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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


TUESDAY, JUNE 7, 1960 


Houser or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10:12 a.m., George Washington Inn, Hon. 
John E. Moss (chairman of the subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee st aff, and James A. 
Lanigan, associate general counsel of the Government Operations 
Committee. 

Mr. Moss. The subcommittee will now be in order. 

This is a special subcommittee of the House Committee on Govern- 
ment Operations, appointed by the chairman, with instructions teo— 


and I quote from his letter to the Honorable Albert J. Robertson, 
Chairman, Federal Home Loan Bank Board: 


I have appointed a subcommittee of five members, and have authorized and 
directed the subcommittee to inquire into the recent action of your Board con- 
cerning the Long Beach Federal Savings & Loan Association, and into such other 
matters concerning the functions, powers, and duties of the Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corporation as the 
subcommittee deems necessary and relevant. 

Under date of June 2, I addressed a letter to Hon. Albert J. Robert- 
son and asked that he appear before the subcommittee with the other 
members of the Board and such other persons as he felt necessary to 
have with him. Specifically I asked him “to give testimony on the 
emergency which led to the Long Beach seizure, and to respond to 
such other questions as the subcommittee may direct.” 

It is the purpose of the subcommittee to inquire into the nature of 
the emergency which led the Board to act in this instance under emer- 
gency powers, rather than using normal procedures available to it 
under the law. We will try to confine the committee’s inquiry as 
closely to that. major point as is possible. Our first witness this morn- 
ing—first I think perhaps I should introduce the other members of the 
subcommittee. To my right is the Honorable Chet Holifield of Cali- 
fornia; Hon, Neal Smith of Iowa; to my left is the Honorable 
George M. Wallhauser of New York; and the very distinguished rank- 
ing member of Government Operations, Mr. Hoffman of “Mic ‘higan. 

Mr. Wallhauser is from New Jersey. I have always had him liv- 
ing in New York. 
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Our first witness this morning will be Congressman Craig Hosmer, 
of Long Beach, Calif. 


STATEMENT OF HON. CRAIG HOSMER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Hosmer. Mr. Chairman, gentlemen, thank you for this oppor- 
tunity to appear. 

This matter in one way or another has been going on for some 14 
years in my congressional district, and it has been a considerable source 
of distress, not only to the shareholders of the association, but to the 
community as well. Now I want to make it clear that I am not here 
speaking on behalf of the management that has been deposed. I am 
only speaking on behalf of the shareholders, citizens, and constituents 
of my district, who have been caused distress by this long series of 
disputes between the Board and the management. 

I think that the situation reflects credit on neither of them. 

Now the manner in which the Board acted, as the chairman indi- 
cated, is at issue here. On April 22, the association was seized and a 
supervisory agent placed in charge under the extraordinary proce- 
dures of the Board authorized in emergency situations. Was there 
an emergency? In reviewing the specifications and charges which 
came to my office shortly after noon on a Saturday morning by special 
messenger, the 23d of April, I read some 17 different allegations 
against the management, one of which goes back at least to the year 
1947. 

Now the natural question that comes to my mind is this: Since the 
Home Loan Bank Board has supervisory duties, since on the 22d of 
January, this year, it sent people in and investigated the books of this 
concern for the period up to April 22 when the seizure was made, 
what was the emergency? Why wasn’t this handled by the routine 
procedures that are authorized by law? The handling of it as an 
emergency matter, as was handled back 14 years ago, created the 
same consequences as it created then, an extended panic in the com- 
munity at large, and particularly amongst the shareholders of the 
association. 

IT call the committee’s attention to a case that will be brought before 
you decided by the Third District Cireuit Court of Appeals on the 
12th of April of this year in connection with another building and 
loan association. ‘The judges decided that where the Board proceeds 
under the regular routine administrative procedures, it does not obtain 
sufficient jurisdiction to prevent an association’s members from voting 
to revert or to convert from the Federal Home Loan Bank Board 
authorization and jurisdiction to a State authorization and juris- 
diction. 

Now that coming 10 days—that decision coming 10 days before this 
seizure, I think certainly should be in the minds of the committee 
when the witnesses from the Home Loan Bank Board are here. 

[ would also like to call attention to the Code of Federal Regula- 
tions, part 547, section 547.3, which has to do with the powers acquired 
when a supervisory representative in charge is put in an association by 
the Bank Board’s action. 
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Now a part of that says: 

Immediately upon taking possession of such Federal association the supervisory 
representative in charge shall succeed to all the rights, powers, and privileges 
of the members of the Federal association, its officers and directors, or any 
of them; 

and if my reading of the section is right, the only exception to this is 
that remaining w rithin the shareholders is only one single right, and 
that is to consent to the appointment of a conservator or a receiver. 

Now this seems to be a highly irregular and perhaps unconstitu- 
tional assumption of the rights of shareholders under a circumstance 
like this. It is antagonistic to whatever right the shareholders have 
to protect themselves either from the Home Loan Bank Board or 
from the management in situations like this. 

Incidentally, “I want to point out that one of the later witnesses will 
be Attorney George Trammell, of my home city, a very distinguished 
honored citizen of the co mmunity, who is also, like I am, appearing on 
behalf of the shareholders, and the shareholders only. He is not 
subject to any compensation for the expense nor his time and trouble, 
unless such compensation should happen to be awarded him subse- 
quently by the court. I bring this up because the very appearance of 
Mr. Trammell here under these circumstances indicates that leaders of 
the community are concerned that this matter has dragged on as it 
has for these 14 years and become the subject of constant litigation, 
and so on. 

I would also ask this committee that in connection with the forth- 
coming end of the quarter, on June 30 of this year, that it obtain from 
the Home Loan Bank Board some kind of estimate or commitment 
with respect to the dividends which would normally be due and pay- 
able to depositors at that time. 

If this bank Board has had its people in since January 22, they cer- 
tainly have had ample time to discover what the books of this as- 
sociation show, and if there is a profit there it should be paid. I would 
urge that the Bank Board not be allowed to say “Well, we haven't 
had time to make a real survey and go over the books, and therefore 
we can’t pay dividends.” 

What will happen in that event? Of course, the people who haven't 
been driven out already could come down there June 30 and puil out the 
rest of the deposits in the association. If that is permitted to happen, 
it means just one less association of this nature in southern California, 
and that is not right. If in fact there are dividends to be paid, they 
should be paid in accordance with the law that governs such associa- 
tions. 

If they are not paid, I just point out the consequences. 

Now assuming the people would draw out their money and put it 
someplace else, and the Board later would decide that dividends were 
due, the deed would have still been done, insofar as destroying the 
association by withdrawal of the rest of the deposit. 

I would also request that the Board go into the matter of a Walker 
and Jones trust deed covering a considerable amount of property over 
in Orange County. It has been alleged that this trust deed was not a 
Wise move on the part of the management, and the whole deal wasn’t 
a Wise move on the part of the management; yet it appears that there 
has been an outside offer to the de 1velopers of this subdivision by a 
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responsible citizen, or more than one of such offers, that could in fact 
eliminate any question about this particular transaction. Of course, 
if it does eliminate the question, 1t eliminates substantiation of the 
Board’s movement in an emergency manner. 

At any rate, the supervisory agent in charge should pursue the wise 
and businesslike disposition of this matter, just as he should pursue 
the wise and businesslike disposition of all other matters of the 
association, in the interest of the depositors, and no one else. 

Another matter [ oe the committee will go into is a matter of a 
lawsuit between the San Francisco Federal. Home Loan Bank, or 
group, and this association. A lawsuit that has also been some 10 to 14 
years in the courts. The San Francisco Bank brought it in the Fed- 
eral court, and after years of law and motion proc eedings, preliminary 
hearings, appeals, and so on, it was finally thrown out ‘of the F ‘ederal 
court. The Bank Board was told it came to the wrong forum and the 
case went to the State court. 

In the State court it is still going through a whole series of law 
and motion proceedings, and so on. 

It seems to me that this ineptness on the part of the Board has 
been going on for too long in the handling of this suit, at least a suit 
by its subsidiar y associate in San Francisco. That is one of the factors 
amongst many that has obscured this whole situation, which I am 
sure, Mr. Chairman, this committee will have presented to it before 
these hearings are over. 

In closing, Mr. Chairman, I would like to say this: It has been my 
feeling that if these numerous allegations that have been made by 
the Board are in fact true, the Board was neglectful in allowi ing them 
to accumulate. The Board should have proceeded back in the past, 
when it picked these things up, in the manner, the routine manner 
which is provided by law to correct them. If it failed to do that, it is 
wrong. If it allowed them to accumulate, did nothing, knowing they 
existed, and only then acted in an emergency manner, it neglec ted its 
duty. 

If they in fact do not exist, and yet the Board acted in an emergency 
manner on the 22d of April, then it is wrong. In other words, the 
Board is on the horns of a dilemma here. Either it should have e acted 
back in the past and didn’t, or it should not have acted on April 22 
in an emergency fashion, and it did. 

I think that is the crucial issue, as the chairman pointed out. I 
would like, Mr. Chairman, to present for the record the statements 
that I made on the 31st of May in the House regarding this particular 
dilemma, which includes a newspaper story on a related matter. 

Mr. Moss. Is there objection to the request to include this material 
in the record ? 

Hearing none, the material is received for the record at this point. 
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(The material referred to is as follows :) 
{Congressional Record, vol. 106, May 31, 1960, No. 98] 


Lone BeAcH FeEperRAL SAvines & LOAN ASSOCIATION VERSUS THE HOME LOAN 
BANK BOARD 


Extension of Remarks of Hon. Craig Hosmer of California, in the House of 
Representatives, Tuesday, May 31, 1960 


Mr. Hosmer. Mr. Speaker, I call attention to a bitter struggle that has been 
going on in my constituency for some 14 years between the Federal Home Loan 
Bank Board and the Long Beach Federal Savings & Loan Association. The 
matter has received widespread local publicity. It has caused constituents of 
mine who have confidence in the loeal institution and its management, as well as 
the general public, considerable worry and annoyance. Certainly, a contro- 
versy carried on this long, and in the manner in which it has been conducted, 
does not reflect credit on the Federal agency involved. 

For the second time in 14 years this savings firm has been seized by action of 
the Home Loan Bank Board. The first seizure was condemned by a congres- 
gional committee as a “vicious abuse of power’ and 20 months later, after 
changes in the Bank Board, the association was returned to its local manage- 
ment. However, many outstanding issues created by the original seizure have 
never been settled. They have dragged through the courts for years at great 
litigation expense and continued uncertainty. If anything, this course of events 
has compounded rather than clarified the situation. 

A feeling has generated that the Board’s recent reseizure of the institution 
stems more than anything else from a continuously increasing hostility by Bank 
Board personnel growing out of frustrations stemming from repeated setbacks 
by rulings of the courts. The reasons given by the Bank Board supporting exer- 
cise of emergency powers to seize the institution for the second time appear to 
bear out such an assessment of its actions. These allegations, some 17 in num- 
ber, were each matters which, if the Board were on its toes, doing its job, would 
have been corrected administratively in regular course rather than being allowed 
toaccumulate. The fact that such regular action in due course was not taken by 
the Board lends credence to the association management’s contentions that there 
is nothing to them and that it is being subjected to harassment. Whatever the 
actual situation may turn out to be, the Board cannot escape responsibility 
either for nonaction when it should have been acting, or for acting in an emer- 
gency way when it had no cause for so doing. 

Currently the association’s management is in court seeking to force the Home 
Loan Bank Board to bond the supervisory representative it placed in the institu- 
tion in an amount reasonable to the value of the assets involved in the seizure. 
In ruling on a question of who should be of counsel in the case, California 
Superior Court Judge John F,. McCarthy made the following philosophical ob- 
servation : 

“The court is a representative of our way of life in a very real sense. It is 
the means whereby our Constitution and our laws of all kinds are enforced. 
They are enforced as against individuals. They are enforced as against the 
public and all agencies of the public. In other words, whatever the law is, 
it is the duty of the court to enforce it, and that it must do impartially and as 
accurately as possible, of course. The courts are entitled to respect only if they 
see to it that the law is enforced and that the founts of justice aren’t corrupted. 

“Now, I think that the other branches of Government have a duty of fairness, 
obeying the law, and seeing to it that our laws are not violated or evaded. I 
don’t think that any public organization should ever place itself in the position 
so that its motives can be subject to any criticism, and the courts should be in 
the same position.” 

The following story in the Long Beach Independent newspaper for May 19 ex- 
plains the question as to who should properly be of counsel in the case that was 
under consideration, together with Judge McCarthy’s ruling on it against the 
Home Loan Bank Board and favoring the association’s deposed management : 
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“Srizep L. B. FEDERAL SAVINGS WINS STATE CoURT SKIRMISH—JUDGE RULES Firep 
COUNSEL STILL ON JOB 


“(By Don Maddock) 


“An alleged attempt by Federal agencies to control both sides of long-stand- 
ing multi-million-dollar litigation involving Long Beach Federal Savings & Loan 
Association was blocked in superior court Wednesday. 

“Judge John F. McCarthy ordered C. E. Ault, supervisory representative in 
charge of the firm since it was seized April 22, made a party to the litigation, 
and also refused to exclude attorney Charles K. Chapman from representing 
the firm, although he was fired by Ault April 29. 

“It seems perfectly clear to me that the Federal Home Loan Bank Board has 
the power to completely dominate activities of the San Francisco Home Loan 
Bank (plaintiff in the lawsuit involved) and also those of Mr. Ault,” Judge 
McCarthy observed. 

““*} am not ascribing to the Board or San Francisco bank any improper mo- 
tives. However, both of them are public bodies, and should conduct them- 
selves in a manner that their motive cannot be subject to any just criticism.’ 

“Judge McCarthy ordered Ault included both as a codefendant in the San Fran- 
cisco bank’s action against the local firm, and as a cross-defendant in Long Beach 
Federal’s counteraction. 

“Chapman sought the order. Attorney Sylvester Hoffman, representing the 
San Francisco bank, answered that Chapman had no standing to make the 
motion. 

“Hoffman pointed out that Ault has succeeded to all powers of officers and 
managers of the local firm, and that Ault had dismissed Chapman. 

“There are a few technical reasons why this relief should be denied,’ Judge 
McCarthy answered. 

**But in court the skids are not supposed to be greased. Both sides are en- 
titled to have their cases presented. 

“ ‘If there is a good defense (by the local firm) and because of this seizure 
this defense is not urged, would it not be a fraud on the court? 

“Inherent powers of the court to see that every party has his day in court 
demand that Mr. Ault be brought in, and demand that something be done to see 
that merits of the cross-complaint (filed by Long Beach Federal) are fully and 
vigorously presented. 

“The Bank Board should not be placed in the position of telling the associa- 
tion it may not act, and then refusing to act itself. 

“*This ruling is not an accusation of any kind, but the case poses a situa- 
tion which should not exist. 

“*Tt comes a little too close to a case of a plaintiff suing himself. I think it 
is the duty of this court to see that no such possibility shall exist, whether 
the threat be real or not.’ 

“The San Francisco bank mainly seeks confirmation of its foreclosure of about 
$7 million in Government bonds, matured interest coupons and cash of the Long 

seach firm. 

“The association, in return, seeks redemption from the foreclosure and dam- 
ages, totaling about $10 million. 

“The dispute arose after the Bank Board, in 1946, appointed a conservator for 
the local firm. 

“Notes he signed in the local firm’s name, and its bonds, deposited with the 
San Francisco bank as security were bases of the counterclaims.” 

Mr. Moss. Mr. Hosmer, Mr. Hoffman has asked that you supply the 
committee with the citations, I believe, on the case mentioned by you 
which was decided April 12. 

Mr. Hosmer. Is Mr. Trammell here? 

Mr. TramMMELL. I have the case here, the opinion. 

Mr. Hosmer. I will have that this morning. 

Mr. Moss. Mr. Holifield, do you have any questions ? 

Mr. Ho.irrevp. I compliment my colleague from California on his 
statement. We both sit on the Joint Committee on Atomic Energy, 
and I am well aware of his dedication to the public interest. 
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In speaking of the shareholders, I am sure the gentleman is con- 
cerned with the depositors, the 90,000 depositors, as well as the share- 
holders’ committee, which Mr. Trammell represents, and is aware, of 
course, there has been a loss running into hundreds of thousands of 
dollars to the depositors on interest which would have been due them 
had they not withdrawn their money. 

Mr. Hosmer. That is right. And although that is probably a loss 
that cannot be recouped at this time by the withdrawing depositors, 
if, in fact, this seizure was improper, it 1s a loss directly « attributable to 
the improper activities of the Home Loan Bank Board. 

In short, it is another example, sir, of the ineptness of permitting 
something of this nature to go on as long as it has gone on. 

Now, there may be fault on both sides, and we certainly cannot tell 
without going into all the details ourselves of the books, but the fact 
that this long period of litigation, contention, trouble, distress, has 
been permitted to occur by a Federal agency which is supposed, under 
its legal authorization, to keep things running smoothly, is an evidence 
that it has not acted in the proper manner. ‘And it does not form any 
evidence, of course, that the management has proceeded in a proper 
manner. ‘There may be criticism there, too. It isa situation that this 
Home Loan Bank Board was created to avoid. It has not done so. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiiauser. Well, I have no real comments, other than to say 
Iagree with Mr. Hosmer, that it is too early to determine any of the 
facts in the case. He raises a number of hypothetical questions which, 
of course, this committee will have to answer. I noticed that he said 
he was unable to place blame on either the Board or management. 
He questioned whether there was an emergency. 

Do you think, Mr. sidemer, that an accumulation of certain acts 
might create an emergency ? 

Mr. Hosmer. Yes. It could, and often does. However, where 
elements of the accumulation have been persisting since, say, 1947, as 
is the allegation, of nonpayment of premium charges to the Federal 
Savings and Loan Insurance Corporation, it seems to me that the 
Board was negligent in not taking cognizance of it and having the 
premiums paid off. As a matter of fact, I happen to know the pre- 
miums, because of the litigation between the Bank Board and the 
association arising out of the previous seizure, instead of being paid to 
the Insurance Corporation, have been tendered into court, and they 
rest in court today. 

Mr. WattuAuser. No evidence is before us yet as to any of the 
allegations, so I am unable to agree or disagree. 

That is all, Mr. Chairman. 

Mr. Hosmer. That is right; those allegations are subject. to scrutiny. 
That is why I asked that it be done. They recite matters existing for 
long periods of time: if they are true, there is something wrong if the 
Board hasn’t moved before. It is alleged that the association, in Sep- 
tember 1957, sold some trust deeds in an improper manner. That was 
dyears ago. Why didn’t the Board act on that one in a routine man- 
ner 21% years ago, at least. 

Mr. Wauiuavuser. I would like to say, Mr. Moss, I can understand 
Mr. Hosmer’s concern for his constituents, and I compliment him for 
that interest. I just wonder, however, whether this is the proper 
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forum for this type of longstanding dispute to be tried? I just dont 
know. 

Mr. Hosmer. I would not attempt to criticize the committee for 
exercising its judgment to go into this. 

Mr. Wautiuauser. No; I don’t either. I just wonder, though, the 
matter having been in court for so many years, whether it shouldnt 
be adjudicated in court. However, I will reserve my comments. 

Mr. Hosmer. Perhaps at least there is one element here, and that js 
this section 547.3 of the regulations that I have alluded to. That seems 
clearly to me to be within the jurisdiction of this particular subcom. 
mittee to determine whether or not that amount of confiscation of 
right of shareholders is a proper kind of regulation. 

Incidentally, I have that citation now. That is the U.S. Court of 
Appeals for the Third Cireuit, case No. 13,082, Federal Home Loan 
Bank Board, appellant, v. Greater Delaware Valley Federal Savings 
and Loan Association, et al. 

I do not have a case book citation. The opinion of the court was 
filed April 12, 1960, written by Circuit Judge Hastie. 

Mr. Moss. Is that all? 

Mr. WauiHaAvuseER. Yes. 

Mr. Moss. I would just like to make this observation, that I have 
carefully checked the question of the committee’s jurisdiction. It js 
quite adequate to cover the area of inquiry which I had outlined, and 
I think quite appropriate that we do so. If the matter were to be 
left entirely to the courts, then the Board should perhaps have 
awaited for court decisions before its precipitate action on the 20th 
day of April. It certainly acted in a manner to interfere with some 
of the pending court actions. 

Mr. Hosmer. I think, sir, rather than that, it should have acted 
by a routine administrative procedure. 

Mr. Moss. I agree with you. Mr. Smith? 

Mr. Soiru. I don’t have any questions. 

Mr. Moss. Mr. Hoffman. 

Mr. Horrman. Do you know how the case in Pennsylvania which 
you cited—which originated in Pennsylvania, I mean the one the 
Third circuit sustained, how did that get to California, do you know! 

Mr. Hosmer. How did it get to California? The case was a matter 
of public record. It was a situation in which the Federal Home 
Loan Bank Board was actually taking these administrative proce- 
dures in connection with the management which it felt that it should 
act agaimst, and pending this, the shareholders of the association got 
together and voted to convert this Delaware Valley Association from 
a Federal association to a State association, and the Bank Board 
said, “Oh, no, you can’t do that. We’ve got you under investigation. 
We’ve got you under these administrative procedures.” And the 
court says “You’re wrong. The shareholders have all their rights 
during this period, and if they want to convert it into a State associa- 
tion they are perfectly free to do so.” 

Now, the testimony will bring out, I think, that Long Beach 
Federal was in the process of seeking conversion into a State institu- 
tion during this time, and since this opinion came out on April 12, 
and since the seizure occurred on April 22, within 10 days, was the 
seizure in fact based on an emergency or was it in fact based on 
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a desire by the Bank Board to thwart the conversion of Long Beach 
Federal Bank to a State association, which it had been in times 
past f hes Hes A 

Mr. Horrman. The Pennsylvania decision upheld the decision to 
convert into a State institution, and also said the shareholders who 
didn’t vote had the right, if they wanted to by proxy, but they hadn’t 
exercised it. Is that the substance of it? 

Mr. Hosmer. Well, the question in the decision was whether or not 
the shareholders could take this action to convert into a State associa- 
tion while the Bank Board was acting administratively against the 
management of the association. There were some other issues in it, 
like whether the management was required to give notice to the share- 
holders of the pendency of the Home Loan B: nk Board’s proceedings, 
and so forth, but they are not relevant to our discussion today. 

Mr. Wariuavser. Has this decision been appealed? Do you know? 

Mr. Hosmer. I = not know. 

Mr. Horrman. I don’t quite understand. I don’t recall everything 
that has happened during the previous hearings some years ago, but 
is it your position now that the Board either violated the statutory 
provisions or was guilty of, let us say, negligence, and, if so, what ? 

Mr. Hosmer. It is essentially my position that the Board, when 
these various things complained about developed, and if they in fact 
existed, if the Board at that time didn’t take action under the admin- 
istrative procedures, it would be guilty of nonfeasance, or if it ordered 
this seizure on the basis of allegations which are not true, and it knew 
were not true, it is guilty of malfeasance. That is essentially what it 
boils down to. 

Mr. Horrman. That first term, “misfeasance,” I think—— 

Mr. Hosmer. Nonfeasance. 

Mr. Horrman. Let’s skip the nonfeasance and go to misfeasance. 
Does that mean that they violated some statutory duty? 

Mr. Hosmer. It means that the Board ordered the seizure, placed 
the supervisory agent in charge, not on the real, true existence of an 
emergency, which it claimed, but upon some other consideration, and 
utilized its emergency powers to accomplish some other purpose. 

Mr. Horrman. You used the words “if the allegations’—and I am 
referring now to the previous ones, not these last ones on which seizure 
was predic ated—you said, if those were true, the Board, did I under- 
stand you to say, should have acted then; that is, some years ago? 

Mr. Hosmer. I am talking about these allegations that it made to 
support the emergency seizure. 

Mr. Horrman. Now? 

Mr. Hosmer. Now. Iam saying that many of them—at least one of 
them has existed since 1947, another has existed since 1957—all of them 
have existed for some time in the past, and I want to know why the 
Board did not go into them at the time in the past when they occurred 
and took action about them then. 

Mr. Horrman. The substance of your statement is they were negli- 
gent in not acting then ? 

Mr. Hosmer. That is right. 

Mr. Horrman. I also understand you to say the present seizure was 
wrong. Did I misunderstand ? 
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Mr. Hosmer. I say if there was anything to them, they should have 
acted then. Now, if they take them ‘today, and there is still not any- 
thing to them, and yet they use them to exercise emergency powers, 
they are wrong. But if there is anything to them, they were in a 
position to have acted before there was an emergency. If there is 
anything to them, they are in the position of having admitted essen- 
tially the ‘y should have acted when these things occurred before. 

Mr. Horrman. They were negligent before ? 

Mr. Hosmer. That is right. 

Mr. Horrman. Then they are wrong either way, aren’t they? 

Mr. Hosmer. I think they have been, if not in this specific instance 
for pursuing this whole thing the way they have. Take, for inst: ance, 
the San Francisco bank case I mentioned. They started this thing 
out in the wrong forum and pursued it then for years and years, 
Then they get over in the State forum, and are still delaying and still 
not bringing the case to issue. What kind of management is that? 
Why shouldn’t this thing be decided and get my constituents and the 
people that are in this, that have their money in this bank, free from 
all these contingent worries and so on ? 

You are a lawyer, sir; don’t you think 14 years is a pretty long 
time to fool around with a case ? 

Mr. Horrman. All I get out of your statement is that if the present 
allegations are true, and some of them existed in years gone by, the 
Board is negligent in that it didn’t act before. 

Mr. Hosmer. Yes. And if they are untrue—— 

Mr. Horrman. Then they shouldn’t act now? 

Mr. Hosmer. They shouldn’t act now, that is right. 

Mr. Horrman. If they are not true, the Board was not negligent in 
years gone by. 

Mr. Hosmer. That is right, but they were guilty in acting in an 
emergency fashion when they shouldn't. 

Mr. Horrman. You don’t claim the administrative hearing they 
have set is not proper, do you ? 

Mr. Hosmer. No. 

Mr. Horrman. That hearing will determine, or should determine, 
anyway, the truth or the falsity of those allegations. 

Mr. Hosmer. That is right. 

Mr. Horrman. Why shouldn’t the Board be permitted to go ahead 
and hold that hearing ? 

Mr. Hosmer. W hy shouldn’t the Board have acted when it picked 
up these things? That is my question. 

Mr. Horrman. You mean when they first came up ? 

Mr. Hosmer. Xo 

Mr. Horrman. I don’t know. Why didn’t you and I say something 
that would help us in some campaign ? 

Mr. Hosmer. That may be true, but this Board is supposed to be a 
policeman, a big brother, or what have you, for these associations, 
making sure they take care of their shareholders. But here we have 
them. What are they doing? Are they taking care of the share- 
holders? They are creating a lot of trouble. 

Mr. Horrman. Are you expressing the opinion as to whether the 
allegations are true or not ; I understood you are not ? 
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Mr. Hosmer. Definitely not. Because I don’t know and I don’t 
think anybody can, until ‘they bring the books up here. Perhaps the 
Home Loan Bank Board can substantiate them, I don’t know. 

Mr. Horrman. Isn’t the Board just trying to do that ? 

Mr. Hosmer. My point is, if it is, it should have done it a long time 
ago. It had an obligation to these shareholders in years back, just 
as much as it had on April 22. 

Mr. Horrman. But that is water over the dam. Now, they are try- 
ing to do what you say should have been done a long time ago. 

Mr. Hosmer. Yes. If the allegations are in fact true. 

Mr. Moss. Isn’t there another point, too, that they have powers to 
move in an emergency without a hearing, or they could follow the 
normal procedures ? 

Mr. Hosmer. That is right. 

Mr. Moss. Lacking the elements of an emergency, the rights of the 
depositors, of the shareholders s, of the officers, and of your commu- 
nity would have been better protected had they proceeded first with 
the hearing to determine whether or not there was a basis for this? 

Mr. Hosen. As soon as this broke, there were hundreds of old 
people that had to go down and stand in a long line, and were fretting 
and worrying and trying to get their money out, and others that were 
sitting at home standing by “the mans igement, which created a lot of 
misery. 

Mr. Horrman. You don’t express any opinion, although it is in your 
district, as to who was at fault, do you ? 

Mr. Hosmer. Sir, I can’t establish the truth or falsity of these 
charges. 

Mr. Horrman. I am not criticizing you at all. 

Mr. Hosmer. I say, if they are true, these facts either were or should 
have been in the knowledge of the Home Loan Bank Board in the 
past, and when they received them they should have taken action. 

Mr. Horrman. And you also think there has been too much litiga- 
tion? 

Mr. Hosmer. Yes. 

Mr. Horrman. There has been too long delay, let’s put it that way ? 

Mr. ar I say there has been a long delay. This has been a 
long delay. I don’t think it was properly. handled; this issue, from 
the seizure back in 1947, I don’t think should still be unresolved today. 

Mr. Horrman. I think that is all. As I understand it, the Board 
now is trying to do what you say should have been done, provided 
the allegations were true, back years ago, and they are doing that 
under the statute ? 

Mr. Hosmer. They are doing it under an alternative provision of 
the statute, in an emergency fashion, when they could have taken the 
other alternative and done it back when they should have done it. 

Mr. Horrman. And that is their function, to hold this hearing? 

Mr. Hosmer. As I understand it. We are paying them good money 
to police these outfits, and why aren’t they doing it? 

Mr. Horrman. It all boils down to the fact of whether the original 
allegations were true, and the Board just sat on it and didn’t do : any- 
thing. Now, now that they are doing it, the committee calls it to 
task, and says “What are you doing this ‘for 2” 











12 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Hosmer. They may come up with saying “Why didn’t you do 
this back when you should have done it, and prevented all these poor 
old people from having to go down and draw their money out and 
creating the trouble out mn this area. 

Mr. Horrman. Now that they are at long last trying to do some- 
thing about it, why shouldn’t we let them do it ? 

Mr. Hosmer. Don’t you feel that you have some obligation to re- 
quire them to do it in the best manner and pursue the best altern: tives, 
when there is a choice between causing a great deal of public agita- 
tion, distress, and human misery? Don’t you think they should take 
the course that will avoid that, if there is one / 

Mr. Horrman. You suggest that the Board drop it now / 

Mr. Hosmer. No. 

Mr. Horrman. Do you suggest they go ahead ¢ 

Mr. Hosmer. I suggest the committee pursue and find out whether 
this Board didn’t act when it should have acted, or is now acting when 
it should not act. 

Mr. Horrman. Well, assuming we find they should have acted, we 
still don’t help the old folks, in whose interest you are speaking. We 
don’t help them now, do we? 

Mr. Hosmer. No; but as I understand, most of these investigations, 
when they turn up something that isn’t proper, they expose it to 
public light, it supposedly results in a reformation. That is in legal 
theory, sir, and I know it may not always be the actual fact. 

Mr. Horrman. You aren’t by any remote inference referring to 
recent newspaper disclosures about Congress, are you 4 

Mr. Hosmer. Oh, no. 

Mr. Horrman. Do you think the Board ought to drop its present 
action ? 

Mr. Hosmer. Well, the Board, how can it drop its present action, 
unless it admits itis wrong? If it is wrong, it should drop its pres- 
ent action. 

Mr. Horrman. How can we help the Board do something for your 
people? 

Mr. Hosmer. Well, if you can show them the light and pull out on 
the table where they have misjudged this thing, maybe they will want 
to back up and take a different procedure, I don't know. 

Mr. Horrman. You mean give them our version, or whatever the 
facts may disclose as to the truth of the allegations / 

Mr. Hosmer. No. 

Mr. Horrman. What could the committee do? 

Mr. Moss. The chairman will answer that question. 

Mr. Horrman. Whatisthat? All right. 

Mr. Moss. The committee is meeting for the purpose of deter- 
mining the factual basis of the emergency under which the Board 
acted. 

Mr. Horrman. That is, whether it was an emergency or not? 

Mr. Moss. And that question cannot be answered until we have 
received all testimony. It cannot be answered by one witness, nor 
by the chairman. 

Mr. Horrman. As to whether there was an emergency ? 
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Mr. Moss. That is correct. We are attempting to establish that. 
When we have concluded our hearings, we hope to have those facts on 
the record. 

Mr. Horrman. It is within our province 

Mr. Moss. It is clearly in our province to make that determination. 
It is clearly within our province to determine whether or not this 
Board has acted in a manner which was arbitrary and capricious, 
whether or not the present laws are adequate to protect the interests 
of the shareholders, the depositors of these building and loan asso- 
ciations. 

If the law is not adequate, then the committee can make appro- 
priate recommendations to change the law. That is one of its func- 
tions. 

Mr. Horrman. May I ask the chairman this: Are we to find as to 
the truth or the falsity of the facts that were alleged before the 
Board ¢ 

Mr. Moss. The gentleman has been a member of the House for a 

great many years. He knows when a committee acts, it acts by re- 
port and recommendations, in which he may or may not concur. 
Only the gentleman himself can control the type of recommendation 


which he will send forward with his name in support of that rec- 
ommendation. 


Mr. Horrman. Mr. Chairman. 

Mr. Moss. That is entirely a matter for the gentleman to determine 
after he has heard all the testimony. 

Mr. Horrman. I still don’t get it. I don’t want the chairman to 
assume I am asking questions for—I am not asking anything except 
for information. 

Mr. Moss. That is all I am asking for. 

Mr. Horrman. Is it one of our functions, the committee function, 
and of course, of the individual members, to determine whether or 
not the allegations on which the Board is now acting were true or 
false ¢ 

Mr. Moss. It is the function of this committee to seek any bit of 
information it requires to come to a determination of a legislative 
nature, whether the law as now written is adequate or whether it is 
inadequate. Whatever facts are required to reach that determination 
the committee should establish. We have a very broad scope here, 
and I hope we exercise it with diligence. 

Mr. Horrman. I am not in any way questioning the authority of the 
committee, but I was just trying to learn. 

Mr. Moss. I am merely trying to clarify for the gentleman the pur- 
pose of the inquiry by the sube omunittee. 

Mr. Horrman. And that I appreciate. All I was asking about was 
the issue which goes up to us. Are we to determine whether the 
charges alleging an emergency were true or false ? 

Mr. Moss. That is a determination which each member himself will 
have to assume, 

Mr. Horrman. And the committee as a whole? 

Mr. Moss. And the committee as a whole will try to arrive at a 
consensus of the views of the committee. ; 

Mr, Hosmer. Perhaps, Mr. Chairman, it might also, whether or not 
they are true, determine whether it would constitute an emergency. 
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Mr. Moss. I think that is the most important question before the 
committee. Mr. Hosmer, I want to thank you for appearing here, | 
think your expression of concern on behalf of your constituents is 
most proper. 

Mr. Hosmer. Thank you, Mr. Chairman. 

Mr. Moss. The next witness will be Congressman James Utt, of 
California. 


STATEMENT OF HON. JAMES UTT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Urr. Thank you, Mr. Chairman, and gentlemen of the sub- 
committee. I appreciate the opportunity of testify’ ing here because I 
was one of the members who requested a hearing on this very subject. 
My purposes in requesting a hearing are sever al. I received a notice 
of the seizure on a Saturday morning, and immediately began to 
receive communications from people in my district who were share- 
holders and depositors as well as directors of the company that live 
in my district, a great many of their propert les are in my district also, 
asking that I request an investigation into the seizure. My purpose 
here is purely in defense of the depositors who number a great many 
thousands. It might be well for the record to show that when this 
association was first seized in 1946 it had deposits of $26 million, 
They dropped within 20 months to $13 million under the seizure, 
under the conservator, and when the court ordered it returned to 
the management they started out with $13 million and built it up to 

$96 million as of the date of the current seizure, so there must be 
some community acceptance of management, although my purpose in 
being here is at the behest of the various shareholders. 

My main complaint is that there was a seizure without due process of 
law as provided in the Constitution. I think that the Board acted 

eapriciously. I think they acted in a conspiratorial manner, because 

it follows the pattern of other seizures, which have taken place, and 
management has been replaced with ex-employees of the Federal 
Home Loan Board, either under duress, or under actual seizure. 

I say further it was a conspiracy because they fired all the per- 
sonnel, or most. of the personnel of the local institution, and brought 
in personnel of competing institutions, so that they would have all 
of the inside information on this savings and loan association of 
Long Beach. 

Mr. Hottrrerp. What does the gentleman mean by “bringing in 
employees” ? 

Mr. Urr. There were personnel from the Pioneer Savings & Loan, 
from the Coast Savings & Loan, and from other savings and loan 
companies in the district, who were brought in and employed by the 
Federal Home Loan Bank to become the employ ees of the administra- 
tor under this seizure. 

Mr. Houirretp. Were they given access to all of the documents? 

Mr. Urr. They had access to the documents, although some of the 
people they put in, who were actual employees of the Federal Home 
Loan Bank, were incompetent. On the witness stand one of them ad- 
mitted he did not know the difference between a trust deed and a 
mortgage 
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Mr. Howtrrecp. On the witness stand? What witness stand? 

Mr. Urr. In Los Angeles, when there was an action brought to in- 
crease the amount of the bond, and they filed an inventory of the 
assets as i had taken them over, and when questioned, this indi- 
vidual said “I don’t know the difference between a mortgage and a 
trust deed, I don’t know what a collateral security is.” 

Mr. Houtrtetp. Who was this witness ? 

Mr. Urr. I don’t have his name here, because I neglected to bring 
from my office the testimony from that recent hearing under Judge 
Pierson M. Hall in Los Angeles. 

Mr. oe irieLD. Will you supply that name to the committee? 

Mr. Urr. I will supply that name, and I will supply the questions 
and answers as given by this employee. This action was brought to 
increase the amount of the bond. The Federal Home Loan “Bank 
Board put up a bond of $1 million, but it wasn’t in favor of deposi- 
tors, it was in favor of the administrator who took over the bank. 
They delivered to him some $22 million in cash and negotiable securi- 
ties, and the Board put up only a $1 million bond, whic th is not suffi- 
cient to protect the shareholders, or the ones that I am interested in. 

(The information referred to follows :) 


ExcerPTS FroM THE REPORTER'S TRANSCRIPT OF PROCEEDINGS, LOS ANGELES, CALIPF., 
May 23, 1960, IN THE U.S. Districr Court, SoUTHERN DIstTRICT OF CALIFORNIA, 
CENTRAL DIVISION, HON. PETRSON M. Hatt Presipinc, Long Beacn FEDERAL 
Savincs & LOAN ASSOCIATION v. C. E. AULT, ET AL. No. 506-60 CIVIL 


Robert T. Keith, called as a witness by and in behalf of the plaintiff under 
Rule 43(b), being first duly sworn, testified as follows: 

The CLERK. State your name in full. 

The WITNESS. Robert T. Keith. 

The CLERK. Your address, business. 

The WiTNESs. Business address? 

The CLERK. Yes. 

The WITNESS. 215 West Fifth Street, Los Angeles. 

Direct examination by Mr. Chapman: 

Q. Mr. Keith, will you tell us your background, your status with the Federal 
Home Loan Bank Board or whoever you work for.—A. I am an examiner for 
the Federal Home Loan Bank Board. 

Q. How long have you been such an examiner?—A. Since November of 1956. 

Q. What other capacities or status have you had with any of the Federal 
Home Loan Bank Boards, Federal Savings and Loan Insurance Corporation, 
Federal Home Lodn Bank, any of the system?—A. Prior to the time that I 
became an examiner? 

Q. Yes, or during.—aA. I don’t believe I understand the question. 

Q. What were you before you became a Federal Home Loan Bank examiner 
in 1956?7—A. I worked for the Veterans’ Administration. 

* ~ * * * * ” 

The Court. * * * You of course know the difference between a mortgage and 
a trust deed? 

The Wirness. I believe that these are the titles that are included. 

The Courr. No, my question is, Do you know the difference between a mort- 
gage and a trust deed? 

The Witness. I don’t know as I could explain it. 

+ + 7 ” * ok * 

Q. (Mr. Chapman). Now back to the question about collateral pledge agree- 
ments. Do you know what document the association calls a collateral pledge 
agreement ?—A. I am not sure that I do; no. 

Q. Tell us your best estimate or best guess of what you think that means.— 
A. Well, the only pledge agreements that I know of are the constructions funds 
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that are pledged—no, they are not pledged, they are in trust at the Farmers 
& Merchants Bank. I don’t know whether that is what you mean or not. 
* * * ~ * * * 


Q. Mr. Keith, don’t you know what a collateral pledge agreement is ag usgeg 
in the association?—A. No, I don’t. 

Q. Haven’t you seen any of the collateral pledge original documents in the 
association signed by the borrower?—A. I don’t know whether I have or not, 

Mr. Moss. Would you yield for a moment 4 

Mr. Urr. Yes, sir. 

Mr. Watiuauser. Congressman Utt, are we talking about the 
present case ¢ 

Mr. Urr. We are talking about the present case. 

Mr. Watiuauser. Where they brought other employees in, em. 
ployees of other associations ¢ 

Mr. Urr. Yes, sir, Since the seizure on May of this year. I algo 
found considerable fault—— 

Mr. Hoxirrevp. I believe it was April, April 22, wasn’t it, when the 
seizure occurred ¢ 

Mr. Urr. Yes, April, that is correct. I strenuously objected to the 
type of public announcement that was made at the time of the seizure, 
I don’t believe that it was proper for the Home Loan bank Board to 
put out a notice that this institution has not paid its Federal deposit 
msurance. The effect on the public was that immediately—well, here 
T have a deposit, and it hasn’t been insured, and yet on the building 
it says: “Insured by an instrumentality of the U.S. Government.’ 
So I rush right down and begin to draw out my money. That was 
RN planned withdrawal, and some $35 million has been withdrawn, 
mainly because people were afraid of that scare headline that this in- 
stitution is not insured because—they didn’t say it wasn’t insured, they 
said it hadn’t paid its premium for 10 years, therefore the conclusion 
of the public would be that “my deposits are not insured.” So it 
created the run and created the idea in the people’s mind in the city 
of Long Beach in Orange County in my district that this was an 
uninsured institution. 

Mr. Ho.irrecp. Your district adjoins this? 

Mr. Urr. My district adjoins Long Beach; yes, sir. 

Mr. Ho.trreip. Do you have that announcement the Home Loan 
Bank Board put out that you referred to? 

Mr. Urr. I have it in my files, and I hope it will be made a part 
of the record. I thought the committee would order it to be made 
a part of the record. 

Mr. Moss. Is there objection to making it a part of the record at 
this point ? 

Hearing none, it is so ordered. 

(See exhibit B-2, p. 787.) 

Mr. Urr. Another reason that I objected to the seizure at this time 
was the fact that they were negotiating for a transfer to a Federal 
charter. 

Mr. Horirteto. State charter? 

Mr. Urr. I mean from the Federal charter to a State charter, and 
the other litigation had been pending for some 14 years, and with 
the merging of the adversaries this whole thing would be resolved 
overnight, because you have no adversaries, you have merged the 


adversaries by this seizure, and they could settle these claims that have | 
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been pending over the last 14 years while the Federal Home Loan 
Bank Board has not only avoided but evaded judicial processes in the 
actual determination of the issues, and without adversities you have 
no lawsuit. 

It could be resolved in favor of the Home Loan Bank Board and to 
the detriment of the $96 million depositors who are looking to the local 
management to protect their interests and recover the money which 
the first conservator disposed of without ever giving a final account- 
ing over a per iod of 14 years. I think that is misfeasance of offic e, 
so far as the Federal Home Loan Bank Board is concerned. Now 

Mr. Hotirietp. As I understand it, the Federal court ordered an ac- 
counting ¢ 

Mr. Urr. They did. 

Mr. Hoxtrrecp. You tell the committee this accounting has never 
been made to the satisfaction of the court ? 

Mr. Urr. That is correct. If the seizure was legal under the law, 
then some thing is definitely wrong with our administrative law, and 
that should be. changed so ‘that no board, bure: au, or commission can 
arrogate unto itself any position of peculiar privilege that they are 
above the Congress or the courts. They have denied the doctrine of 
judicial review. And I think no delegation of authority by Congress 
any board, bureau, or commission should eliminate the doctrine of 
judicial review. 

Mr. Houtrtetp. Mr. Utt, you were here in 1954, were you not ? 

Mr. Urr. Yes, sir. 

Mr. Howirretp. You were on the floor possibly when the 1954 
amendment to the Housing Act was presented, which sought to set 
up procedures for conservators and receivers and supervisors in charge 
were you not ? 

Mr. Urr. I was; yes, sir. 

Mr. Hoxirretp. You probably voted for that act, or at least were in 
favor of that amendment, I am sure. 

Mr. Urr. As well as I can remember, I did. 

Mr. Houtrtevp. I am sure you were in favor of the amendment, be- 
cause I remember talking to you at that time, and in the hearings be- 
fore the Banking and Currency Committee, the testimony before the 
committee members mentioned specifically the Long Beach case. 
Mr. Cole, the Housing and Home Finance Administrator, and Mr. 
McAllister, the then Chairman of the Board, mentioned the Long 
Beach case and expressed the hope or the purpose of the legislation, 
which would be to allow institutions such as the Federal savings and 
loan associations to have access to hearings other than the dr: astic type 
of seizure which occurred here; to give them a day in court, you might 
sly, or an opportunity for an administrative hearing prior to the 
drastic act of seizure, whether it be under the for mula for appoint- 
ing a supervisor in charge, a conservator, or a receiver. 

It was the hope of the members of that committee, expressed at 
that time in the hearing, that this legislation would prev ent this type 
of seizure of an institution, 

Mr. Urr. Yes, I recall that, and I hoped it would resolve it too, but 
we had several conferences afterward, and it apparently was not ad- 
hered to by the certain boards, bureaus, and commissions. 


- 
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Mr. Hortrrecp. Are you aware of the fact that once the supervigo> 
in charge took over this institution in Long Beach, that he fired the 
attorney for the shareholders, or attempted to fire the attorney for 
the shareholders ? 

Mr. Urr. He fired, as I understand, the attorney for the association, 

Mr. Houtrtetp. For the association ? 

Mr. Urr. Yes, sir; who had been with this case for some L4 Vears, 

Mr. Howirietp. And you are aware that the court in Long Be: ach 
refused to allow that divorcement of the attorney of record from the 


association ¢ 


Mr. Urr. Yes, sir. 
Mr. Hoeuiriexip. And condemned the action of the supervisor in 
large for attempting to divorce the attorne Vy of rm cord from the as- 
iation and deny them thei 1r proper representi ition in court / 

Mr.U1 r. Lamaware of that; yes, sir. 

Mr. Horrman. Before Mr. Holifield leaves, may I ask him: 0; 
those amendments, were they adopted ? 

Mr. Howutrrevp. They were adopted and are now a part of the 
statute, Mr. Hoffman. 

Mr. Smiru. Do you mean to tell me that since April 22 the Home 
Loan Bank Board has att empted to fire the attor ey who has been 
handling ba s litigation all the se yer as 

Mr. U . Yes, sir. Mr. ( ‘hap mah, of Long Beach: and Superior 
Court Jude Jobn ¥. McCarthy in Long Beach said they couldn't do 
it, that | ne oe ain as the attorney of oor In conch ion, Mr. 
Chairman, 7 wol ant hen to put in the reco rd two or three of the letters 
which I have received from depositors in my district asking that this 


hearing be held, and a few letters from some other individuals, whose 


building and loans have been seized under similar circumstances, and 
from some former employees who were fired by the Federal Home 
Loan Bank Board, a these employees who have been faithful to 
the association for 10 years and were summarily fired and filed for 
mane nsation, unemployment compensation, when the slip came back 
to the administrator of the home loan bank they said they were un- 
employable, and therefore denied them the drawing of any unemploy- 
ment compensation. 

Mr. Houtrievp. Let me get this straight. The supervisor in charge 
returned the slip, and with some type of a notation on it? 

Mr. Urr. Unemployable. 

Mr. Howirietp. That would prohibit these people from drawing 
PoP compensation ? 

Mr. Urr. That is right. And they had to have a hearing set in 
Shcramento before the employment board to determine whether they 
aS e ntitled to unemployment compensation, having been fired. 

Horry. What did that State unemployment compensation 
ward dete rmine ? 

Mr. Urs r. It is my understanding the hearing has not yet been held, 

r if it has, I haven’t had the answers from it. 


” So the it te ms I would like to awe e in the record would be a letter from | 


Mr. Charles B. Johnson, from Buena Park, who lives in the Bellehurst 
subdivision, which is under discussion. And at this point I would hke 
to say when an inventory was’ filed in court. last—a couple of weeks 
ago, they inadvertently left out a $7 million or $8 million unrecorded 
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trust deed from the inventory, even though the deposed manager had 
a receipt for that $7 million instrument in his possession. 

Mr. Houirreip. You mean there was a receipt in the files of the asso- 
ciation for a $7 million or $8 million note ¢ 

Mr. Urr. Yes. 

Mr. Houirieip. And it was left out of the inventory ‘ 

Mr. Urr. Yes. 

Mr. Hoxrirreip. Were there other items left out of the inventory ¢ 

Mr. Urr. There were several items left out. The inventory was 
around $7 million or $8 million short of the actual assets that the 
administ rator took over. 

Mr. Hourierp. Was it afterward admitted this note was in their 
possession : | | 

Mr. Urr. Yes, sir. Just that they had overlooked it, an item of 
$7,800,000, unrecorded trust deed. A letter from Charles b. Johnson, 
a letter from Mr. and Mrs. John Jeffery. A letter from W. Sanders 
Gramling. <A letter from George E. Virden. And a letter from Mr. 
William A. Salvin. 

Mr. Moss. Is there objection to the request to include this material 
mm the record / 

Mr. Horrman. [ am reserving the rieht to object, of course I shall 
not object. [ am just asking the chairman and the members of the 
committee, or the staff, perhaps if a broad general statement as to 
these letters couldn't be Incorporated in the record and just save us 
printing them, that is all, because as T understand it, they are all for 
the same purpose. I think it would be conceded that many of the 
people out there are critical, and that the Congressmen were justified 
in asking for this hearing. 

Isn’t that what it is / 


Mr. Moss. | think the objective is to place typical letters, rather 
than the entire file of correspondence in the beehiad 

Mr. Horrman. With the statement that there are many others with 
the same purport. 

Mr. Moss. That is correct. 

Is there objection ? 

Hearing none, the letters will be included at this point. 

(The letters referred to are as follows:) 


MIAMI, Fia., May 23, 1960. 
Hon. JAMES B. Urr, Member of Congress, 


House of Representatives, Washington, D.C. 

Deak Mr. Urr: The writer has received a document published by the Share- 
holders Protective Committee of Long Beach Federal Savings & Loan Asso- 
ciation, which document contains a reprint from the Congressional Record 
quoting your extension of remarks on April 28, 1960, with regard to the seizure 
of Long Beach Federal Savings & Loan Association by the Home Loan Bank 
Board. Your remarks as reported in the document referred to, are certainly 
most timely and your grasp of the situation is indeed appreciated by the many 
officers of other savings and loan associations who have been treated more or 
less as Mr. T. A. Gregory and his associates have been treated and are now 
being treated by the same Board acting through its officers, attorneys, agents, 
and employees. 

From the same source, we learned that you, together with Messrs. Hosmer 
and King, have asked the chairman of the Government Operations Committee 
of the House to name a select committee to investigate the Long Beach case. 
It is unfortunate that you gentlemen did not also ask the committee to investi- 
gate the actions of the Federal Home Loan Bank Board in the effective seizure 
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of the Miami Beach Federal Savings & Loan Association, as well as other 
numerous similar cases in which the board acting through its “hatchetmen” 
have ruthlessly without making any charges of wrongdoing, mismanagement, 
or misconduct, nor even claiming to have the basis for making any such charges 
demanded (1) that the directors of the association or a majority of them resign 
forthwith so that their successors might be designated by the Board acting 
through its then present attorneys, agents, and employees (this without per. 
mitting the shareholders to have an opportunity to select the successors to the 
resigned directors) upon the threat that if the directors should refuse to resign 
(2) a “eonservator” or “liquidating agent” would be appointed. In some jp. 
stances a majority of the elected directors have resigned and their successors 
designated by the Board acting through agents and attorneys, have been elected 
through coercive action upon the remaining directors. In some instances, the 


individuals elected as successors to the resigned directors have become share. 


holders of the association within a matter of a few hours before being Seated, 
this, in order to permit them to qualify under the charter now in use for such 
institutions. 

One may well ask why an individual would accede to the demands that he 
resign when he has been guilty of no wrongdoing, and certainly, under norma] 
circumstances, one would usually defy the Government agents and officers to 
crack the whip, but such resigning directors realizing that a greater part of the 
growth of the savings and loan association has been due to the confidence which 
the public has in them, and that a large portion of the depositors have relied 
upon such directors to protect their interests, must then recognize the inescapable 
fact that the appointment of a conservator or liquidator would result in a run 
on the institution with the consequent greater loss and harm to the depositors, 
as well as to the institution, and, of course, men who are placed in such position 
would have the hope that they could overcome the irresponsible action of the 
Board and its minions in an orderly fashion. 

In addition to the Miami Beach Federal case, I would call your attention to 
the fact that Greater Delaware Valley Federal Savings & Loan Association of 
Upper Darby, Pa., was subjected to just such treatment, and in another cage, 
I am informed that Beacon Federal Savings & Loan Association of Milwaukee, 
Wis., has been similarly set upon. While these are but three additional cases, 
I am advised that there are several other instances in which the Board has 
used its power and the authority of the United States improperly to seize control 
of savings institutions. 

It naturally follows that if the House committee could be interested in investi- 
gating the other cases of abuse of authority, this whole sorry mess might be 
stirred up in such manner that the facts could be made public and _ possibly 
result in an impeachment. 

I am directing this communication to you primarily because the Member of 
the House of Representatives from this district is a man to whom we cannot 
appeal for assistance, primarily because he has recently been favored with a 
new charter for a savings and loan association. Naturally, your first interest 
must be to protect your constituents and we certainly honor you for your out- 
spoken championship of the cause of your people, however, we would welcome 
an opportunity to throw our evidence behind Mr. Gregory and help hin, if 
we may, to bring to light the abuses practiced by this bureaucratic body which 
you so soundly and properly condemned in your remarks first above mentioned. 

Respectfully, 
W. SANDERS GRAMLING. 





SAnTA ANA, CALiF., April 29, 1960. 
Hon. Craig Hosmer, 


Old House Ofiice Building, Washington, D.C.: 

As a shareholder in the Long Beach Federal Savings & Loan I wish to protest 
and request your investigation into the Federal seizure of this institution. | 
feel that this action has hurt all of the shareholders and is worthy of your 
investigation. 


JOHN C. BRAITHWAITE. 
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BaALsBoa, CALIF., May 17,1960. 
Hon. James B. Ort, | 
Congressman, 28th District, 
Old House Office Building, Washington, D.C. 

DEAR Sir: I am writing to you as a former employee of Long Beach Federal 
Savings & Loan Association, and as such dedicated to do anything I can to help 
yg, A. Gregory and management to return to their proper place in cont rol of 
Long Beach Federal Savings & Loan Association. I have been with Mr. Gregory 
for the past 5 years, and I’m proud to stand up and be counted as one who 
pelieves in his efforts to make right prevail. _ 

I have been a resident of Orange County for the past 5 years, and as such I 
have been aware of your fine efforts in Congress. Your public stand on the 
seizure of Long Beach Federal Savings & Loan Association, even though it isn’t 
located in your district, makes me extremely proud of you and it should cer- 
tainly point out to people the seriousness of such bureaucratic action. 

In all of my experience with Government, I have never been so shocked as I 
was when I witnessed the unwarranted and illegal seizure of Long Beach Federal 
Savings & Loan Association by a task force of some 74 men of the Federal Home 
Loan Bank Board on the night of April 22, 1960. To see some 86 employees with 
from 1 year to 25 years of service to be fired without cause was a personal shock 
as] was among them. To see employees of other savings and loan associations 
with complete access to our files and to work as tellers disbursing funds while 
still on the payroll of their own association was unbelievable, and certainly would 
point to collusion and conspiracy. To have all of our phone calls monitored, and 
to be threatened with Federal prosecution if we started any false rumors was 
beyond all belief. 

I wanted you to have this additional information and may God give you the 
strength to continue your efforts to see right prevail. 

Sincerely yours, 
WILLIAM A. SALVIN. 


3UENA PARK, CALIF., May 25, 1960. 
Hon. JAMES B. UTrt, 
Representative in Congress from the State of California, 

Dear Str: I am writing you this letter regarding irresponsible actions of one of 
our governmental agencies, namely the Federal Home Loan Bank. As you 
know this agency seized the Long Beach Federal Savings & Loan in a manner 
that would make our adversaries in Asia look like gentlemen by comparison. 
They not only violated the confidence of the taxpayers and investors which they 
are employed to protect, but invited a run on the institution, in my opinion, with 
ill-advised false publicity. 

One of the charges published was that the institution did not pay premiums 
on their Federal insurance. A charge they knew to be untrue by their public 
admission that all accounts were insured. I’m not an investor in the Long 
Beach Federal Savings & Loan, however, I’m sure that the investors and the 
officers invite and appreciate honest examinations of records and funds by com- 
petent examiners and deplore as taxpayers and human beings the debacle that 
has just taken place. 

I understand that the Home Loan Bank may seize an institution immediately, 
without notice, if an emergency exists, but when they admit that their charges 
go back to 1947 how can this be termed an emergency ? 

My primary concern in this matter is as a homeowner in the Bellehurst area 
of Buena Park. sellehurst represents a sizable investment by Long Beach 
Federal Savings & Loan and as stated by the Federal Home Loan Bank was one 
of the reasons for seizure of that institution. 

If their responsibility is to protect the investors of savings institutions and in 
the press they destroy the confidence of potential buyers of one of its major 
investments, how can this be termed protection? 

How can I as a homeowner in the area involved stop them from decreasing the 
value of my home by releasing slanted publicity about the area to justify their 
actions? 

I sincerely hope that you can answer some of these questions and that this 
controversy may be resolved as soon as possible in our Federal courts. 

Sincerely, 


CHARLES B. JOHNSON. 
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BONNER SPRINGS, KANS., May 23, 1960. 
Hon. JAMES B. Urt, 
House Office Building, 
Washington, D.C. 

Dear Mr. Utr: I want to commend you for the stand you have taken in the 
case of the Long Beach Federal Savings. 

Insurance of accounts has become so dictatorial that its really worthless as 
I see it. No one on the Board or in the service of either branch of the FHLB 
have had a lot of experience in savings and loan work yet they know all the 
answers. 

I have been treated like I was the dirt under your feet, by this bunch of ¢ heap 
politicians. I don’t know what else to call them. I am glad that some in 
Washington are not afraid to go after them. Keep up the good work. 

Yours truly, 
Gro, E. VirpEN. 


Lone Beacnu, Cauir., May 9, 1960. 
Hon. JAMES B. Ut, 
House Office Building, 
Washington, D.C. 

Drak CONGRESSMAN Urr: My husband and I do wish to thank you for the 
article in the Long Beach paper in which you protested the seizure of the Long 
Beach Federal Savings & Loan Association by the Federal Home Loan Bank 
Board. 

We especially appreciate your interest in this matter to protect our accounts 
in this loan company. 

It seems to me they have wanted to create a run on the loan association. 

The last few days of the second week there have been only a few at the 
counters inside the bank, they seem to try to maintain as long a waiting line 
outside as possible, thus to create an impression the run is still going strong 
This in turn to frighten those who still have faith in the loan company. 

I know this to be true regarding the small number of patrons allowed inside, 
when, if they kept the normal amount of patrons inside the lobby, there would 
be no line on the street, for we have been inside the bank ourselves, via the back 
door to our safety deposit box. 

Private patrol officers are stationed at the doors to control the entrance and 
the exit of each and every customer. 

Thanking you for anything you can do to aid in return of the loan company 
to Mr. Gregory and his associates. 

Very truly yours, 
NELLIE and JOHN JEFFERY. 

Mr. Horrman. Could I ask the witness if he said he also included 
some letters from other institutions that had been seized ? 

Mr. Urr. Yes, sir. 

Mr. Horrman. Could you give the committee the names of those 
institutions ¢ 

Mr. Urr. No; I would have to go clear through the file. I think 
they will be heard later. Would I be able to get these back, or shall 
I photostat them and send them over ¢ 

Mr. Moss. Would you photostat them? We can send the clerk up- 
stairs and have them thermofaxed. 

Mr. Urr. I will thermofax them and bring them over. 

Mr. Moss. All right. 

Mr. Urr. I think, Mr. Chairman, that concludes my testimony. 

Mr. Moss. Do you have further questions, Mr. Holifield ? 

Mr. Houtrretp. No. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watxiuavser. On the question you raised about returning the 
slips of the unemployed employees; isn’t that normal of the person 
discharged, to say he is nonemployable ? 
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Mr. Urr. I would say it would if he were actually nonemployable, 
but if he were disch: urged because he had been faithful to his former 
employer, and they capriciously discharged him, that it was morally 
wrong to say he was not employ: able, and therefore not entitled to 
draw unemployment ¢ ompensation. 

Mr. WatinAvuser. We don’t know yet why they were discharged, 
other than you say that they were discharged capriciously. They may 
have been capriciously fired or not. In the judgment of the person 
who fired them, that would be normal. 

Mr. Urr. If it were not for the wholesale discharge of the employees 
of the former management. 

Mr. WatuuaAuser. Well, it could well be the Board felt all of the 
employees were in that category. You so far placed all of the blame 
on the Bank Board. You don’t place any blame whatsoever on man- 
ageme nt, appare ntly, of the association. 

"Mr. Urr. As I said, there may be some faults and some errors on 
the part of management in loans, but they were being resolved . ith a 
considerable amount of rapidity, and to discharge 30 or 40 employees 
on the grounds that they worked for a previous employer, I feel « loesn’t 
mean they are none mploy: able. 

Mr. WaLuHAvser. Do we know that was the only ground on which 
they were discharged? I don’t certainly know yet. 

Mr. Urr. No, you don’t, but it may develo yp later in the hearim 

Mr. Wauriauser. It may develop, that is true. 

What motive would you ascribe to the Bank Board for this action 
which you claim, or apparently say is entirely their fault? What 
possible motive could they have ? 

Mr. Urr. I would say the motive of not having been able to sub- 


merge them over a period of 14 years, and fearing 0 they were 
going to convert into a Seas association, plus the desire to eliminate 


adversaries and resolve a series of lawsuits by not having adversaries. 

Mr. Wacunavser. Are the same members of the Board now mem- 
bers of the Board asthe “Vy were 14 years ago ¢ 

Mr. Urr. No, si ms her re have been ch: mges since the mn. 

Mr. Watinavser. Would they have had any connection whatsoever 
with the previous actions of the previous bo: rds? 

Mr. Urr. Only as they depe nd upon the lower level of management, 
the lower level of employees, and that I might accent is what is 
governing this country today, are the men in civil service at the lower 
echelon who you have never seen, you have never voted for, you can’t 
remove them from oflice, and they continue to come to the surface 
with their own ideas and philosophy, and I don’t care how good a man 
you put in on top of them, before a year or so has gone by you are 
going to have to adopt those philosophies of the men in the substrata 
of the boards. bureaus, and commissions in Washington. 

Mr. Watinavser. Have you heard of any other complaints against 
the Bank Bo: ird, other than this one association 2 

Mr. Urr. Yes, sir. I have a list of about 11 associations that have 
been seieed and merged, and many of whom have been replaced by 
ex-members of the employees of the Federal Home Loan Bank Board. 

Mr. Wa ALLHAUSER. They are doing well now ? 

Mr. Urr. I haven’t followed them up. 
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Mr. Wattuavuser. You mentioned earlier in your testimony that 
this association had built up to a very large amount of assets. 

Would any part of that buildup be attributable to confidence of the 
public because this Insurance Corporation was behind the association, 
do you think ? 


Mr. Urr. No, but I would say any association without insured de. | 


posits won’t be able to compete with a sister association that had ip. 
surance. 
Mr. Watiuavser. That is the point. 


j 
j 


I, in other words, have a very strong feeling that the fact that there | 


has been an agency insuring the assets of a sav ings and loan associa. 
tion has had a great deal to do with building up this tremendous big 
industry, whic hi is, as I understand it, approximately 40 percent of our 
homeowners’ financing in the United States. 


It is a very large segment of our economy, and I certainly would 


not like to see any part of this confidence destroyed. 

The corporation, the Insurance Corporation, has built up a very 
large amount of goodwill all over the country. 

Mr. Urr. Thatistrue. That is correct. 

Mr. Watuuauser. I hope these hearings will not in any way 


destroy this confidence, because the people of this country have good | 
reason, I believe, to be thankful there has been this insurance in effect, | 


Mr. Urr. I believe that is right, and I don’t think that is at issue, 

The issue here is whether or not the payment of the premium under 
a court order, in the court, constitutes the payment of the premiums so 
that they were insured at all times, and if you will ask the Home Loan 
Bank Board were the deposits insured the day you seized that, they 
would have to answer “Yes,” because they had indirectly received the 
premium. Therefore, they were insured. Then how can they legiti- 
mately run a banner headline: This association has not paid its pre- 
mium for 13 years. My indication is that they are not insured. 

Mr. Watuisauser. I don’t agree with that conclusion, but of cours 
that can be yours; that is all right. 

Mr. Urr. You mean if I would say to you, sir, that you hadn't paid 
your premium on your life insurance for 13 years, that it wouldn't be 
somebody’s idea you weren’t insured ? 

Mr. Wauurauser. I think you are making a comparison that I 
wouldn’t agree with. 

In other words, your insurance is still in effect until you receive a 
notice that it has been canceled, and that association I believe had its 
certificate and still had it signed that it was insured and so forth. It 
had never been removed. 

The insurance is in effect until the cancellation notice takes effect, not 
whether or not the premium has been paid. 

Mr. Urr. Well, to the layman, I think he might have an immediate 
fear that here he had a $10,000 deposit that w asn’t insured, and he 
would dash down and pet it out the very next morning. 

Mr. Watinavser. I said that could be your interpretation. 

Mr. Urr. Yes. 

Mr. Watinavser. It could be perfectly all right. It would not be 
my own, but it could be all right. 


‘Mr. Urr. It may not be mine, but it could be of the average layman. 
Mr. Moss. Mr. Smith. 
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Mr. Smitru. No questions. 

Mr. Moss. Mr. Hoffman. 

Mr. Horrman. Yes. 

You said, I think, it is a matter of common knowledge that the pres- 
ent members of the Board weren’t on the Board, weren’t members of 
the Bank Board, when we were holding previous hearings when you 
were interested. 

Mr. Urr. I don’t know if any of them were the same. 

Mr. Hor FMAN. They have changed from time to time. 

Mr. Urr. Lknowa lot of them have ch: inged. 

Mr. Horrman. Yes. 

And then, as I understood, you said something about no matter how 
good a man was at the top, he would have to eventually adopt the 
philosophy of the boys who are down underneath. 

Mr. Urr. Yes, sir. 

Mr. Horrman. With reference to the operations ? 

Mr. Urr. Yes, sir. 

Mr. Horrman. You don’t agree with that situation ? 

Mr. Urr. No; I don’t. 

Mr. Horrman. That is what inevitably comes with many of these 
agencies and departments when the Federal Government takes over ; 
isn’t it ? pom 

Mr. Urr. That is correct. 

Mr. Horrman. Did you say that you were in favor of the States 
taking more of these banks? There have been several suits where they 
have been converted into State agencies. 

Mr. Urr. I say that I would much prefer to have a State charter 
than I would a Federal charter. 

Mr. Horrman. Is one reason for that the growth of what you find 
here, or lac ‘k of efficient management, or whatever you want to call it? 

Mr. Urr. The ambiguity and the looseness of the Administrative 
esduts ‘Act that gives them authority that I don’t think is con- 
stitutional; that it eliminates the due process of law under the fifth 
amendment. 

Mr. Horrman. And the top boys finally become arbitrary, in your 
judgment ¢ ? 

Mr. Urr. The job is so big, I have seen them sign letters that came 
up from ee low, and I picked them apart, and they have to admit they 
didn’t know that was in the letter. 

Mr. Horrman. This whole agency, the Home Loan Bank Board 
itself, and the associations were all created by the Congress in an effort 
to help the people get more homes; weren’t they ¢ 

Mr. Urr. Not necessarily. 

Mr. Horrman. What did we pass it for ? 

Mr. Urr. To advance the theory of thrift and savings. 

Mr. Horrman. Through a Government agency ? 

Mr. Urr. Through an agency that was insured by an instrument: ality 
of the Federal Government. 

Mr. Horrman. And the loss, when there is any, falls on the Govern- 
ment, meaning the taxpayers? 

Mr. Urr. It would fall on the Deposit Insurance Corporation, which 
is not actually a separate corporation, it is dominated by the Board 
that runs the home loan bank. 
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Mr. Horirretp. Will the gentleman yield on that point ? 

Mr. Horrman. Yes. 

Mr. Horirrerp. As a matter of fact, I think the record should hp 
clear that the Government, as such, would not lose in this case, 

Mr. Urr. Yes. 

Mr. Hortrrecp. That the fund which is contributed to by the member 
associations would be the instrumentality which would pay off the 
losses. 

Mr. Urr. By the premiums of the member banks. 

Mr. Houirieip. That the cost of operating the Home Loan Bank 
Board is not a Government cost; under the law that Congress passed, 
that it is all mutually shared by the member associations. 

Mr. Urr. Yes, sir. 

Mr. Horrman. I ask my colleague, doesn’t the loss fall on the tax. 
payers ultimately ? 

Mr. Honirretp. The loss would fall on the reserves which are se 
aside under the statute, and the moneys come from the clepositors in 
the bank, actually, and the interest earned on the deposits in the bank, 

Mr. Moss. Premiums. 

Mr. Houtrrecp. Premiums. 

Mr. Urr. This refers to every individual in the United States being 
affected indirectly, so it comes out of somebody’s pocket, so that fellow 
isa taxpayer. 

Mr. a FMAN. You were here when they held previous hearings? 

Mr. Urr. No, sir. 

Mr. obeiten. Weren’t you here in 1951? 

Mr. Urr. No, sir; in 1952. 

Mr. Horrman. All right. 

I will show you here, and I want to make it a part of the record 
by reference, not by putting it in. Here is the printed record of hear. 
ings we held then—there are 2,181 pages—and Mr. Holifield, who is 
with us today, was chairman of the subcommittee, and Mr. Roback 
was on thestaff. 

Mr. Urr. Yes. 

Mr. Horrman. And Gregory, Long Beach, and all, that was all in- 
volved in those hearings, you remember, don’t you / 

Mr. Urr. I know they had those heari ings. 

Mr. Horrman. In 1952 you came ? 

Mr. Urr. In 1953. 

Mr. Horrman. You put into the record, didn’t you, in 1953, a talk 
on this matter ? 

Mr. Urr. Not that [remember of. 

Mr. Horrman. Youdon’t? Maybe I have it wrong. 

Well, anyway, I did; Mr. King from ( ‘alifornia did—what is this 
one—‘Utt” ? 

Here is a photostat of the Congressional Record, your name i 
James B. Utt, isn’t it # 

Mr. Urr. Yes, sir. 

Mr. Horrman. There you are, April 28, 1960. That is this year you 
put it in? 

Mr. Urr. Yes, sir. 

Mr. Horrman. I didn’t look at the date. 

So you reviewed all those old decisions, didn’t you ? 
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Mr. Urr. I read— 

Mr. Horrman. The reports ¢ 

Mr. Urr. Most of the report. 

Mr. Horrman. Most of the reports? 

This, my dear friend, there weren’t any reports, were there ? 

Mr. Urr. I saw the galley sheets, sir, they were not printed. 

Mr. ee No. The committee held hearings here in 1950, 
1951, and they held a final hearing on March 28, 1952, but they never 
filed a re pont ‘did the »y ¢ 

Mr. Urr. They didn’t file a report, but I’ve seen the galley sheets, 
sir. 

Mr. Horrman. Well, a fellow can put most anything in the galley 
sheets, can’t he? You are familiar with committee proceedings, very 
familiar. 

Mr. Urr. I check galley sheets and most of them go into the report; 
ifthey have it pr inted that would h: we been the report. 

Mr. Horrman. Yes. But it wasn’t printed, was it? 

Mr. Urr. No, it wasn’t printed. 

Mr. Horrman. There didn’t any of us have, shall I say, the votes; 
they didn’t have the votes in the committee to come up with a report, 
did they ? 

Mr. Moss. That is an assumption. 

Mr. Urr. I don’t know. 

Mr. Horrman. All right, why didn’t we file it? We are just as 
neglige mnt asthe Board. 

Mr. Moss. I wasn’t a member of the committee at that time. I can’t 
speak as to the gentleman’s ne ‘gligenc *e. 

Mr. Urr. Thank you, Mr. Chairman. 

Mr. Horrman. Let us say, if you want to make that assumption, the 
committee didn’t file any report. 

Mr. Moss. I assure the gentleman, this committee will file a re port. 

Mr. Horrman. Mr. Holifield, we didn’t file a report, did we? 

Mr. Houtrietp. There was no full committee re port filed on those 
particular hearings, but there was a report filed by the subcommittee, 
and there was a report filed on the so-called Smith committee hearings 
in 1947. 

Mr. Horrman, Yes, I was a member of that committee, as I recall, 
and you were, weren't you / 

Mr. Houirietp. No, [ wasn’t a member. 

Mr. Horrman. I was. 

Mr. Horrrre.p. I want to compliment you on filing a report. 

Mr. Horrman. I would like by reference to make the Smith com- 
mittee report a part of this record, Mr. Chairman. 

Mr. Houirterp. The Smith committee report was a very fine re- 
port. I was 100 percent in favor of it. 

Mr. Horrman. Howard Smith wrote it ? 

Mr. Horirrmep. Yes, and I was very much in favor of it. 

Mr. Horrman. He didn’t find in favor of Gregory, did he? 

Mr. Hoririecp. There was a unanimous report, as I understand it, 
of the committee. 

Mr. wo AN. Yes. I was in Michigan when I signed it. 

Mr. Urr. Mr. Chairman, I have here the questions and answers of 
Mr. Keith at this hear ing. 
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Mr. Moss. There was a reservation made earlier for these. These 
are the questions and answers in the recent court action in Los Angeles 
County. (See p. 15.) 

I havea letter from Senator Engle of California, which he has asked 
that I make a part of the record. I will read it in the record at this 
time. 

It is addressed to me as chairman of the special subcommittee. 


DEAR Mr. CHAIRMAN: I am informed that you are opening hearings today op 
the recent action by the Federal Home Loan Bank Board in taking over the 
Long Beach Federal Savings & Loan Association. 

I think it is particularly important that your committee investigate the | 
necessity of using the kind of procedure employed in this case. It seems to 
me that action by the Federal Government in taking over the Long Beach 
Federal Savings & Loan Association would necessarily be based on some very 
great urgency. Unless that urgency can be shown to have existed, this action 
has been both unwarranted and arbitrary. 

Your inquiry into this aspect of the case will undoubtedly indicate whether 
or not some amendment to the present law is necessary to prevent a capricions 
abuse of power by a Federal agency. 

In addition to the first point—which I think is the major one of your inquiry | 
at the present time—I am in hope that your committee or staff can give study 
to two additional subjects. 

It appears to me that the long history of the controversy surrounding the 
Long Beach Federal Savings & Loan Association should be given some atten. 
tion to determine why this matter should have been protracted as it has over 
so many years, and why under present law and the present procedures the 
situation could not have been straightened out more expeditiously. 

I think the very fact that a matter of this sort can be held in abeyance and 
in litigation for so long reflects on the inadequacy of our present system. 

Finally, I would suggest that in the light of the whole record your con- 
mittee might want to make some determination as to whether or not the 
type of insurance underwriting we have at the present time for this kind of 
association is the kind that it ought to be. 

I believe that the present investigation can very well be the starting place 
for a complete review of the operations of the Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation. 

I wish to compliment you and your committee members on your promptness 
in bringing this entire situation under legislative review. 


We have with us our colleague from California, Congressman 
Clyde Doyle. 


Mr. Doyle, I believe you have a statement. 


STATEMENT OF HON. CLYDE DOYLE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Dorie. Mr. Chairman, members of the committee, when I re 
ceived the press release from the Federal Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation, dated April 
22—I remembered two paragraphs, 

First, the Federal Home Loan Board—Bank Board, took over at 
the close of business today, the operation and management of Long 

Jeach Federal Savings & Loan Association, Long Beach, Calif, 
according to the Board. 

The association, with savings accounts of some $96 million is a 
member of the Federal Home Loan Bank, San Francisco, and Federal 
Savings and Loan Insurance Corporation. 

I call your attention to this paragraph: In making the announce 
ment the Board stated, the Board determined that unsafe and un- 
sound practices engaged in by the Long Beach Federal Savings and 
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Loan Association constituted an emergency situation, requiring im- 
mediate action to protect the interest of ‘the shareholders and the 
public. 

Because the Board so stated in this press release—I know you have 
a copy of it in your file—I wanted to see what Mr. W ebster said con- 
stitutes an emergency. I wasn’t quite sure what the intent of C ongress 
was when it provided for an emergency procedure, and I wanted to re- 
fresh my memory. 

“An unforeseen occurrence, a sudden and urgent occasion for ac- 
tion, a crisis, where quick action and judgment is necessary.’ 

That is the rudiments of the definition. 

Now, I assume also you have pictures of the “run” that was made 
on the bank in your file. 

I wish to state that my interest in this matter in appearing this 
morning is paralleled by that interest of Mr. Utt and Mr. Hosmer. 

This association was in my congressional district when Long Beach 
was in my district for sever: al years. I have been a depositor in it for 
several years, so I have had a personal interest in it. 

I have personally known the management of the association, its 
president t and some of its board, and many of its employees. 

Ihave received many requests from constituents in my own congres- 
sional district which immedi: ately joins Long Beach on the north, Mr. 
Hosmer’s district, who are depositors and interested in it. 

I will not offer the written communications, I will just assume under 
the statement of the chairman you will consider that that is one of the 
reasons I am here. 

I had the experience of being legal counsel for the Department of 
Banks of the State of California for some time, and in connection with 
that came a little bit in touch, at least, with the operation of savings 
and loan and building and loans in California. 

Also, at the time of the first seizure of this partic ular association, 
Tam sure the record will show I, without noticing a seizure was about 
to take place, stepped off the streetcar in Long Beach, when I saw 
anarmy from the Federal Home Loan Bank Board walking into the 
front door of this particular association. This was on the first seizure. 

And so I accompanied the representatives of the Bank Board into 
the premises and saw their operations for an hour or two. 

So much, then, for the back history. 

So I have been in touch with this association in this manner. 

I made some notes here. I'll skip some of them in view of the testi- 
mony of Mr. Hosmer and Mr. Utt, and I could well adopt their testi- 
mony as part of mine. I do so, at this time. 

I will not take time to here again relate but very few of the pertinent 
facts, as follows: 

After the first seizure, the Bank Board was in control from 1946 to 
1948. Under order No, 2015, dated September 19, 1949, they called 
for administrative hearings in Washington, D.C. 

The Smith committee, as related by Mr. Holifield, had hearings, 
and they did make definite recommendations, which are a matter ‘of 
record and which I will not here take time to discuss. 


Mr. Houirieip. That report has already been made a part of the 
record by reference. 


Mr. Doyie. Allr ight. 
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I will skip some of these notes. 

The Housing Act of 1954, by the 83d Congress, is the statutory 
reliance, I think, upon which this Board took the second seizure. But 
in that Housing Act of 1954, it was expressly provided in case of an 
emergency, 1n case of an emergency only, could the Bank Board 
seize and take possession. 

Therefore it seems to me, gentlemen, that the Board, not this com- 
mittee—the Board must undertake the burden of proving there wag 
an emergency existing. They must justify their action before this 
committee, in my humb le opinion. 

And at this point may | suggest, because this is a legislative com- 
mittee, I practiced law 30 years before I first came to Congress, I have 
never divorced my thinking from the positive belief that judicial 
review is always salient and important when you are dealing with 
Government agencies, whether it be at the State or Federal level. 

We must never take away from the people the right of judicial 
hearing and judicial review. 

In this act of 1954, an alternative authority was granted to seize, | 
think that was a mistake. This action by this Board, in my humble 
judgme nt, has proved it isa mistake in a judgment. 

Now, with reference to the personne! which was borrowed from 
other building and loans, in view of Committee Member Smith's 
request for information on that point, I think it was he that asked it— 
they are from the Pioneer Building and Loan, two; Los Angeles Fed- 
eral, five: First Federal, two: Coast wiper il, four: Great Western, 
four; Western, two. Thus mak “ as a matter of actua 


or, i | practice, 
aceess to ¢ eurSail ntial financial statements aia everything else of thou- 
sands of people to ahaa who never should have been taken into that 
office in that manner, I submit. 

The Board on May 12, under this order 13440, in 1960, declared that 
a hearing would be held in Los Angeles, June 27, this year, at 10 a.m. 


mts 

In other words, they took possession, we'll say, April 22, and at 
that time, or a few days thereafter, they gave a notice of a hearing 
approximately 2 months later. 

Why w: as it necessary to take possession for those 2 months? Why 
was it? What was the emergency during those 2 months? 

They “se the facts in April, whatever the facts were. They must 
have known for years before, some of them. At any rate, how can 
the Board justify such harsh, rash procedures as it did in seizing this 
going concern over the 2-month period ? 

Why didn’t they wait until the court made a ruling of whether or 
not they should be entitled to conserve—put a conservator in charge? 
I don’t know of any reason. 

I think it is up to this Board to prove to this committee it couldn't 
wait for 2 months. 

Mr. Hourrreip. In one instance, the institution would have been 
allowed an administrative hearing before seizure. That would have 
been in regard to the appointment of a conservator or a receiver. 

Mr. Doyie. That is right. 

Mr. Hortrteip. And im this instance, in the appointment of a super- 


visor in charge, there was no such grace or opportunity given to the 
association 


Mr. Doyie. That is right. 
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Mr. Hovirtes. To state its reasons in a Federal court why it should 
not be seized. 

Isthat your understanding ¢ 

Mr. Dorie. That is. 

As I read the notice, there are only two violations, or two grounds 
of seizure justified. ‘There are some other incidental observations, 
hich I submit as a matter of law are not basic before this committee 
or before a court, with humble apologies for not assuming the func- 
tions of the court. 

One is the violation of law or regulation. When did that violation 
occur’ Did it occur according to their own records in 1947, 194§, 
1949, as they relate ¢ If it did, why didn’t oo “Vv move more promptly ¢ 

The oth er ground of taking seizure was unsafe and unsound opera- 
tion. When did they discover that unsafe in unsound operation ¢ 
Was it just prior to their notice to their taking over the association, 
or was it in 1947, 1945, or 1949, as per their own statement / 

Now, it’s clear to me that Congress and the Board in 1954 recognized 
that the appointment of a conservator is a drastic and harsh action, 
and must only be used asa last resort. 

You know why it should only be used as a last resort. it 
fectly evident. 

The ge act provides the formal administration procedures, 
es pec ially designed to avoid the necessity of seizure. First, and here 
isthe procedure provided in the 1954 ae 


IS per- 


The Board must pass tne formal resolution. They must send the 
assoc lat 10n 5v- da notice to take corrective act yon. 

| don’t know \ anther they gave the Board : -day notice to take 
corrective action or not, but if they did, they didn’t wait. They seized 
before the period expired. 

lf the association fails to take that corrective action , then the 
Board sets the date for hearing—to prove its charges. 

These procedures were eloped expressly to avoid the iwreparable 
damage resulting from seizure. Why did the Board seize instead of 
taking the administrative ama as provided 

The public record shows three more major lawsuits between the 
parties involved. Does the pendency of these lawsuits enter into it? 
Personally, I think it does. Jt couldn’t have helped but enter into 
some consideration by the Board. 

The pendency of several lawsuits, to what effect I am in no position 
to say, but after all we are all human beings, and we know parties 
of a lawsuit sometimes have more than a personal interest in a law- 
suit. It may be that is the case here. 

When did need of seizure first arise? Board Order No. 13372 setting 
forth the violation of law, unsafe condition, was a part of the first 
complaint 13 years ago, gentlemen. ‘These two charges today were 
part of the first complaint 13 years ago. 

Why didn’t they follow their responsibilities through and see that 
these conditions were corrected some time within the 13 years! Surely 
it was their obligation legally so to do. 

I wish to suggest this: I think seizure demands that public officials 
that exercise it have only utmost good faith in doing it. Don’t you? 
Only utmost good faith. 
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It seems to me the recourse of seizure challenges the public official] 
to eliminate every other consideration except the best interest of the 
concern they are going to seize. 

Mr. Horrman. Mr. Chairm: an, may I ask a question ? 

Mr. Moss. Yes. 

Mr. Horrman. Do you think they didn’t act in good faith ? 

Mr. Doytr. I have no evidence exe ept I am willing to say, Mr 
Hoffman—I am willing to state an inference to me, at lea ast, that some 
elements must have entered into this seizure which shouldn't haye 
entered, because of the factual situation existing. 

In other words, they seized and they had given notice, and withip 
2 months they seized. 

Mr. Horrman. Could you conceive of any reason, any personal 
reason why any one of the three members of the Board should not 
act in good faith? 

Mr. Dorie. Iam not charging bad faith. 

Mr. HorrmMan. cone is no conflict of interest, is there ? 

Mr. Dorie. Well, I don’t know of any conflict of interest, exe epting 
that they were parties to several lawsuits with this local association, 
they naturally wanted to get rid of those lawsuits. 

Mr. Hor FMAN. Just the same as we don’t say anything about our 
Members’ misuse of public funds ? 

Mr. Dorie. That is right. 

To me, as a lawyer, I infer that there could have been, and I think 
there must have been, to justify the use of this harsh remedy, = 
they had a recourse which was perfectly practical in my judgment, sa 
during that 60-day period. 

I am willing to go a step further, and I’m going to suggest—I am 
sure it would be in the interests of this situation to have the Board 
walk out of there and turn it back to the association before this court 
hearing. 

Why not? What have they to lose? Would they lose face? I don't 
know. 

But they took a harsh remedy, unnecessarily harsh. Perhaps they 
could take an unusual procedure and walk out and turn it back to the 
association and let the court determine these issues. 

Mr. Houtrretp. I might call to the attention of the witness that 
they did this once before. They seized and they turned the associa- 
tion in its depleted condition back to the present management after 
some 19 months of receivership, in which they depreciated the assets 
of the institution from $26 million to $13 million. And they were con- 
strained both by the Smith committee recommendations, apparently, 
and by a Federal court order to turn the institution back to its board 
of directors. 

Mr. Doyie. Here are thousands of citizens in the area that are 
worried night and day. A firm atmosphere of uncertainty and 
suspicion is ‘abroad in that community. Suspicion because of the lan- 
guage, which I wanttoread. I think it is terrible. 

Paragraph 9—let me read it. This indicates why I infer that pos- 
sibly some personal feelings entered into this seizure. Let me read 
paragraph 9: 

The association has a management which is unsafe and unfit to manage a 
Federal savings and loan association, in that its management has caused the 
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association to violate law and regulations and engage in unsafe or unsound 
operations. 

Now, as lawyers, and most of you are, I think the use of the term 
“unfit,” is very inappropriate for a Board to specify as one ground 
totake over. 

They may charge unsafe and unsound condition to seize, but when 
you commence to use the term “unfit,” or unfitness to manage, you are 
pretty well charging the executive officers of that association with 
something beyond mistakes, something beyond carelessness in manag- 
ing their attairs. 

And I find that that is the thought of some people in the area. This 
Board has charged Mr. Gregory and his associated executive officers 
for some reason, of be! Ing unfit. 

Maybe the Board h: ad in mind unfitness on the grounds that they 
had proved unfit to man: ge, perhaps, but the ordinary public doesn’t 
figure that. They figure that the term “unfitness,” re fers to some per- 
sonal disqualification other than just the business judgment, and it is 
very unfair, very unsound, and very unnecessary, in my humble judg- 
ment. 

Now, I think that is all the time I will take. 

Mr. Houirieip. The witness is aware there is no charge of insolvency 
against the institution, is he not ? 

“Mr. Doyie. That is true. They only specified two grounds. I 
think they are bound by those two grounds, and that is all they can 
undertake, I believe. 

Mr. Houirievp. There was no charge of undue loss of the depositors’ 
money ‘ 

Mr. Dorie. Not any, nor any theft, nor any embezzlement or any- 
thing of the kind. Nothing like that. No dishonesty. And yet they 
applied the term “unfit.’ 

Now, I wish to suggest this, if the committee will accept my sug- 
gestion. I wish to emphasize that I think in your legislative consid- 
eration, 1 would wish to suggest and recommend that you consider 
amending the law so as to never allow a seizure without asking a tem- 
porary court order to take over. 

That would alleviate the possibility of this sort of an unsavory and 
unnecessary act ion, 

Mr. Houirtevp. I might say to the witness that the hearings which 
Mr. Hoffman referred to formed the basis of the consideration of the 
Banking and Currency Committee in which Mr. McDonough of Cali- 
fornia, and Mr. Multer of New York, took a very strong interest in 
obtaining the 1954 amendment. 

Mr. Dorie. That is correct. 

Mr. Houirretp. And that amendment was specifically referred to in 
committee testimony and in committee interrogation as being placed 
into the act for the express purpose of allowing the Home Loan Bank 
Board to take procedures other than the drastic procedure of appoint- 
ment of receivers and conservators. That was the point. 

Mr. McAllister, the Chairman of the Board at that time, said that 
he hoped that such a seizure as the original Long Beach seizure would 
never have to occur again, and then under the 1954 amendment of the 
act, there was now set up a procedure whereby an institution that 
Was not an insolvent institution, but was an institution that was per- 

59258—60—pt. 14 
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forming its function in the community, and in case there was disagree. 
ment between the two, that methods other than this harsh method of 
what amounts to liquidation and destruction could be taken by the 
Home Loan Bank Board, 

Mr. Doyte. I would like to get into court, Mr. Holifield, in 19 
days, on an issue like this, on a temporary restraining order. If we 
wanted to, that wouldn't be too long to wait. certainly. 

Mr. Horiemrp. You have been an attorney in the city of Long 
Beach for 30 or 40 years, ne you, Mr. Doyle’ 

Mr. Dorie. Well, make it 30, not 40. 

Mr. Howtrrecp. A $96 itis institution in a city of that size is 
quite an import: int community institution, is it not? When it isa 
mutual institution / 

Mr. Dorie. Certainly, Mr. Holifield. 

his association for all intents and purposes was left in a very 
weakened condition, comparably, as a result of the last seizure. And 
yet. under this administration it leaped from that bad condition, of 
which you have a record, to S96 million. 

it. took years to eradicate the suspicion and the worry and the fear 
esulting from the other seizure, but because of their thrift and their 
vood will and their knowing how to handle i ir business—and they 
did handle it well in meeting their public, they built that up to a 
competitive po sition with other building and loans that I Show, 
which was the envy of them all as of the date of the seizure. 

Mr. Hottrmnp. tn a matter of 14 years they built up their insti- 

ion from Sl: } million of deposits to 896 milli mn)? 

Mr. Dorie. That is right. 

Mr. Horrererp. And their assets up to better than $130 million, 
I think it is. 

Mr. Doyur. This Bank Board has had their investigators in there. 
The record shows. They have had their examiners in there, regu- 
larly, under the law. 

Well, if this association was getting into a condition where there 
was an emergency created, why didn’t they meet it? It has taken 
years for them to discover it. Apparet ntly they cliscovered it all of 
a sudden. 

[ can’t help but feel that not only was it unnecessary but it was 
unwise and unjust. I can’t help but feel, at least I feel, gentlemen, 
I can’t help but infer that more has entered into it at some level than 
just the 100 percent desire to protect the shareholders and _ the 
clepositors. 

Where it is, 1 don’t know. I am not going to charge any indi- 
vidual, but that is the inference I get, from the facts surrounding the 
situation. 

Mr. Moss. Mr. Holifield, do you have more questions 4 

Mr. Hortrretp. No more questions. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watinavser. Well, Mr. Doyle has raised a lot of questions: 
I don’t think he hasn’t given us any answers, but he st as raised a great 
many questions. 

Of course, I suppose the Bank Board should answer some of them. 

He mentioned the fact that a crisis is where quick action was 
necessary, I believe, according to Mr. Webster. 
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Mr. Doyie. That is right. 

Mr. Watuiauser. Perhaps the Board may have felt this was a 
crisis Where quick action was necessary, so it proceeded. 

Mr. Dorie. That is right. 

Mr. WatituaAuser. I do wonder, as I have had several witnesses 
say Or talk about the employees that they brought in from other as- 
sociations, where else could the Bank Board get employees who would 
be familiar with savings and loan operations. 

Mr. Doyur. Take them with them. 

Mr. Watiuauser. If not from another association / 

Mr. Dorie. Hire them and put them on the payroll, as disin- 
terested parties, noncompetitors, vel 

Mr. Howirievp. ‘There was nothing to prevent them from retaining 
the original employees and placing them under bond. 

Mr. Watunauser. That is true. But you would grant, in their 
judgment if they weren’t satisfactory, they had the right to discharge 
them ¢ 

Mr. Hortrretp. They treated them as adversaries instead of ser- 
vants of the institution. ‘That is why they engaged in wholesale 
firing ¢ 

Mr. DoyYLe. They did that before 3 days. They discharged these 
within 3 days, as the record shows. 

Mr. Wantiavcser. I am not advocating the method that they took. 
[am merely trying to, in my own mind, come to a conclusion as to 
how I would operate if I walked into an institution that I felt was 
unsafe or unsound in some way. 

[ might not, probably would not, want to have employees there in 
whom | had no confidence. I would like to bring in others in whom 
[could place my confidence. 

Mr. Dorie. Did they have any reason 

Mr. WauuHAuser. M: ay I finish, Mr. Doyle ¢ 

Mr. Doy Le. I beg your pardon, 

Mr. Watunavser. I think it is : a que stion whether the Bank Board 
in its judgment, or the supervisor in his judgment, had the aznt 5 to 
do this. If he had the right to do it, then I think he proceeded a ‘ 
cording to his best judgmen . 

Turning to the question of judicial review, which has been raised 
several times. Is there not judicial review allowed for under the 
law? Can they not appeal to the district court from the hearing 
examiner's decision and so forth ? 

Mr. Doyir. Yes, but in the meantime the association is on the 
way to being ruined again. 

Mr. Houirietp. That is after the chicken has been killed ? 

Mr. Dorin. Yes. It is on the way to being ruined again. That 
is the point. 

[ will say, sure they can get judicial review. But when? Not until 
it is ruined again. Not until the depositors— 

Mr. Wauiiavuser. There is a question in my mind whether you 
ruin the association more by taking it into court immediately, or 
whether you proceed under an orderly fashion under the statute 
as it is set up. 


It hasn’t been determined from the hearings yet as to which is 
right. 
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Mr. Doytx. The American people figure a court is a just and 
reasonable procedure to settle these problems. 

Mr. Watiiauser. So far as I have heard up to this point, they 
have operated correctly under the statutes. It hasn’t been proved 
they have done anything incorrect under the statute. 

Mr. Dorie. Well, I have asked some questions, and others have. 

Mr. Watinauser. You have asked some questions, but you haven't 
given us the answers. 

Mr. Doyie. I don’t have the answers. I don’t know all the faets, 

Mr. Watinauser. That is all, Mr. Chairman. 

Mr. Moss. Mr. Smith. 

Mr. Smiru. No questions. 

Mr. Moss. Mr. Hoffman. 

Mr. Horrman. This is what they were supposed to determine in 
a hearing, isn’t it ? 

Mr. Doytr. No. 

Mr. Moss. The Board acted- 

Mr. Horrman. Wait a minute, Mr. Chairman, when I ask a witness 
a question—— 

Mr. Moss. I am going to exercise the prerogative of the Chair to 
interpolate here: The Board made a finding of | emergency, and acted 
under that finding, and it is that finding the committee will inquire of. 

Had they proceeded normally, then they would have reserved 
judgment and deferred making a finding until after they had had 
the appropriate administrative hearings. 

That was not the course pursued. Therefore the Board has made 
its finding. 

Mr. Horrman. Now, Mr. Chairman 

Mr. Moss. I want the record to be very clear on that. 

Mr. Horrman. I think it is just common decency, when I ask a 
question and the witness answers it, if you want later to correct it, 
all right. 

Mr. Moss. I want the record to be straight, Mr. Hoffman. 

Mr. Horrman. But you do it as a matter of course. 

Mr. Moss. As you did when you were chairman. 

Mr. Horrman. No. The record doesn’t show so. 

Mr. Moss. The record does so show, in abundance. 

Mr. Horrman. You didn’t attend the hearings, and you haven't 
read all the records, you just don’t know. 

Mr. Moss. They were very interesting hearings—— 

Mr. Horrman. Let’s keep our person: ae 

Mr. Moss. You are getting personal. 

Mr. Horrman. I can’t understand—— 

Mr. Moss. You can’t understand anyone disagreeing with Mr. Hof- 
man. I disagree with you. 

Mr. Horrman. You think I am trying to make some reflection on 
you, and I am not. 

Mr. Moss. You do it every opportunity. 

Mr. Horrman. There is an illustration of it. I am trying to ask 
the witness a question. He answered it. If he was wrong, all right. 

Mr. Moss. The chairman is conscious of the record, and I made the 
record straight. 

You may proceed. 
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Mr. Horrman. Now, may I proceed ? 

Mr. Moss. You may. 

Mr. Horrman. What I was asking you, my dear colleague, and I 
have never had any quarrel with you and don’t expect to—what I was 
trying to get at was whether or not the Board hadn’t under the 
statute arr anged for a subsequent hearing at which they were to de- 
termine some issues ¢ 

Is that true? That is what I was asking about; I wasn’t asking 
anything about procedure at all. 

Mr. Doyie. They are under an obligation to prove they acted in 
accordance with the statute when it comes to court, as I see it. 

Mr. Horrman. They are going to hold a hearing of their own; aren't 
they 

Mr. Doyte. I don’t know. 

Mr. Horrman. Youdon’t? Isn’t there one scheduled ? 

Mr. Dore. It is a hearing in Los Angeles, on June 22. 

Mr. Howirre.p. 27. 

Mr. Dorie. 27. 

Mr. Horrman. Yes. At that time they are to determine whether 
their action was proper or not. That action is subject to Judicial re- 
view, too; isn’t it? 

Mr. Dorie. That is right. 

Mr. Horrman. That is right? 

Mr. Dorie. That is right. So ultimately it goes to a court. 

Mr. Horrman. Your point is there was no great emergency ? 

Mr. Dove. That is right. 

Mr. Moss. Again the chairman wants to have the record correct. 

The June 27 Board hearing goes only into whether a conservator of 
a permanent nature should be appointed. It does not deal with the 
propriety of the emergency action in appointing a supervisor in 
charge. 

And [{ would also point out the fact, at an administrative hearing in 
this instance the complainant is also the judge and the jury. 

Mr. Horrman. And if at this subsequent hearing which is coming 
up, the Board finds that they were wrong in the first place, that shows 
there was no emergency ; doesn’t it / 

Mr. Doyie. Yes. It will he Ip to show that. 

Mr. Horrman. In case this is an emergency, is it one by the same 
definition we had on the floor last Thursday and Friday when so 
many of us signed that petition for the increase in pay ? 

Mr. Dorr. I wasn’t here last week, Mr. Hoffman, I was in my na- 
tive State of California a few days. 

Mr. Horrman. Yes. 

Well, now, in the beginning you said you were present at some prior 
occasion when an army—“army” was the word you used. 

What did you mean? You didn’t mean with guns and weapons, 
you didn’t mean that ? 

Mr. Dorie. You know I didn’t. I meant with briefcases, 15 to 20 
of them got off the streetcar in front of the post office, and the office 
of this concern is just north of the post office. 

I got off the same car and I saw them walking up the sidewalk, 50 
to75 feet, and going in the building. 

Mr. Horrman. Yes. 
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Mr. Dorie. Therefore I naturally followed. 

Mr. Horrman. That is what you meant by “army”? 

Mr. Dorie. Yes. 

Mr. Horrman. That is all you meant ? 

Mr. Doyte. It was a small army, but it was too big for that occasion, 

Mr. Horrman. Yes. 

Just like that army that gathered here last Friday, that army that 
sat in the gallery. 

Mr. Doyix. They had the briefcases. They didn’t have any order 
of court, I discovered, because I immediately asked the conservator, 
the man who took charge of it, if he had an order of court. And he 
didn’t have any. He didn’t even have a subpena for the records jy 
his possession. 

Well, I asked for that. They just walked in and took charge of the 
machines, literally, Mr. Hoffman. 

Mr. Horrman. Just the same as Mr. Fischbach had, or Mr. Holi. 
field, when they sent the subcommittee out there subsequently to the 
bank. 

Mr. Dorie. I wasn’t there. 

Mr. Horrman. You weren't there ? 

Mr. Doyte. No. 

Mr. Horrman. I know about that one. 

Now, you found fault—pardon me. Strike that. 

Mr. Moss. Correction there. Mr. Holifield had subpenas on that 
occasion. 

Mr. Horrman. Mr. Fischbach didn’t have subpenas, I happen to 
know about it and you don’t. For once, we will have the record right, 
I wired them to tell Mr. Fischbach to go to heck, and they did. 

Mr. Moss. Mr. Holifield had subpenas and the power to issue them, 

Mr. Horrman. I know who had subpenas. You weren't in it. 
All you know is what Mr, Holifield tells you. 1 know that Mr. Fiseh- 
bach and Mr, Holifield didn’t get— 

Mr. Moss. We are not interested in that hearing, we are interested 
in this hearing, Mr. Hoffman. 

Mr. Horrman. | know, but you interrupt me all the time. I can 
yell as loud as you can, but I think it is reprehensible. I think it 
gives the publica bad opinion of us. 

Mr. Moss. I will tell you when you are injured you can cry. | 
will tell you that. 

Mr. Horrman. I don’t want to quarrel with you. I will apologize 
to you 50 times. 

Mr. Moss. You will whenever it suits your purpose. 

Mr. Horrman. When it suits your purpose. 

Mr. Moss. That is right. 

Mr. Horrman. You said here, as I understood you to say, the a 
sociation used the wrong language, they engaged in unsafe and w- 
sound operations ? 

Mr. Dorie. Yes. 

Mr. Horrman. That was in the order? 

Mr. Dorie. Yes, Mr. Hoffman. 

Mr. Horrman. I am turning over now to page 2 of this order dated 
May 12, at the top there, you have a copy. 

Have you a copy ¢ 
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Mr. Dorie. I have April 22, the press release. 

Mr. Horrman. April 22, | don’t have that. 

It says: 

Said association in the period August through December 1959, made long- 
term construction loans aggregating approximately $6 million to a corporate 
porrower which was then substantially delinquent in payments due on other 
association loans. At the time such new loans were made, the association 
knew that the record owner of all the borrower's stock had executed a trust 
agreement early in 1959 for the benefit of certain creditors, among whom was 
the association, and that in July 1959, all or nearly all the property of said 
record owner, including the stock in the borrower corporation, had been at- 
tached in a suit fer approximately $2,800,000. 

Don’t you think that was an unsafe operation / 

Mr. Dorie. Well, L wouldn’t judge that merely by reading that 
statement it was necessarily unsound, no. 

Mr. Horrman. If the statement is true, wasn’t it unsound ? 

Mr. Dorr. I don’t think there are facts enough there to judge 
whether it was unsound or not. 

Mr. Horrman. That is to say, loaning $6 million to a corporation, 
which is delinquent, and was being sued for $2 million, wouldn’t 
bait 

Mr. Dove. Not necessarily. 

Mr. Moss. It depends on the nature of the collateral or the se- 
curity ? 

Mr. Dove. The fact it was being sued for two million is no sign 
it owed it. ‘They might have had a cross-complaint in that for $4 
million, against the plaintiff. 

Mr. Horrman. Mr. Doyle, you are a good enough lawyer to know, 
we can sue for any amount. 

Mr. Doyie. That is right. 

Mr. Horrman. But here they attached too, which is a rather dan- 
gerous legal proceeding if you have no grounds for it. You don’t 
use it. 

Mr. Dorie. Not necessarily. It might be used as a matter of pres- 
sure to force settlement. 

Mr. Horrman. All right. 

[ take it you are “agin” the Board, aren’t you ? 

Mr. Doyir. I am not “agin” anyone. I am for an efficient, prompt, 
fair administration by any Government agency. Iam not “agin” any 
board in particular. 

Mr. Horrman. I was critical of the Board when I signed the Smith 
report, too. I was “agin” it. 

Mr. Doyrr. I am critical of them here. They had another pro- 
cedure they could have taken with safety to the Board’s interest, in 
my judgment. 

Mr. Horrman. That is all. 

Mr. Moss. Mr. Doyle, we want to thank you for your appearance 
here on behalf of the people of your community. 

Now, before the committee—I understand Miss Pummer is here 
from Congressman King’s office. 

Miss Pummer. Yes, Congressman King is en route back from Cali- 
fornia and wishes to have this statement in the record. 
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Mr. Moss. I am receiving a statement here from Congressman King, 
of California, and with unanimous consent it will be made a part of 
the record. 

Is there objection ? 

Hearing none, the statement will be made a part of the record. 

(A letter and statement from Congressman King follows :) 


HOUSE OF REPRESENTATIVES, 
Washington, D.C., June 6, 1960. 
Hon. JOHN E. Moss, 
Chairman, Special Subcommittee Government Operations Committee, House of 
Representatives, Washington, D.C. 

DeEAR Mr. CHAIRMAN: I would appreciate your having included in your special 
subcommittee’s hearing record my remarks which appeared in the Congressional 
Record of May 19 and June 2 in connection with the Federal Home Loan Bank 
Board’s seizure of the Long Beach Federal Savings and Loan Association. 

I feel very deeply on this subject and I believe it merits your earnest attention, 

Very sincerely, 
Ceci. R. Kine, Vember of Congress. 


SUPPRESSING THE TRUTH 


EXTENSION OF REMARKS OF HON, CECIL R. KING OF CALIFORNIA IN THE HOUSE OF 
REPRESENTATIVES, THURSDAY, JUNE 2, 1960 


Mr. Kine of California. Mr. Speaker, shocking as it may seem, I am advised 
that some savings and loan associations are pooling their efforts to suppress the 
truth. 

On May 19, 1960, under the heading “False Confidence in Federal Savings and 
Loan Insurance Corporation,” I exposed in the Congressional Record, the incom- 
petent management of the Federal Savings and Loan Insurance Corporation and 
its far reaching disastrous effect upon the public welfare. 

Instead of the savings and loan associations pooling their resources to correct 
this evil, a group is combining to suppress the facts. Is it because this group 
fears intimidation by the crushing autocratic powers of the Federal Savings and 
Loan Insurance Corporation, including the power of seizure under the false guise 
of an “emergency,” just as they seized the sound and solvent Long Beach Savy- 
ings & Loan Association? 

These associations borrow huge sums from the Federal Home Loan Bank Sys- 
tem, as their annual reports show, and are therefore subject to immediate eco- 
nomic reprisals. This may account for their efforts to suppress the truth and 
their hesitancy to stand forthright for the principles of justice and clean up the 
management of the Federal Savings and Loan Insurance Corporation. 

In any event the public welfare must be considered first, and it is imperative 
that an immediate cleanup of the incompetent management of the Federal Sav- 
ings and Loan Insurance Corporation be undertaken. Now is not the time for 
the savings and loan associations to say all is well. 

The truth is that all is not well. 

As Congressman, I have found it necessary before to investigate corrupt gov- 
ernmental bureaus. With my committee and staff, we exposed the laxity, mal- 
feasance, and corruption that infested that vital governmental agency—the 

Sureau of Internal Revenue. 

As a direct result of such investigation, the entire Federal system of tax ad- 
ministration was completely overhauled. 

The committee’s job was done in spite of the threats, intimidations, delaying 
tactics, and the frantic behind-the-scenes maneuvering of men in high places, 
and the pooling of efforts of racketeers from all parts of the Nation. 

Among those taking part in hindering and impeding the work of this commit- 
tee were paid agents of the Federal Home Loan Bank of San Francisco, an arm 
of the Federal Home Loan Bank Board, the alter ego of the Federal Savings and 
Loan Insurance Corporation. 

These facts are documented in the congressional committee records. 

In recent court proceedings it was disclosed that the Home Loan Bank Board 
refused to give receipts for much of the $114 million in cash, U.S. bonds, notes, 
and other assets it seized from the Long Beach Association. The refusal of 
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receipts is an utter disregard for the law, and in fact a direct violation of the 
law. 

Evidence disclosed that before an inventory was made more than 74 Board 
agents and personnel from competing savings associations had access, over a 
period of weeks, to books, records, documents and assets of the seized Long 
Beach Association. 

Further evidence of the incompetent management of the Federal Home Loan 
Bank Board was revealed in sworn testimony in the U.S. district court at Los 
Angeles. 

At the court hearings, one of the witnesses called was Home Loan Bank Board 
examiner, Robert T. Keith, who, under interrogation, stated that the inventory 
of the Long Beach Association’s assets since the seizure, had been prepared 
under his supervision. When asked whether the inventory included a trust deed 
for $7,980,000, which was among the association’s documents seized by Mr. Ault, 
the supervisory authority, he stated, “to my knowledge it is not included in the 
inventory.” He added, “he didn’t know the reason for the omission.” 

Then the association’s attorney wondered about 44 documents listed in the 
inventory as missing. Documents which were alleged to total in value $863,212. 
The Home Loan Bank Board’s examiner said, “he didn’t recall whether he had 
asked deposed association officials where the documents were.” He was then 
asked if he had reported them to the bonding company, and the examiner said, 
“No.” On being questioned further, he was asked if he had told Mr. Ault, the 
supervisory authority, of the missing documents, he stated, “I don’t believe so. 
It was in the inventory.” 

Further questions were posed : 

“Question. Who do you think you should report anything missing to? 

“Answer. I don’t know. 

“Question. Do you know the difference between a mortgage and a trust deed? 

“Answer. I don’t think I could explain it. 

“Question. Do you know what a collateral pledge agreement is as used by the 
association? 

“Answer. No, I don’t. 

This is an example of the incompetency of the individuals that the bureau- 
eratic Home Loan Bank Board has placed in charge of the seized Long Beach 
Association, and yet one of the charges against the Long Beach Association was 
incompetent management. The deposed management had built the association 
from $7,500 to $114 million. 

It is interesting to note that the Home Loan Bank Board has enacted its own 
regulations, one of which provides the following: 

“Such Board may declare its own emergency, seize an association, place their 
agent in charge, refuse receipts or an accounting to the shareholders and their 
elected management. Such seizure places all rights and powers of the association 
officers, directors, and shareholders in the hands of the Board’s agent.” 

Thus, without any judicial process of law, and without the consent of the 
shareholders, the control of their savings is transferred to this incompetent 
management. 

The Federal Home Loan Bank Board has repeatedly told the U.S. courts that 
the courts have no jurisdiction. This leaves the citizen without recourse or 
protection against the unrestrained power of this bureaucratic Board. 

Like the European totalitarian “isms,” the Federal Home Loan Bank Board 
has set up its own administrative hearings, to adjudicate before itself its own 
misconduct, a process of whitewashing its own incompetency and deceit. 

Attempts at justice by this so-called administrative process, reminds one of 
a confessed felon being permitted to place himself as judge and thereby adjudi- 
cate his own misconduct. 

How any savings and loan association manager can face the public and assure 
the investor that the conduct of the management of the Federal Savings and 
Loan Insurance Corporation is a safeguard to their savings is beyond my 
comprehension. 

The savings and loan associations as individual institutions have been a re 
markably fine example of honest, capable management, and as such have rendered 
valuable and able service to their respective communities. 
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The time is here to clean up the management of the Federal Savings and Loan 
Insurance Corporation and its alter ego the Home Loan Bank Board, before the 
citizens lose confidence in this great and important industry. 

Mr. Moss. The chair wants, before we recess for lunch, to announce 
that the hearings this afternoon will be on the order No. 13372, dated 
April 19, 1960, inasmuch as this is the order which forms the basis for 
the Board’s action in seizing the association. 

The committee will not make inquiry into the subsequent order 
dated in May, which expands upon the nine points contained in the 
original order, because it does not feel that the additional points are 
germane to the original action of the Board. 

Mr. Watiuauser. I would like to take exception on the record to 
that, Mr. Chairman. 

Mr. Moss. You may take exception; however, the Chair’s ruling 
will stand. 

The subcommittee will now recess until 2 o’clock this afternoon. 

(Whereupon, at 12:08 p.m., the subcommittee adjourned, to recon- 
vene at 2 p.m., of the same day.) 


AFTERNOON SESSION 


Mr. Moss. The subcommittee will now be in order. 

Our first witness this afternoon will be the Honorable Albert J. 
Robertson, Chairman, Federal Home Loan Bank, and such other 
members of his staff as he desires to accompany him. 

Mr. Chairman, would you be sworn ? 


TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 
HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. DIXON, 
BOARD MEMBER; WILLIAM J. HALLAHAN, BOARD MEMBER; 
THOMAS H. CREIGHTON, JR., GENERAL COUNSEL; EDWARD E. 
SLOANE AND SIMON H. TREVAS, ATTORNEY-ADVISERS; JOHN M. 
WYMAN, DIRECTOR, DIVISION OF SUPERVISION; LAWRENCE M. 
WALTERS, ASSOCIATE DIRECTOR, DIVISION OF EXAMINATION; 
AND DONALD B. MacGUINEAS, DEPARTMENT OF JUSTICE 


(Mr. Robertson was duly sworn. ) 

Mr. Moss. Will you identify yourself for the record ? 

Mr. Roserrson. Yes, sir. 

Mr. Moss. And identify those who accompany you. 

Mr. Ropertson. Shall I proceed, Mr. Chairman ¢ 

Mr. Moss. Yes. However, just prior to your testimony, Mr. Robert- 
son, I would like to place in the record Federal Home Loan Bank 
order No, 13372, dated April 19, 1960. 

I understand, Mr. Chairman, that the charges set forth in this order 
constituted the basis for the emergency action taken by the Board in 
seizing Long Beach Federal Savings & Loan / 

Mr. Roperrson. Yes, sir. 

Mr. Moss. Is that correct ? 

Mr. Roperrson. Yes, sir. 

Mr. Moss. Is there objection to the inclusion of the order in the 
record at this point? Hearing none, the order will be included. 

(The order referred to is as follows :) 


for 
Loa 
4 


uns 
tha 
ass 
jeo 
im 





LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 43 


Loan FeperaL Home LOAN BANK BoAkD 
e the , i 

Order No. 13372. 

Date: April 19, 1960. 
unce Whereas in the opinion of the Federal Home Loan Bank Board grounds exist 
ated for the appointment of a conservator for the Long Beach Federal Savings & 
; for Loan Association, Long Beach, Calif., which grounds are (1) violation of law and 


regulations and (2) unsafe or unsound operation in that 
(a) said association has failed, since 1947, to pay the premium charges 


7 4 . 7 . . . es . . . 
der for insurance of the association’s accounts of insured members, in violation 
1 the of section 404(a) of the National Housing Act, as amended, and in violation 
S are of section 563.15 of the rules and regulations for insurance of accounts ; 


(b) said association has failed, since 1948, to acquire, hold and maintain 


its stockholdings in the Federal Home Loan Bank of San Francisco in the 


rd to | required amount, in violation of section 6(1) of the Federal Home Loan Bank 
; Act ; 
uling (¢) said association declared and paid dividends on savings capital dur- 


ing the years 1958 and 1959 when its net income and undivided profits were 
in insufficient to make required additions to loss reserves and to pay the said 
. dividends : 
econ- (d) said association, during the month of December 1959, declared as a 
policy a current dividend rate of 4% percent per annum commencing Jan- 
uary 1, 1960, to be credited on share accounts as of the close of business 
June 30, 1960, when its undivided profits and earnings were insufficient to 
justify such declaration of policy or payment of such dividend : 
(e) said association has taken into income and has used for the purpose 
of paying expenses and dividends large amounts of proceeds of loans made 
ert J. for, and necessary to finance to completion, the construction of houses which 
were specified security for the loans, the construction of many of which 
houses has been suspended or abandoned; and has refinanced and increased 
loans to seriously delinquent borrowers for the same purpose ; 
(f) said association has concentrated a high percentage of its lending 
activity in long-term construction loans to a small number of borrowers 


Ol her 


YERAL wherein the association is taking a disproportionate share of the risks of 

IXON the spec ulative real estate ventures financed by said loans. The association 
’ has failed to make available to Federal Home Loan Bank Roard examiners, 

MBER: and has refused to comply with the requests of the Federal Home Loan Bank 

‘RD E Board to obtain and make available to the examiners, credit reports or 
, financial statements pertaining to said borrowers ; 

HN M. (g) said association in the period of August through December 1959 


ICE M made long-term construction loans aggregating approximately $6 million 
. : to a corporate borrower which was then substantially delinquent in payments 
\TION: due on other association loans. At the time such new loans were made, the 
association knew that the record owner of all the borrower's stock had 
executed a trust agreement early in 1959 for the benefit of certain creditors, 
among whom was the association, and that in July 1959 all or nearly all 
the property of said record owner, including the stock in the borrower cor- 
poration, had been attached in a suit for approximately $2,800,000. The 
association has failed to comply with the request of the examiners of the 
Federal Home Loan Bank Board to make available for their inspection 
financial statements or credit reports pertaining to said corporation or the 
record owner of its stock ; 


Robert- (h) said association’s books and records fail to reflect its true financial 

n Bank condition and the Board is unable to ascertain therefrom whether its assets 
are more or less than its obligations to its creditors and others including its 

‘ i members ; 

‘is order (i) said association has a management which is unsafe and unfit to 

Joard in manage a Federal savings and loan association, in that its management has 


caused the association to violate law and regulations and engage in unsafe 
or unsound operation ; 

Whereas on the basis of the foregoing violations of law and regulations and 
unsafe or unsound operation, the Federal Home Loan Bank Board has determined 
that an emergency exists requiring immediate action for the reason that the 

rin the association’s interest, and the interest of its members and of the public are in 
led. jeopardy and will be further jeopardized unless the action herein provided is 
immediately taken ; 
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Now, therefore, C. E. Ault is hereby appointed supervisory representative jp 
charge to take charge of the Long Beach Federal Savings & Loan Association, 
Long Beach, Calif., and its affairs, pending further disposition of said associa. 
tion and its affairs, and, as such supervisory representative in charge, to haye 
and exercise all the powers and rights, enjoy all the privileges, and assume anq 
perform all of the duties and responsibilities of a conservator accorded or jm. 
posed by, and subject to the provisions of, law, the rules and regulations for 
the Federal savings and loan system, and orders issued by the Federal Home Loap 
Bank Board. 

I, Harry W. Caulsen, do hereby certify that I am secretary to the Federg| 
Home Loan Bank Board, that as such secretary I am keeper and have charge of 
the files, records, and proceedings of said Federal Home Loan Bank Board, and 


ons 


that the foregoing is a true and correct copy of order No. 13,572, issued by the 
Federal Home Loan Bank Board on April 19, 1960. 

In witness whereof I have hereunto set my hand and caused the seal of said 
Federal Home Loan Bank Board to be duly affixed hereto this the 20th day of 
April 1960. 

HARRY W. CAULSEN, 

Mr. Moss. Now, Mr. Robertson, we will be very happy to hear your 
statement. Will you first identify the members of your staff? 

Mr. Roserrson. On my left is Mr. William J. Hallahan, a member 
of the Board. On my immediate right is Mr. Thomas H. Creighton, 
Jr., General Counsel. Next to Mr. C reighton is Ira Dixon, a member 
of the Board. Seated at the table is Mr. Edward E. Sloane, of the 
General Counsel’s staff, and the farthest is Mr. Simon H. Trevas, a 
member of the staff of the General Counsel. We also have some other 
members of the Board’s staff here, and we are also accompanied by Mr, 
Donald MacGuineas, of the Department of Justice. Mr. MacGuineas 
is seated in the back of the room. 

Mr. Moss. You may proceed. 

Mr. Rogsertson. Mr. Chairman and members of the committee, 1 am 
Albert J. Robertson, Chairman of the Federal Home Loan Bank 
Board, and am accompanied by Messrs. Ira Dixon and William J. 
Hallahan, the other two members of the Board. We are also accom- 
panied by Thomas H. Creighton, Jr., General Counsel to the Board, 
Messrs. Edward E. Sloane and Simon H. Trevas, members of the staff 
of the Sena, Counsel, and other members of the Board’s staff. 

We are also accompanied by Mr. Donald MacGuineas of the Depart- 
ment of Justice. 

With the permission of the committee, I would like to read a pre- 
pared statement, concurred in by the other two members of the Board, 
which shall be considered as the statement of the Board. 

By letter, dated June 2, 1960, a subcommittee of the House Com- 
mittee on Government Operations invited the Board to appear at a 
hearing to be held by the subcommittee to inquire into the Board’s 
actions concerning the Long Beach Federal Savings & Loan Associa- 
tion and into such other matters concerning the functions, powers, and 
duties of the Federal Home Loan Bank Board and the Federal Sav- 
ings and Loan Insurance Corporation as the subcommittee deems 
necessary and relevant. 

At the outset, we would like to state that the Federal Home Loan 
Bank Board recognizes the authority of Congress to inquire into the 
operations of the Board in administering existing law and to make 
inquiry as to whether there is a nec essity ‘for a change in the existing 
laws governing the Board’s operations. Accordingly, the Board 1s 
prepared to cooperate with this committee to the fullest extent it may 


au 
ex 
as 


ert 
ins 
its 
rey 


inj 
tic 


to: 
de 
in| 
vi 
eX 


33 


itive in 
ciation, 
ASSOCcia- 
to have 
ime and 

or im- 
ons for 
ne Loan 


Federal 
large of 
ird, and 
l by the 


of said 
t day of 


TLSEN, 


ur your 


nember 
ighton, 
nember 
of the 
revas, & 
re other 
| by Mr, 


uineas 


ee, l am 
n Bank 
liam J, 
) accom- 
. Board, 
the staff 
staff. 

Depart- 


d a pre- 
e Board, 


se Com- 
ear at a 
Board’s 
Assocla- 
vers, and 
ral Sav- 
e deems 


me Loan 
into the 
to make 
. existing 
Board 1s 
nt it may 


| 


| 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 45 


properly do so. With that in mind, we would like to submit for the 
record a certified copy of Federal Home Loan Bank Board Order No. 
13372, which you offered, dated April 19, 1960, appointing a super- 
yisory representative in charge to take charge of the Long Beach 
Federal Savings & Loan Association and a certified copy of Federal 
Home Loan Bank Board Resolution No. 18440, dated May 12, 1960, 

roviding for an administrative hearing, to commence on June 27, 
1960-—— AS , 

Mr. Moss. I will reserve a ruling on that portion of the request, be- 
eause as I said just prior to recess at noon, the committee’s inquiry 1s 
directed at the preliminary action of the Board under an emergency 
finding of the Board. 

Mr. Rozertson. To determine whether grounds exist for the ap- 
pointment of a conservator. You will note that the order and reso- 
lution, respectively, state the basis for the Board’s action. 

Section 5(a) of the Home Owners’ Loan Act of 1933, as amended, 
authorizes the Board to provide for the organization, incorporation, 
examination, operation, and regulation of Federal savings and loan 
associations. Section 5(d) (2) of that act provides in part: 

(2) The grounds for the appointment of a conservator or receiver for a Fed- 
eral savings and loan association shall be one or more of the following: (i) 
insolvency in that the assets of such association are less than its obligations to 
its creditors and others, including its members; (ii) violation of law or of a 
regulation; (iii) the concealment of its books, records, or assets or the refusal 
to submit its books, papers, records, or affairs for inspection to any examiner 
or lawful agent appointed by the Home Loan Bank Board, and (iv) unsafe or 
unsound operation. The Board shall have exclusive jurisdiction to appoint a 
supervisory representative in charge, conservator, or receiver. If, in the opin- 
jon of the Board, a ground for the appointment of a conservator or receiver as 
herein provided exists and the Board determines that an emergency exists re- 
quiring immediate action, the Board is authorized to appoint ex parte and with- 
out notice a supervisory representative in charge to take charge of said associa- 
tion and its affairs who shall have and exercise all the powers herein provided 
for conservators and receivers. 

It was pursuant to the authority granted by this section, and in the 
exercise of its responsibilties, that the Board took the action set forth 
in Order No, 13572, dated April 19, 1960. The supervisory repre- 
sentative took charge of the association at the close of business, April 
22,1960. In considering this type of action with respect to a Federal 
savings and loan association, the Supreme Court of the United States 
stated : 


* * * Banking is one of the longest regulated and most closely supervised of 
public callings. It is one in which accumulated experience of supervisors, act- 
ing for many States under various statutes, has established well defined prac- 
tices for the appointment of conservators, receivers and liquidators. 


* ES * * * * * 


It is complained that these regulations provide for hearing after the conserva- 
tors takes possession instead of before. This is a drastic procedure. But the 
delicate nature of the institution and the impossibility of preserving credit dur- 
ing an investigation has made it an almost invariable custom to apply super- 
visory authority in this summary manner. It is a heavy responsibility to be 
exercised with disinterestedness and restraint, but in the light of the history and 


customs of banking we cannot say it is unconstitutional (Fahey vy. Mallonee, 
$82 U.S. 245, 250, 253). 
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Section 5(d) (2) of the Home Owners’ Loan Act, hereinbefore’re. 
ferred to, also provides that: 


The Board shall have the power to appoint a conservator or a receiver py 
no such appointment of a conservator or receiver shall be made except pursuant 
to a formal resolution of the Board stating the grounds therefor and except 
notice thereof is given to said association stating the grounds therefor ang 
until an opportunity for an administrative hearing thereon is afforded to saiq 


association. 


¢ 


ow Was pursuant to this provision that the Board, by resolutioy 
No. 15440, dated May 12, 1960, provided for an administrative heap. 
to be held on June 27, 1960, to determine whether grounds exis 
intment of a conservator for the Long Beach Federa| 
Savings & Loan Association. 

Section 5(d)(2) of the Home Owners’ Loan Act of 1933, as 
amended, further provides : 

Such hearing shall be held in accordanee with the provisions of the Admin 
istrative Procedure Act and shall be subject to review as therein provided and 
the review by the court shall be upon the weight of the evidence. 


Section 7 of the Administrative Procedure Act pros idles In part: 


There shall preside at the taking of evidence (1) the agency, (2) one or 
more members of the body which comprises the agency, or (3) One or more 
examiners appointed as provided in this Act. * * * The functions of all pre. 
siding officers and of officers participating in decisions in conformity With gee. 
tion 5 shall be conducted in an impartial manner, Any such oflicer may at any 
time withdraw if he deems himself disqualified; and, upon the filing in good 
faith of a timely and suflicient affidavit of personal bias or disqualification of 
ahy such officer, the agency shall determine the matter us a part of the record 
und decision in the case. 


Section 8 of the Administrative Procedure Act states in part: 


In cases in which the agency has not presided at the reception of the evidence 
the officer who presided * * * shall initially decide the case or the agency shall 
require (in specific eases or by general rule) the entire record to be certified 
to it for initial decision * * Whenever the agency makes the initial decision 


without having peste led at the reception of the evidence, such officer shall first 
recommend a decision * * 

Section 509.8(b) of the General Regulations of the Federal Home 
Loan Bank Board provides that the presiding officer at a hearing 
under the provisions of section 5(d) of the Home Owners’ Loan Aet 


of 1933, as amended, unless such pres iding officer shall be the Board, 


shall file with the Secretary and certify to the Board for decision 
the entire record of the hearing, which shall include his findings, con- 
clusions, and a recommended decision. 

In accordance with these provisions, the Board, \ Res nto No. 


1 | 


13512, dated June 3, 1960, appointed Mr. Robert Hislop, a duly qual- 
fied hearing examiner on the staff of the Securities and Exchange 
Commission, to conduct the hearing provided for in Board Resolu- 
tion No. 13440. We submit, for the record, a COPY of Resolution No. 
13512. 


(T he resolution referred to is as follows :) 


FepERAL HoME LOAN BANK BOARD 


No. 13512 
Date: June 3, 1900, 
Resolved, That Robert Hislop, an examiner on the staff of the Securities and 
Exchange Commission, appointed as provided in the Administrative Procedure 
Act and selected as provided in section 11 of said act (5 U.S.C. 1010). is hereby 
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designated, pursuant to section 509.5 of the General Regulations of the Federal 
Home Loan Bank Board, as trial examiner to conduct the hearing provided for 
by Federal Home Loan Bank Board Resolution No, 13440, dated May 12, 1960, in 
the matter of Long Beach Federal Savings & Loan Association, Long Beach, 
Galif., or by said resolution as hereafter amended or supplemented ; and 

Resolved further, That the said Robert Hislop is hereby designated as repre 
sentative of the Federal Home Loan Bank Board to issue subpenas and subpenas 
duces tecum in connection with said hearing. 

sy the Federal Home Loan Bank Board: 

[SEAL] Harry W. CAucsen, Secretary. 

Mr. Roserrson. It is clear, from the applicable statutes and regula- 
tions, that the Board must exercise a judicial function in determining 
whether grounds exist for the appointment of a conservator. 

The Supreme Court of the United States has deseribed proceedings 
of the type under consideration here in the following terms: 

A proceeding of this sort requiring the taking and weighing of evidence, de 
terminations of fact based upon the consideration of the evidence, and the 
making of an order supported by such findings, has a quality resembling that of 
a judicial proceeding. Hence it is frequently described as a proceeding of a 
quasi-judicial character (Morgan v. United States, 208 U.S. 468, 480). 


The Board is of the opinion that it would be a violation of that 
judicial function for it to air, in a congressional hearing, the factual 


matters which it must consider in arriving at its decision in the pend- 


ing proceeding. It 1s of the further opinion that to do so would raise 
serious questions with respect to the propriety of its thereafter acting 
ina judicial capacity to determine whether those very facts justify the 
appointment of a conservator and might encourage the filmg of an 
allidavit of bias or di qualification as provided 1h) section i of tne 
Administrative Procedure Act. In addition, such a course of action 
woud not be consistent with the orderly conduct of the administrative 
processes of the agency. 

Under the circumstances, the Board is of the opinion that it is 
compelled to assert a judicial privilege with respect to any inquiry 
into the facts it must pass upon in its judicial capacity in the pending 
administrative hearing. In this connection, we would like to respect- 
fully direct the committee’s attention to the statement of the Honor- 
able William P. Rogers, Attorney General of the United States, de- 
livered to the Subcommittee on Constitutional Rights of the Senate 


Judiciary Committee on March 6, 1958, which reads in part as follows: 


However, by analogous reasoning the doctrine of separation of powers pro 
vides a guide to the limits of congressional inquiry, not only in relation to execu- 
tive functions of the independent agencies 


but also to judicial functions. Let 
me make this clear. 


In my view, whatever the practice has been in the treat- 
ment of these independent regulatory agencies, Whenever an agency is exer- 
cising its judicial function by deciding an adversary proceeding before it, it 
shonld be just as free of any demand from Congress or the executive branch 
as a court would be. 

The Supreme Court of the United States, in the case of A7/bourn v. 
Thompson (103 U.S. 168, 194), stated: 


** * and what right had the Congress of the United States to interfere with 
a suit pending in a court of competent jurisdiction? * * * The case being one 
of a judicial nature, for which the power of the courts usually afford the only 
remedy, it may well be supposed that those powers were more appropriate and 
more efficient in aid of such relief than the powers which belong to a body 
whose function is exclusively legislative. 
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The Honorable Herbert Brownell, Jr., then Attorney General of 
the United States, made the following statement in a letter dated 
July 12, 1955, to the Honorable J. Sinclair Armstrong, of the Securi- 
ties and Exchange Commission : 

I agree that it would not be consistent with the orderly conduct of the 
administrative processes of your agency to subject to concurrent congressional 
review the manner in which the Commission is discharging its quasi-judicial] 
functions on any pending application. 

Applying this principle to congressional requests for access to the 
files and records of the Department of Justice, the Attorney General 
dec reed, in his Order No. 116-56 of May 15, 19 56, that the Depart- 
ment’s files cone erning an “open case, i.e., one in which litigation or 
administrative action is pending or contemplated” may not be made 
available to a congressional committee until the case is completed. 

Inasmuch as the determination of an emergency, as indicated in 
Board Order No. 13372, was based upon charges, incorporated in 
Board Resolution No. 13440, which charges will be the subject of ad- 
judication in the pending administrative proceeding, and since the 
underlying facts, supporting those charges and the determination of 
an emergency, are involved in that adjudication, the Board has no 
alternative but to assert the judicial privilege with respect to that 
matter. 

In this regard, we respectfully direct the committee’s attention to 
the case of Beac on Federal Savings and Loan Association v. Federal 
Home Loan Bank Board (162 F. Supp. 350, 353), wherein the court 
stated : 

An examination of section 1464(d) (1) and (2) [5(d) (1) and (2) of the Home 
Owners’ Loan Act] reveals that on its face the statute gives the Board an 
absolute discretion ‘to proceed under either section 1464(d)(1) or section 1464 
(d) (2), if, in the latter instance, “in the opinion of the Board, a ground for the 
appointment of a conservator or receiver as herein provided exists and the Board 
determines that an emergency exists requiring immediate action, * * *” 

The decision of the Board to proceed under section 1464(d) (2) is not review- 
able as such. The statute provides for judicial review at the conclusion of the 
administrative hearing. At that time a determination is to be made on the 
issue whether or not grounds exist for the appointment of a conservator or 
receiver. Any question as to the correctness of the Board’s opinion, at the time 
when it summarily appointed a supervisory representative in charge, that ground 
for the appointment of a conservator or receiver existed and that an emergency 
existed which required immediate action, is merged in the issue before the Court 
on review of the administrative action (Fahey v. Mallonee, 1947, 332 U.S. 245, 
253-254, 67 S. Ct. 1552, 91 L. Ed. 2030; Beacon Federal Sav. & Loan Ass'n. ¥. 
Federal Home Loan Bank Board, D.C.E.D. Wis. 1956, 143 F. Supp. 534, 535-536). 
Beacon’s attack upon the Board’s action on the ground of alleged lack of emer- 
gency, particularly in that Beacon was solvent when the supervisory representa- 
tive in charge was appointed, is also poorly taken for the reasons just stated. 


We would further like to respectfully point out that in decisions on 
the traditional concept that one department may not encroach upon the 
powers reposed by the Constitution in another department of the Gov- 
ernment, the courts have held that the legislative branch, in the exer- 
cise of its investigatory powers, may not exercise basically judicial 
functions. We refer the committee to the cases of Kilbourn v. Thomp- 
son, heretofore adverted to; United States v. Icardi (140 F. Supp. 
383) ; and United States v. Cross (170 F. Supp. 303). 
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The Supreme Court of the United States, in Watkins v. United 
States (854 U.S. 178, 187), has defined the scope of the congressional 
power to investigate in the following terms: 

We start with several basic premises on which there is general agreement. 
The power of the Congress to conduct investigations is inherent in the legislative 
process. That power is broad. It encompasses inquiries concerning the ad- 
ministration of existing laws as well as proposed or possibly needed statutes. 
It includes surveys of defects in our social, economic, or political system for the 
purpose of enabling the Congress to remedy them. It comprehends probes into 
departments of the Federal Government to expose corruption, inefficiency, or 
waste. But, broad as is this power of inquiry, it is not unlimited. There is no 
general authority to expose the private affairs of individuals without justifica- 
tion in terms of the functions of the Congress. * * * Nor is the Congress a law 
enforcement or trial agency. These are functions of the executive and judicial 
departments of government. 

Inasmuch as this committee is not the proper forum in which to 
prove or disprove charges made against the management of the Long 
Beach Federal Savings & Loan Association, the Board is confident 
that the committee will not do violence to the principles hereinbefore 
referred to. The Board believes that it is not the intent of the com- 
mittee to encroach upon the judicial prerogatives of the Board or the 
courts, nor to disrupt the orderly conduct of the judicial process in this 
matter. 

As the committee will observe, Federal Home Loan Bank Board 
Resolution No. 13440, which was previously submitted, provides for 
an administrative hearing to be held on June 27, 1960, less than 3 weeks 
from this date. That hearing will be public and we urge this com- 
mittee to attend and hear both sides of the case in the forum designated 
by Congress. 

This concludes the formal statement of the Board. 

Mr. Moss. Mr. Chairman, let me make it very clear that I am most 
appreciative of your instructions to a committee of the Congress. I 
think it is as arrogant and presumptuous as the instructions I ordi- 
narily hear from the agencies which seek privilege as a means of cloak- 
ing their activities. 

I think it now has been pretty well established that your appearance 
here today is but a sham, to serve notice that you will not give testi- 
mony. Well, I don’t accept your citations as being in point or valid 
or being correctly applied. 

I have had 5 years as chairman of another committee, which has 
spent tremendous time examining into these most arrogant and shock- 
ing and un-American claims of privilege, privilege beyond the reach 
of any power, and that privilege is so highly inconsistent with de- 
mocracy as to hardly require answer. However, we shall answer. 

I have called down the counsel from my other subcommittee, Dr. 
Jacob Scher, of Northwestern University, and we will undertake a 
careful analysis of your statement and point out the fallacy of it in 
detail. Rather than offering the cooperation stated at the beginning 
of your statement you are withholding even the slightest semblance of 
cooperation. 

It seems to me, as I have reviewed this case, and I have not had 
too much time, that it is typical of the arrogance of the Board in 
attempting to evade the jurisdiction of the courts. You seek to have 
only yourselves sit in ilimeaae on your outrageous actions. I point 
out that we are inquiring on a narrow point, a specific point, one where 

59258—60—pt. 15 
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you have taken an official action, one where you have made your ad. 
ministrative finding. 

The Board is acting under the authority of statute, not the Cop. 
stitution. You do not derive your powers from the Constitution, 
Yours are granted specifically by act of the Congress. You made 
your finding of an emergency, and we have every right of inquiry 
to determine whether or not an emergency existed. We are not asking 
to examine the further charges, which you have not determined, 
because you have held no hearings on them. You are now with 
great graciousness going to accord the condemned a hearing on the 
7th of June. Two months and five days after you have taken the 
action which is most pr ejudic ‘ial, you say “that. because of the sensitive 
nature of this type of institution, and from your background I know 
that. you fully appreciate the extreme sensitivity of a ‘financial insti- 
tution in the life of any community, but I submit, sir, that your 
actions today have been, in. my judgme nt, in utter and complete 
disregard of the sensitive nature of the institutions you are respon- 
sible for to this Congress, and you are responsible to this C ongress— 
not to the Attorney General, not to the President—but to the Con- 
gress of the United States, from which you derive your powers, 

Now I am going to excuse you and ask you to stand aside. We 
will undertake a careful analysis of your a itement, which it. merits, 

The subcommittee will now recess for 15 minutes, at which time 
the chairman will announce the further program of the subcom- 
mittee. The subcommitee is in recess. 

Mr. Wauiyauser. May I make a statement before you adjourn! 

Mr. Moss. The subcommittee is in recess. 

(Recess taken.) 

Mr. Moss. The subcommittee will now be in order. 

Mr. Wallhauser, you were, seeking recognition.. You had a state 
ment., You are now recognized for that, purpose, 

Mr. WauiHavser. Thank you very much. I would like to disas- 
sociate myself completely from your remarks. I feel that the Board, 
the Federal. Home Loan Bank Board, has a perfect right to state its 
position if in its judgment and if in the judgment of its counsel, 
after much research, it comes to the conclusion that it wishes to 
stand on a matter of judicial privilege. I feel that that is its right; 
that this committee should not. criticize 1t for its position. 

We may, eventually disagree with it, but, I don’t believe that we 
should criticize it, and I. don’t believe, furthermore, that. this com- 
mittee isthe forum where that should be decided. 

I respectfully suggest, to you, sir—I don’t know whether I am 
speaking for Mr. Hoffman or not—but, I certainly wish to disassoci- 
ate myself from your criticism of the statement, carefully. prepared 
apparently—this .is the first time I ever saw it—with citations, and 
L_believe thatthe statement states well the position of the Soard and 
should. not, subject it to criticism by this committee or its chairman. 
That is my a sir. 

»Mr. Moss..’Fhe chairman never,presumes.to speak for the minority. 

He always feels that they,are competent to do that on their own 
behalf, 

Mr..Wauiuauser. Thank you. 
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Mr. Moss. He would not modify one word he placed in the record. 
The merits of their case will be gone into more thoroughly at a later 
oor Hoffman, do you have a statement you would like to make? 

Mr. Horrman. I made a statement, but it was after the chairman 
had adjourned this session, so perhaps I had better repeat the sub- 

ce of it. 
or. Moss. I think it would be a shame to lose that for posterity. I 
suggest \ you may. 7 : 

Mr. HorrmMan. Well, of course, the chairman’s statement about 
posterity is only his opinion, and posterity, if there is any, when it 
gets | through paying the public debt which we create, can think about 
itif it wants to, but « on the issue: In the 14th chapter of Bob Kennedy’s 
book recently published there is something of a guide for the operation 
of committees which might be well worth reading. “The Enemy 
W ithin” is the title of the book. 

The chairman, just before we adjourned, referred to 5 years of 
experience as chairman of another committee. My first experience 
was as chairman of a one-man committee appointed or selected by 
John O'Connor, who was then the Democratic chairman of the Rules 
Committee. It has been my privilege to serve at various times as 
chairman and as a member of regular and special committees, and J 
still adhere to, and have always tried to follow, the thought that no 
witness, no member of the committee, not even the chairman, has the 
legal or the basic right to express an opinion as to the truth or lack 
of truth of the statement of any witness, or as to the value of his 
statement. Various convictions in criminal cases have been reversed 
by appellate courts because the trial judge expressed his opinion as to 
the truth or veracity of the witness or the weight of the evidence. I 
think there was one such reversal last week. 

That is all I care to say, Mr. Moss. 

Mr. Moss. I thank the gentleman for his instruction. 
not modify my statement. 

Mr. Horr: ih Will the chairman permit one thing? 

Mr. Moss. Oh, cert: unly ; I want to be most indulge nt, Mr. Hoffman. 

Mr. Horrman. It isn’t indulgence ; it is common courtesy. 

You said something about my instructions. I was not in any way 
attempting to give any instruc tions. You gave me the privilege of 
expressing my opinion, and I did so, and that is all I did. I wouldn’t 
venture to attempt to issue any instructions to anyone. 

Mr. Houirietp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houirietp. Mr. Chairman, the history of this case goes back, 
as has been said by some of our colleagues, to 1946. Back in those years 
this association was summarily seized and a conservator was appointed. 
Litigation ensued and, by orders of the Federal: court and by the 
unanimous recommendation of a congressional committee, the institu- 
tion was. returned to its original board of directors. However, all of 
the assets were not retur ned, nor was an accounting given to the court. 
This was in 1946; 

The assets have not been returned to the original board of directers, 
or their successors, even until this date, and the litigation has therefore 
ensued during this time. At all times the Board has contended that it 


I still would 
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was not subject to a congressional committee, although Congress ere. 
ated it by statute—this Board. And Judge Bone said in the Ninth 
Circuit Court of Appeals that it is an arm of Congress, a statutory 
body created by the Congress. , 

When Congress tries to look into the matters of the Board, the 
Board claims that it is not subject to Congress. When the courts 
go into the matter, they claim the courts have no jurisdiction over 
their area of administrative latitude and discretion. 

In 1954, as a result of this situation being before the Congress 
in the Smith committee, and later on in the committee which | 
chaired, these matters were brought to the attention of the Banking 
and Currency Committee. In 1954, legislation was passed under a 
Republican-controlled Congress to attempt to correct this situation, 
and certain changes were made in the law. 

I would like at this time to give a little background of the reagop 
for Congress making the changes that it made. 

It is very interesting to note that the 1954 amendment was designed 
specifically with the Long Beach controversy in mind, and in order 
to provide for administrative procedures short of seizure action s 
that solvent associations need not bear such drastic penalties as has 
occurred in this case. Thus during the hearings on the 1954 legisla- 
tion by the House Banking and Currency Committee, Congressman 
Multer, committee member, referred specifically to the Long Beach 
case when he said: 





Mr. Chairman, this proposed change in the law was initiated primarily be 
cause it was charged at least in one instance they went in and took over a 
perfectly solvent association and wound it up. Isn’t that what brought this 
up? And there was no way of reviewing that action of the Board. 


The then Board Chairman, Mr. Walter W. McAllister, first con- 
fused the Long Beach Federal with the San Diego Federal, which had 
also been seized, and then said he was not too well posted upon the 


matter. Whereupon, the following colloquy ensued between Mr. 
Multer and Mr. McAllister: 


Mr. Mutter. It was that kind of situation that this is primarily intended to 
cover? 

Mr. McALLIsTeR. Yes, sir. In other words, as the law stands right now, we 
have the authority to go in and appoint a conservator, and that seems to be a 
foolish thing to do if the institution is solvent and is merely guilty of violat- 
ing the law or some of the rules of the Board, and this will give us a practical 
means of discussing and arbitrating and settling such disputes. It gives the 
association and its management a protection that it does not have today from 
what might be termed “capricious acts” on the part of the Board. On the other 
hand, it does retain full authority in the Board to step in and take over an 
institution if it is necessary to do so immediately. 


Mr. Multer continued his interrogation : 


I know you are going to do your best not to have a repetition of the California 
situation. Since it has happened once it may happen again. Let us try to 
avoid it as best we can. 

Whereupon Mr. McDonough, majority member of the committer, 
who was instrumental in formulating this legislation, stated: 

Of course, this whole section is designed to prevent a situation like that 
developing. 

During the hearings held by the Senate Banking and Currency 
Committee, the then Housing and Home Finance Administrator, Hon. 
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Albert M. Cole, a former Congressman, prefaced his explanation of 
the new administrative proce .dures with the following paragraph: 

Presently the Board has rather broad powers with respect to the appointment 
of conservators and receivers. However, even under these broad powers the 
Board presently has no means except through the appointment of a conservator 
or receiver to enforce the laws and regulations under which Federal saVings and 
joan associations operate. The bill would therefore provide a method for the 
enforcement of law and regulations without the necessity of the appointment 
of a conservator or receiver, and would also establish standards and procedures 
for the appointment of conservators and receivers. 

Explaining that the bill was the result of cooperative effort between 
the savings and loan industry and Government officials “working 
together to develop a constructive solution to a particularly vexing 

roblem,” Mr. Cole introduced Chairman McAllister, who was asked 

y Senator Bush how these proposed new procedures differed from 
a used in the past with respect to an emergency requiring the 
appointment of a conservator. 

Thereupon Chairman McAllister replied: 

We endeavor to get the institutions to comply. In the event the institution 
does not comply, we will say it is entirely solvent. Our only recourse is to take 
charge and put in a conservator. It seems utterly ridiculous to put a solvent 
institution in the hands of a conservator. 

Chairman McAllister went on to say : 


This was to protect the institution and management from the capricious and 
arbitrary acts of the Board. If the Board were simply to make up its mind it 
wanted to take a certain action with regard to an institution, they could cause 
that institution and management considerable embarrassment, if not loss and 
cessation of business. 

Then Senator Bennett asked Chairman McAllister to point out the 
type of issue or disagreement between the Board and the industry 
which occasioned the new legislation. Chairman McAllister replied: 


We have a well-known case— 
and I am quoting again— 


We have a well-known case, that of the Long Beach Federal, Long Beach, Calif., 
that has been in the courts for about 7 years, and they have had various kinds of 
congressional hearings. It is my honest belief that if that statute had been in 
force at that time, that the difficulty could have been avoided. 

Now, I have quoted that rather long history and colloquy which 
occurred in the committee, and there is a great deal more that I could 
quote along the same lines, to indicate that it was the intention of 
Congress that another way be provided which would give to an in- 
ctitution that was solvent a method of having an administrative 
hearing prior to the appointment of a conservator or receiver. 

Now, that method is set forth, and that is the method by which the 
Board ‘is proceeding, before the appointment of a conservator or 
receiver, by calling the administrative hearing on June 27. But I 
point out, Mr. Chairman, that they have 1 ‘esorted to the other alterna- 
tive, which i is to appoint a supervisory representative in charge, and 
to him is given all of the powers of a conservator or a receiver. There- 
fore, by appointing a supervisor in charge, they have denied the institu- 
tion the right to have an administrative he aring, in effect, before 
appointing a conservator. 
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Now because the representative in charge is performing all of the 
duties of a conservator, although he is called something else, anq 
he is having all of the power of a conservator or a receiver, although 
he is called by another title, in so doing he is destroying an institution, 
There has been on this $96 million deposit institution—there has been 
already, I understand, a run of between $40 and $50 million. About 

Mr. Moss. By June. 

Mr. Hoxirretp. By June 27, there is no doubt the rest of the $9 
million, or a great part of it, will have been withdrawn. I point out 
this is before the interest date of June 30, and that all those people 
who drew out their savings will be denied the interest upon which 
their money has earned. 

Now, the will of Congress to prevent a solvent institution from 
being destroyed without a hearing in court prior to its destruction is 
being circumvented. It is true that the thing the Board is doing, that 
the procedure they are following, follows explicitly the law. There 
is no contention on my part, as I understand the law—and not being 
a lawyer I may be wrong—that they are not proceeding under the 
act as Congress wrote it; but Congress never contemplated that a 
supervisor in charge would be appointed to destroy an institution and 
then give it an administrative hearing. 

The whole context of the hearings, the discussion on the floor, and 
the provision for administrative hearing before the appointment of an 
individual who could in fact destroy an institution in a community, 
indicates that there was a method that could have been followed which 
would have been more just and more equitable and could have preserved 
an institution. 

{ point out that this institution grew from 1946, from a deposit 
amount total of $13 million up to some $96 million. This indicates 
faith of the community in the management of this institution, or it 
would not have grown from $13 to $96 million in 14 years. 

There is no claim, there has been no claim, that this is an insolvent 
institution. There has been claim—there have been other claims, all 
of which could have been settled, in my opinion, by proceeding under 
the intent of Congress, even though the law permits them to take this 
drastic and arbitrary position that they have taken. ; 

Now, Mr. Chairman, I made a rather long statement on this because 
I wanted these facts to be in the record. I want to say that when any 
agency of this Government that is created by statute and has been 
termed an arm of the Congress, and is a statutory body deriving its 
powers from statutes created by Congress, comes before this committee 
and takes the position that they are within the realm, the sacrosanct 
realm of a judicial body, and that they cannot discuss before this com- 
mittee the narrow limited subject which this committee seeks to inquire 
about, that they are, as you have said, failing in their proper response 
to the body which created them. Sia 

Mr. Wauiuauser. Mr. Chairman, may I speak to this point? 

Mr. Moss. Well, if you let me first recognize Mr. Smith. 

Mr. WauuHaAvuser. Yes;I will. 

Mr. Moss. I want to accord each member an opportunity to be 
heard. Mr. Smith. ; 

Mr. Smrru. No; I don’t have any questions. 
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Mr. Moss. Mr. Wallhauser. 

Mr. WaAtiHAuvser. The gentleman from California has given us a 
yery long history of this litigation. However, my opinion is that the 
Board has not refused to be subject to a congressional investigation of 
this committee, except at this time. 

As I read this statement, it makes the point that it is proceeding 
according to the statute, whether correctly or incorrectly, in the opin- 
jon—that will be a later decision to be made by others than ourselves, 

rhaps—and that because they are proceeding according to the 
statute it has to have a hearing in which it is to sit in a judicial capac- 
ity, and I think it makes the point that it therefore can not disclose 
the facts in advance of this judicial hearing, which seems to me to be 
reasonable, and I do not find anywhere in the statement that the Board 
refuses to attend a hearing of any committee of the Congress if prop- 
erly constituted and to be accountable to it at some future time. 

it we are not satisfied with the way the law is written, if it is incor- 
rectly written, or should be corrected, testimony can be taken, and an 
effort can be made to straighten out the problem. But the Board’s 
statement, as I read it, is on the point that this is not the proper time, 
June 7, 1960, when there is a hearing on June 27, 1960, and it seems to 
me this committee could well wait until after the hearings are over and 
the case has been decided if we choose to go into the matter of whether 
weshould introduce an amendment to the law. 

Mr. MacGutneas. Mr. Chairman, I am Donald MacGuineas from 
the Department of Justice. 

Mr. Moss. Mr. MacGuineas, we will hear you at a later time. You 
will contact the chairman when the hearings are concluded. 

Mr. WauiuAvser. May I ask permission that Mr. MacGuineas be 
allowed to testify now ? 

Mr. Moss. Mr. Wallhauser, I have said the Chairman has instructed 
the staff to undertake a careful analysis of the citations presented by 
the Chairman of the Federal Home Loan Bank Board, and that at an 
appropriate time we would undertake to go into the matter of the 
claim of privilege. At that time the chairman will be happy to hear 
from Mr. MacGuineas the testimony he proposes to give, if pertinent 
or germane. 

Mr. MacGutrnegas. Mr. Chairman. 

Mr. Moss. Mr. MacGuineas, you are not recognized, you must take 
your seat. 

Mr. Watiuauser. In the interest of trying to ascertain all the 
facts, I don’t know what he has in mind 

Mr. Moss. The Board could have been most helpful in the interest 
of ascertaining the facts had they been willing to respond to the 
proper jurisdiction of this committee. The Board chose to do other- 
wise. We will therefore examine into their claims of privilege. We 
will deal with that at a later date. 

Mr, Watiuauser. Perhaps Mr. MacGuineas is not speaking to this 
point, 

Mr. Moss. Mr. MacGuineas is from the Department of Justice. 

Mr. MacGutneas. I would like to—— 

Mr. Moss. Mr. MacGuineas, you must take your seat, or you will 
be removed from the hearing room. I will not have you acting here 
ina manner contemptuous to this committee, Mr. MacGuineas. When 
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the chairman does not recognize you, you have enough experience tg 
take your seat. And you will do that for the balance of these pro. 
ceedings. 

Mr. MacGutneas. I have taken my seat. 

Mr. Moss. All right. You will not proceed when the chairman 
has ruled. 

Mr. Horrman. May I be excused ? 

Mr. Moss. You are excused, Mr. Hoffman. 

Mr. Horrman. Thank you, sir. 

Mr. Moss. In regard to this matter of the Board coming here to 
respond. ‘The Board came here and stated it would not give testi- 
mony on the question of emergency. They also stated this had been 
in effect merged with matters to be heard on the 27th of June. 

The chair has read their Order 13440, and that is not the case, 
The Board has limited the hearings on the 27th of June to the ques. 
tion of the appropriateness of appointing a conservator, not to re. 
view its determination already made, its official action, its official 
decision, that an emergency suflicient to justify action under section 5 
(d) (2) of the act existed. 

I think that the Board’s entire case falls, because we are not at- 
tempting to probe on a prospective action, but rather to examine an 
action already taken, officially taken, and concluded, and one not sub- 
ject to review by the Board at the time of their hearing in Les 
Angeles on the 27th of June. 

The chair has directed that a subpena be issued to Mr. Tom Greg- 
ory, president of the Long Beach Federal Savings & Loan Assoei- 
ation. Mr. Gregory has been served with that subpena. 

Would you now take the witness stand ? 

Do you wish to be accompanied by counsel ? 

Mr. Greeory. Mr. Chairman, my counsel was ill when I came, so 
Iam alone. 


STATEMENT OF THOMAS A. GREGORY, PRESIDENT, LONG BEACH 
FEDERAL SAVINGS & LOAN ASSOCIATION 


(Mr. Gregory was duly sworn.) 

Mr. Moss. Will you state your name? 

Mr. Grecory. Thomas A Gregory. 

Mr. Moss. And your address, for the record. 

Mr. Grecory. 7 Vista del Golfo, Long Beach, Calif. 

Mr. Moss. Mr. Gregory, it has been the plan for the subcommittee 
to undertake specific inquiry on each of the nine points contained in 
the April order of the Board. 

We had planned to permit the Board to give testimony on each 
point, and then to hear from the association. 

In view of the withholding of cooperation on the part of the 
Board, I ask that you now address yourself, point by point, to the 
nine points contained in the charge under Order 13372. 

The first one I will ask you to respond to: The association has 
failed, since 1947, to pay to the Federal Savings & Loan Insurance 
Corporation the premium charges as provided by law for insurance 
by that Corporation of the accounts of the association’s shareholders 

You may proceed. 
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Mr. Grecory. Upon the return or partial return of the Long Beach 
Federal Savings & Loan Association in 1948, after a seizure in 1946, 
the shareholders had a claim against the Federal Savings & Loan In- 
surance Corporation for its conduct during the course of that seizure, 
and they attempted to sue the Corporation. 

The Corporation defended upon the ground that no agent had been 
appointed upon whom process of service could be served, and that the 
courts could not take jurisdiction. 

The shareholders instructed the officers of Long Beach Federal that 
if they paid the premium directly to the Insurance Cor poration that 
they themselves would be liable, and created a cross claim between 
the shareholders and the association’s officers where, if the premiums 
were paid under the bond, the officers would be liable on their bond. 

If they did not, the Insurance Corporation would not have its 

remium for the insurance of accounts. 

So the oflicers decided under those circumstances to avail itself of 
the statutes provided by Congress to interplead the amount of the 
largest claim the Insurance Corporation made for insurance premiums 
and deposit them in court subject to the claims of the association and 
shareholders, as well as that of the Insurance Cor poration. 

Mr. Houirretp. Mr. Gregory, may I ask you at this time when you 
started paying your insurance premiums into court ? 

Mr. Grecory. I should have that date readily before you. I believe 
it was about 1948 or 1949. 

Mr. Hoxtrreip. Will you furnish the exact date? 

Mr. Grecory. I will, sir. 

Mr. Houirrevp. At a later time. 

Mr. Gregory. I will do that. 

(Subsequently Mr. Gregory advised the subcommittee that the date 
was April 16, 1949.) 

Mr. Horirrecp. Have you continued to pay these sums which you 
deemed to be sufficient into the registry of the court each and every 
year y to the present time? 


Mr. Grecory. At various intervals we have paid the money into 
court. 

At the present time, there is the billing from the Insurance Cor- 
poration claiming $639,429.21. 

There is in the court available for the claim of the Insurance Cor- 
poration $757,868.22. 

Mr. Horrrrenp. So you are telling this committee that you have not 
oly paid all billings from the Insurance Cor poration into court, but 
that you have paid an additional amount over and above such billings 
into the registry of the court? 

Mr. Gregory. That is correct. It is in the registry of the court. 

Mr. Houirtenp. As far as you know, are there any claims for insur- 
ance unpaid at this time? 

Mr. Gregory. There are no claims for insurance that there are not 
funds in court to provide for it. 

Their latest billing—I will file a copy of that with the committee, if 
you like—their latest billing. 

Mr. Houirtecp. I ask you further, Mr. Gregory, if this same charge 
was made against you in 1949? 

Mr. Grecory. Yes, it was. 
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Mr. Horirrerp. And it was at that time that—what was the claim 
at that time? 

Mr. Grecory. They claimed the association had not paid its insyr. 
ance premiums, even though it had paid the sums in court. 

Mr. Hotirrevp. At that time, if the Insurance Corporation felt that 
you were not paying your insurance premiums, and that they had legal 
recourse, why did they not take action against you at that time to 
compel your compliance with their regulations? 

Mr. Grecory. Wvarywheie else that we know of that there has been 
a controversy with the Insurance Corporation, and there have been 
several over the Nation, everywhere else, excepting in our single jp. 
stance, the Insurance Corporation has gone into court to enforce their 
claims for their insurance premium. But they did not do that ip 
Long Beach. 

We had a valid claim against the Insurance Corporation, which has 
not béen paid. We think that if they came to the jurisdiction of the 
court, and we got the jurisdiction of the Insurance C orporation, we 
think they w ould be forced to pay the claim by a court direction. 

The funds are there if they come. We think we can prove we are 
entitled to it. 

If we can’t prove it, of course they have their funds then, and we 
would be required to pay the premiums. If we could prove it, then 
of course we would have an adjudication of it by the courts, rather 
than a seizure and a confiscation of the company. 

Mr. Hovtrretp. Have you been examined by the Home Loan Bank 
Board examiners each and every year since that date ? 

Mr. Grecory. It has been not each and every year. They have been 
running about 13 or 14 months apart these last few years. 

Mr. Hottrreip. Upon each occasion of these examinations, did the 
examiners know of this payment into court and the amounts that had 
been paid into court ? 

Mr. Greeory. In each instance their examination reports included 
the amounts paid into court, and set it out. 

Mr. Horirrevp. Has there been any action on the part of the Home 
Loan Bank Board during these intervening years to compel you to 
pay these insurance premiums direct ? 

Mr. Grecory. Not since the 1949 order to show cause why the Fed- 
eral Savings and Loan Insurance Corporation should not be appointed 
a received to liquidate Long Beach Federal—not since that time have 
they taken any action to do that. 

Mr. Houirietp. And so this can hardly be called an emergency situ- 
ation in view of the long history of it and in view of the fact that they 
are aware that you have paid more than the billings into the court 
registry, can it ? 

Mr. Greoory. It certainly could not be 60 or 90 days, one way or 
the other—it couldn’t have made any difference. 

The money is in court. I don’t think the association could get the 
money out of court without a notice to the Federal Savings and Loan 
Insurance Corporation. I believe it would have an opportunity to 
come and express its claim if there was an attempt to do so. 

I can think of nothing that would change the status within a 60- 
or 90-day period while the hearing was had bt any other process. 
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The money is in court. It has been tendered in court. It is there 
for the purpose of paying the premiums if they can prove it is due. 

We don’t think it is. We don’t think the amount that they have 
billed here is a proper amount. We don’t think that they are entitled 
to recover when they owe an obligation they haven’t paid. 

But the money is there. If they can prove it. 

Mr. Hotirtetp. Have you attempted during the intervening years 
to bring this case to a consideration of its merits in the court? 

Mr. Grecory. We have tried numerous times. We have had numer- 
ous hearings in the district courts. When we had our first congres- 
sional hearing before the Honorable Howard Smith, the Home Loan 
Bank Board contended that the committee should not hear the case 
because it was pending in the courts. 

As soon as we got to court, they contended they should not hear the 
case because the court had no jurisdiction. 

Mr. Hotirterp. Now, will you repeat that for my understanding ‘ 
You mean to say that they also claimed that the Smith committee had 
no right to inquire into the matter because there was a suit pending ¢ 

Mr. Greeory. That is right. 

Mr. Houtrretp. And when the suit came into court, they claimed the 
court had no jurisdiction over them ? 

Mr. Gregory. That is correct. 

That started back there, and there has been no change since. 

Mr. Houtrrecp. Well, you have heard them claim today Congress 
has no jurisdiction over them. 

Mr. Greeory. It is in different language, but the same attempt. 

Mr. Hoxtrievp. This seems to be a privileged organization that can 
claim immunity from any type of investigation, regardless of where 
it occurs. 

Mr. Grecory. We have been unable to bring it to a judicial con- 
clusion, or to a conclusion by means of an investigation by Congress 
thus far. 

Mr. Moss. Do you have copies of records available here for the com- 
mittee which would support your contention that payments have been 
made in response to billings into the Federal court ? 

Mr. Grecory. Yes, I have. 

I have the copy of the billings which shows the amounts. I have 
a copy of a breakdown prepared by our certified public accountant, 
who has initialed it, showing the deposits in court, and showing on 
the back of it the breakdown of the amount that is in excess of the 
specific—there is $486,345.09 listed on the front as Federal insurance 
premium and by deducting the balance in court, shows there are $271,- 
923.13 additional funds above that. 

Mr. Moss. These will be received for the record at this point. 

(The information referred to above are marked as Exhibits A-1 
and A~2 and appear in the appendix. Exhibit A-1 appears on p. 743 
and Exhibit A-2 appears on p. 745.) 

Mr. Grecory. There is, since you brought up the court matter— 
there is an impelling factor, I think, that may have bearing upon 
the case. 

There is one of the several cases pending that has been transferred 
to the State courts, and the judge ruled that the complaint of the 
Federal Home Loan Bank of San Francisco in connection with the 
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notes for $6,300,000 signed by the former conservator, Ammann, did 
not state a cause of action, based upon the theory, as was established 
in our case, that the exhaustion of administrative remedies was neces. 
sary before the bringing of a suit, and that is one of our difficulties jp 
enforcing our claims against the Board and the other arms of the 
agency. 

In this instance, the San Francisco Bank brought the suit, and the 
Long Beach Federal cross-claimed against them, and just the latter 
part of last year, the judge ruled that the complaint they had did 
not state a cause of action because they did not allege their exhaustion 
of administrative remedies prior to filing it in 1952. 

Mr. Moss. Is this in connection with the cost of insurance premiums} 

Mr. Greeory. It bears on both the deposit insurance premiums and 
the purchase of stock from the Federal Home Loan Bank of Sap 
Francisco. That is youritem2. It bears on both points. 

The court held that unless they could allege the exhaustion of ad- 
ministrative remedies—well, the court said, and I will quote from it: 





It is my considered opinion that the time is near to end this litigation by 
sustaining demurrers without leave to amend. However, I cannot de that at 
this time because, properly pleaded, the allegations in the pleadings could cop. 
stitute a cause of action. 

However, I do recommend to whatever court may again consider plaintiff's 
new complaint (should plaintiff elect to amend) and demurrer thereto that it be 
sustained without leave to amend unless plaintiff in the new pleadings alleges 
that it has exhausted its administrative remedies before the date of filing this 
complaint March 27, 1952, and states how and in what manner it has complied 
with the statutes. 

That is a compelling factor in the litigation, because it appears to 
us that we were very close to finally getting a judgment by the dis- 
missal of the complaint, which if sustained would amount to approxi- 
mately $10 million to Long Beach Federal. 

Mr. Houtrrevp. Mr. Chairman, I suggest that each one of these 
documents that are presented here be appropriately marked in numer- 
ical order and included in the record. 

Mr. Moss. Is there objection ¢ 

Hearing none, the request is granted. 

(The court decision is marked “Exhibit. A-3” and appears in the ap- 
pendix on p. 746.) 

Mr. Gregory, is that the substance of your testimony on item No, 1! 

Mr. Grecory. Excepting one more thing. I have page No. 23%, 
taken from the last examination report we have, where the examiners 
who examined the association listed $486,345.09 of the insurance pre- 
mium. They have calculated from the computations. 

It will also show the additional funds in court. 

Mr. Horirietp. What examination? What year and what date, Mr. 
Gregory / 

Mr. Grecory. That was in November of 1958. I would have to look 
it up to be sure—November 1958, I’m sure. 

That is November 17, 1958. 

Mr. Howirievp. What is this, the last examination of your books! 


Mr. Gregory. That is the last one on which we have received 4 | 


report. , 
Mr. Houtrretp. But there has been another one this year, I under- 
stand ? 
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Mr. Grecory. They started one January 25, this year, but we have 
not received a report. 

Mr. Moss. This is exhibit 4 for the benefit of the reporter. 

(An excerpt from the examination above referred to is marked “Ex- 
hibit A-4” and appears in the appendix on p. 752.) 

Mr. Moss. Mr. Wallhauser. 

Mr. WatiHAuser. Mr. Gregory, I didn’t understand clearly, and 
for the record I wish you would state what your authority was for 
paying t the money into the court, rather than to the Corporation. 

Mr. Grecory. ‘Pursuant to the Interpleader Act. 

Mr. Watiuacser. Interpleader Act? 

Mr. Grecory. That is correct, where there is a contest over—be- 
tween parties as to the amount that is due, that it is a legal tender to 


deposit the money in court for the benefit of the claiming party if 
there is an offsetting claim. 


That is a statute enacted by Congress. 

Mr. Watiuavser. Of course, there was a different Board and a 
different counsel then than now, isn’t that so? 

Mr. Grecory. That is true. 

Mr. WauttnAuser. For the record, I would like to again emphasize 
the fact that this Board so far has not refused to come alee the 
jurisdiction of any congressional committee. 

As a matter of fact, on page 1 ‘ot the statement, they state very 
clearly, and they go over to page 2, “the Federal Home Loan Bank 
recognizes the author ity of Congress to inquire into the operations of 
the Board in administering existing law and to make inquiry as to 
whether there is a necessity for a change in the existing laws govern- 
ing the Board’s operations. Accordingly, the Board is prepared to 
cooperate with this committee to the fuilest extent it may properly 
do so.” 

I call that to the attention of this committee so that an incorrect 
opinion in my judgment will not get into the record. 

Mr. Houirreip. Well, it is a matter of semantics, I might say. 

Mr. Moss. I must point out, the Board hastens at the ‘beginning to 
say it recognizes our jurisdiction. That was most kind of them, and 
I deeply appreciated it. 

But then on page 8 of the Board statement we find “Inasmuch as 
the determination of an emergency as indicated in Board Order No. 
13872 was based upon charges incorporated in Board Resolution 
13440”—I point out this is subsequent, you see, to the action of the 
Board—it had made the determination—then a month later it amends 
and orders a hearing—“which charges will be the subject of an adjudi- 
cation in the pending administrative proceeding, and since the under- 
lying facts supporting those charges and the determination of an 
emergency, are involved in that adjudication, the Board has no alter- 
native but to assert the judical privilege with respect to that matter.” 

In other words, the Board is most w villing to cooperate and to rec- 
ognize our jurisdiction under their rules and regulations, and as a 
Member of Congress I cannot concede that they are possessed of that 
authority. 

Each agency I have heard over 5 years has been most scrupulous in 
informing the Congress of its deep and undying respect, and of its 
recognition of the powers of the representatives of the people. 
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But they always say, gentlemen, under our terms we will determine 
at all times the bounds of your authority, when you can inquire and 
when you can’t, what we will give you and what we won't. And it is 
this assertion of privilege to which the Chair refers. 

Mr. Wauiuavuser. Mr. Chairman, I respectfully suggest that the 
Board could well say after the hearing, we will submit to any inquiry 
you choose to make regarding our acts, and I think that is their posi- 
tion. 

Mr. Moss. I think it is not the Board’s privilege to determine when 
it can be examined by the Congress. I think it is our privilege to 
determine when they need to be examined by the Congress. 

Mr. Wattuauser. There is a difference of opinion there. 

Mr. Moss. A very serious and basic difference of opinion. 

Mr. Wattuavuser. Yes, indeed, to which I disagree. 

Mr. Moss. That does not surprise me, sir. 

Mr. Watiuavser. Nor does your opinion surprise me, sir. 

Mr. Moss. I hope not. 

I have been spending 6 5 years as chairman of the committee, hoping 
to undertake the informing and educating of the Congress on its 
responsibilities and its prerogatives. 

Mr. Watiyavser. But were you not investigating the difference 
between the legislative and executive branch? That iS a question 
of judicial privilege. 

Mr. Moss. This is not a judicial agency when its acts administra- 
tively. 

Mr. Watrnavser. I think it has been ruled it is quasi-judicial. 

Mr. Moss. In some of its functions. 

Mr. Watinavser. This colloquy is not going to decide this ques- 
tion, Mr. Chairman. 

Mr. Moss. Not at all. 

You had the floor. 

Mr. Watiuavser. I yield to you. 

Mr. Moss. Mr. Holifield. 

Mr. Hoxirienp. Mr. Gregory, one further question. 

You have deposited these sums of money in what banks? 

Mr. Grecory. They are not deposited in banks; they are deposited 
in the registry of a court. 

Mr. Horirrerp. Excuse me. In what court, I should have asked. 

Mr. Grecory. In the first instance, in the U.S. District Court for 
the Southern District of California. There had been, by a court order, 
$215,000 of the moneys that were deposited, removed to a State court. 

That occurred by the San Francisco bank having originally defied 
the U.S. court and claimed they had no jurisdiction for the Long 
Beach Association to make : a claim against them, and chose, after 4 
years, in 1952 I believe it was, to file their own action in the State 
court. 

Upon motion, that was removed to the Federal court, and this waited 
until the various decisions concerning the administrative process in 
other cases, which would also affect it, had been determined, and the 
Federal court, after the determination of those facets, referred it 
back to the State court. 

The money that had been deposited in that case during the interim 
period also followed the case back to the State courts. 
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Mr. Houtrrevp. So at this time you have deposits in the Federal 
courts and deposits in the State courts? 

Mr. Grecory. That is correct. 

Mr. Houtriecp. For the various obligations? 

Mr. Grecory. That is correct. 

Mr. Houirrecp. Those are all the questions I have. 

Mr. Moss. Mr. Hoffman. ’ 

Mr. Horrman. Your association was engaged in promoting the con- 
struction of buildings, making loans? nity 

Mr. Grecory. As most savings and loan associations do, we have 
financed considerable construction business. __ hve: 

Mr. Horrman. You have been associated with this organization— 
Long Beach, you are talking about now—how long? 

Mr. Grecory. Since its inception. I organized it. 

Mr. HorrMan. In what year? 

Mr. Gregory. 1934. 

Mr. Horrman. How many buildings constructed on loans obtained 
from your organization are now unoccupied ¢ 

Mr. Grecory. Depending on the stages of construction and the con- 
dition of the subdivision, 1 would have to take a little while to figure 
that out. 

But if you would like me to do so, I will come very close to it. 

Mr. Horrman. What is your best estimate ? 

Mr. Greaory. We have—that are completed, probably about 300, 
or near completion. 

Mr. HorrmMan. Costing approximately how much each ? 

Mr. Grecory. Mr. Hoffman, I should like to figure that out for you 
and give you accurate figures on that. I will. 

Mr. Horrman. How is that ¢ 

Mr. Grecory. If you will give me some time, I will look at our 
records and give you some accurate figures on it. Otherwise, I am 
guessing at it. 

Mr. Horrman. Give us your best guess. 

Mr. Moss. Well, now, the chairman, in the absence of the gentle- 
man from Michigan, announced we would start with the nine items 
listed in the Board’s order 13372; and that we would inquire in order 
onthose. And we are now on the first item, the charge that the asso- 
ciation has failed since 1947 to pay to the Federal Savings and Loan 
Insurance Corporation the premium charges as provided by law for 
insurance by that Corporation of the accounts of the association’s 
shareholders. 

Mr. Horrman. It was my understanding the decision of the Board 
that an emergency existed was questioned—the soundness of that de- 
cision was questioned. 

I was proceeding along that order. However, if the chairman holds 
that—I don’t know how to do that, or I am not proceeding in order, 
I would like a ruling on it. 

That is all, Mr. Gregory. 

Mr. Moss. Mr. Holifield. 

Mr. Hortrrevp. Mr. Chairman, I think I would like to say, ex- 
ploring these charges in the order in which they were made, is an 
orderly procedure, and if we stick to each charge until it is exhausted, 
the questioning is exhausted, and I think the committee members 
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should be allowed to ask any question they wish to on each one of the 
charges, then we proceed in an orderly way down the list. I think we 
will get to every point that any member of the committee wants, 

Mr. Wauuiavuser. I would like to ask just one more question, 

Mr. Moss. Certainly, Mr. Wallhauser. 

Mr. Wa tiuouser. Mr. Gregory, as long as we are on the firs 
allegation, it says you have failed to pay the premium charges fo, 
insurance. 

I suppose technically that is true, is it not? 

Mr. Grecory. No, sir. The law provides that a legal tender js 
made when it is paid into court. 

So far as the law is concerned, we have complied with the act: 
with the enactment of Congress. . 

The payment has been made. 

Mr. Hotirrerp. You refer to the statute under which you pay 
this into court. Would you cite that? 

Mr. Grecory. That is interpleader statute. I will give you— 

Mr. WatiHauser. Were they all paid when due? 

Mr. Greeory. Substantially so. There may have been some delays 
because of court procedure in getting motions made and the amounts 
put in, but there have been more than ample funds in the court at 
all times that were subject to the claim of the Insurance Corpora. 
tion, whether or not they filed a particular motion or not. 

Mr. Moss. Would the gentleman yield at that point? 

Mr. Watxiyavser. Certainly. 

Mr. Moss. Under title 28, paragraph 1335 of the Judicial Code: 

(a) The district courts shall have original jurisdiction of any civil action of 
interpleader or in the nature of interpleader filed by any person, firm, or 
corporation, association, or society having in his or its custody or possession 
money or property of the value of $500 or more, or having issued a note, bond, 
certificate, policy of insurance, or other instrument of value or ameunt of $500 
or more, or providing for the delivery or payment or the loan of money or 
property of such amount or value, or being under any obligation written or 
unwritten to the amount of $500 or more, if 

(1) Two or more adverse claimants, or diverse citizenship as defined in 
section 1332 of this title, are claiming or may claim to be entitled to*such 
ote * property, or to any one or more of the benefits arising by virtue 
0 

And it goes on here. 

Mr. Hottrrevp. Mr. Chairman, I ask that the complete pertinent 
part of the statute be included in the record at this point in order 
that we may know exactly what we are talking about. 

Mr. Grecory. Mr. Chairman, there are other sections that bear 
upon that same one, which we have photostatic copies of here, and in 
addition to that, an excerpt from a Supreme Court case, Dugas v. 
American Surety Company, in which the Court held: 

In the interpleader suit there was an actual, complete and judicially sane 
tioned payment. * * * While the payment was into the court’s registry, and 
not directly to the claimants, it nevertheless was a lawful and effective pay- 
ment under the Interpleader Act. In effect the first decree converted the 
claims * * * into claims against the fund paid into the registry; * * * 

I would be very glad to file that with the subcommittee. 

Mr. Moss. That will be exhibit A—5. 

(The material referred to is marked “Exhibit A-5” and appears in 
the appendix on p. 753.) 
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Mr. Hourrretp. Does that include the original statute referred to? 
Mr. Grecory. Yes; it does. 

Mr. Watuiuauser. No other questions on this point. 

Mr. Moss. Mr. Smith. 

Mr. Smiru. Do I understand that under the act you filed the ap- 


propriate documents to show a controversy did exist between the 
parties ¢ 


Mr. Grecory. Yes, sir. 

Mr. Smirn. Have they responded in any manner? 

Mr. Greeory. In the original instance, they responded by claiming 
the court did not have jurisdiction. 

Mr. Smirn. Well, then, they filed special jurisdiction, too? 

Mr. Grecory. As I understand it, that is true. 

Mr. Smirn. But they never filed any general pleading? 

Mr. Gregory. They never made a claim against the fund. 

Mr. Smiru. I see. 

Have they known each time you filed that you deposited money 
and that the money is there 4 

Mr. Grecory. Yes, sir, they have. We served copies on them each 
time. 

Mr. Smiru. So, in other words, you say, No. 1 is false? 

Mr. Grecory. I say No. 1 is false. It is a misstatement to the 
public. It is misleading to the public. It doesn’t state the facts as 
they exist. 

Mr. Houtrretp. Did you discuss this matter with the various chair- 
men of the Boards over the past 14 years ¢ 

Mr. Grecory. I discussed it with every member of the Board, be 
he chairman or just a member of the Board, that served since the 
thing was instigated. 

Mr. Ho.irretp. So there was a complete awareness on their part 
that this method of legal tender was being used on your part? 

Mr. Grecory. Yes, sir. 

Mr. Wauinauser. What was the response of every member to 
whom you spoke ¢ 

Mr. Grecory. They thought there ought to be some way of getting 
around it so they didn’t have to go to court to get it. 

We talked compromise over the period of years. We got fairly 
close. We thought numerous times we would compromise. 

They dragged along from year to year, waiting for another examina- 
tion, or some other excuse, but finally in no instance was there ever a 
compromise, and the thing just kept going on, and we kept trying to 
compromise and kept trying to enforce our claims. 

Every time we tried to enforce our claims, there would be another 
examination or some other type of activity with voluminous papers, 
voluminous requests, that were in the nature of supervisory reprisals, 
which always made us hesitant how far to go to enforce our rights 
under the laws and under the courts. 

And, finally, our shareholders discussed with us the feasibility of 
moving out from under the jurisdiction of the Home Loan Bank 
Board into a State-chartered company, so we at least would get the 
principal of their funds beyond the reprisal reach of the Board, and 
we were in progress of doing so at the time of the seizure. 
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Mr. Samirn. Now, as to this No. 1, then: This attorney who wags 
fired, is he the attorney representing you on these interpleader actions? 

Mr. Grecory. That is correct, Mr. Charles Chapman, whom they 
dismissed from the case. : 

Mr. Smirnu. If they dismissed him, they could pick up that money 
without any litigation ? 

Mr. Grecory. That is correct, substituting their own counsel and 
their own agent as a party to the case, they would have controlled 
both sides to the litigation and thwarted the efforts of the share. 
holders. 

Mr. Hourrterp. What was the response of the court to the action on 
the Board’s part ? 

Mr. Grecory. He said no administrative body should ever put itself 
in the position of being accused of such an e ffort, and that it was not 
within the proper functions of a court to permit that to ever be done, 
and he refused to permit the counsel to be discharged. 

Mr. SMmirnu. on at is all I have, 

Mr. Moss. Now, Mr. Gregory, if you will proceed to item 2: 

Said association has failed, since 1948, to acquire, hold and maintain its stock 
holdings in the Federal Home Loan Bank of San Francisco in the required 
amount. 

Mr. Greeory. According to our caleulations, the act would require 
that we have $1,338,974.68 of stock as of April 20, 1960. That is, 
2 days before the seizure. I don’t have the last 2 days. The associa- 
tion owns, and has for a number of years $608,400 of stock. I have 
here a receipt from the clerk of the court for the stock certificates, 

Mr. Moss. That will be exhibit A-6. 

(The receipt is marked “Exhibit A-6” and appears in the appendix 
on p. 757.) 

Mr. Grecory. The auditors’ report which I filed a few minutes ago 
in connection with the insurance premiums also has on its face, about 
the middle of the page, “Cash for FHLB stock, $800,000.” 

The association has paid into the registry of the court the sum of 
$800,000. 

Mr. Hotrrerp. Did you discuss this with the various chairmen of 
the Board and the Board members over this course of some 11 years! 

Mr. Grecory. Yes, sir, I have discussed it with every member of 
the Board who has served for that period of time. 

Mr. Horirirerp. They were aware, then, of this method of legal 
tender which you had offered and which the court had acquiesced in! 

Mr. Grecory. That is correct, they had. 

Mr. Ho.trtetp. So this could hardly come as an emergency to the 
Board, could it ? 

Mr. Greeory. It has been a continuing matter simce about 1952, 
when we interplead our stock certificates into court, and I am going 
to have to get the date for you on which we interplead the $800,000 
into court. In other w ords, it was transferred from the Federal court 
to the State court, but I have forgotten the date when we put it into 
the Federal court, but I will get it for you. 

Mr. Moss. We will hold the record open at this point to receive 
that date. 

(Mr. Gregory later supplied the date as January 17, 1958.) 
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Mr. Houirtep. For the record, the $600,000 amount for insurance 
js one item, and the $800,000 for stock purchase is another item? 

Mr. Grecory. That is correct. They are two separate items. 

Mr. Horrrrevp. If the bank, as an adversary—was an adversary, 
could they have put their hands on this amount ? 

Mr. Grecory. Yes, sir, they could. 

Mr. Horrrrevp. If they had access to the courts, they could have laid 
claim on it at any time, is that right? 

Mr. Grecory. I will read you from page 46 of the association’s 
cross-claim against the Federal Home Loan Bank of San Francisco: 


Defendant association, by such standards, should presently own approximately 
$1,392,000. 


You will note the amount is less now than when we interplead it. 


It does own $608,400 par value of such stock. Defendants’ association should, 
therefore, purchase approximately $800,000 additional par value of such Federal 
home loan bank stock in plaintiff bank. Such Federal home loan bank stock is 
py statute made subject to lien of any genuine debt of stockholder association 
to the Federal home loan bank, but defendant association dare not pay any 
money to plaintiff bank lest such money be misappropriated by such bank and 
claimed payments of said denied nonexistent deficiency in said denied $7 million 
debt. Defendant association is thus imperiled by misappropriation of its $800,- 
000 if it attempts to purchase additional bank stock, and loss of membership in 
the Federal Home Loan Bank System, and possible termination of its existence 
as a Federal savings and loan association if it does not purchase said additional 
stock so required by statute. Association delivers to the clerk of this court 
herewith its cashier’s check for $800,000 for delivery order of this court to 
plaintiff bank concurrently with delivery by said bank to the clerk of this court 
to be held pending the outcome of this litigation of Federal home loan bank stock 
certificates evidencing ownership by said defendant association of 8,000 addi- 
tional shares of stock of plaintiff bank. 

So the funds have been deposited in the U.S. court and all the San 
Francisco bank had to do to get the money was to deliver the stock 
certificates to the court and it was entitled to the money. 

Mr. Houirievp. Did they deliver that stock to the court ? 

Mr. Grecory. No, sir, they never have. We asked the attorneys 
for the San Francisco bank for a stipulation or other assurance that 
they would not confiscate the $800,000 if we paid it to them for the 
delivery of stock. We were unable to get such assurances. 
record will show that. (See pp. 738-739. ) 

Mr. Watinauser. Will the gentleman yield ? 

Mr. Hourrteip. Yes. 

Mr, WatuiAvser. Because of the litigation, the bank refused to 
come in and claim the money, wasn’t that it? 

Mr. Grecory. No. I think it was because they had a motive in 
wanting to get hold of the funds for a similar thing to what they did 
tothe U.S. bonds. ‘They held $5,300,000 of U.S. bonds, and $1 million 
cash, as collateral for a note executed by the conservator, for several 
notes executed by the conservator. 

The association made a tender of $7 million cashier’s check into the 
registry of the court, pursuant to law, and the San Francisco bank 
denied the tender, refused it. The association has since kept the check 
intact as a continuing tender. Nevertheless, after that tender, the 
bank appropriated to its own use the bonds as they claim at a private 
sale to itself without. notice, at an amount $400,000—almost. $500,000 


The court 
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less than the cash bid they had in their hands at the time they were 
supposed to have ¢ onverted the bonds to their own use. 

Under those circumstances, we have been unable to get our bonds 
back. We have been unable to get possession of them, although the 
law says that when we made the tender they lost all liens upon the 
bonds. They lost all rights to have them as collateral. 

Mr. Watiuauser. Hasn’t the court given you some redress on this 
point you are raising / 

Mr. Grecory. That is a part of the case that I read from a little 
while ago, where the court said that they had no claim to even en- 
force the notes, unless they could allege the exhaustion of their admin- 
istrative remedies. It isin that case that this is involved. 

Mr. Smiru. No other questions. 

Mr. Hotirteitp. No questions. 

Mr. Moss. Mr. Hoffman, do you have any questions ? 

Mr. Horrman. No. 

Mr. Moss. Now, Mr. Gregory, these two items deal with issues of 
many years’ duration, approximately 13 years, on the question of the 
premium payments to the Federal Savings and Loan Insurance Cor- 
poration, and approximately 12 years on the failure to acquire and 
hold the stock in the San Francisco Home Loan Bank. 

In recent months, has the Board adopted any other, or any new 
procedure to try to enforce a settlement of these two issues? "Have 
they issued any instructions? Have they given any supervisory no- 
tices, or done anything different from the course followed during the 
past 12 or 1: 3 years? 

Mr. Grecory. There have been no orders of direction, there have 
been no directions of any kind as an order from the Board to do: any- 
thing in connection with either the insurance premiums or the pur- 
chase of stock. 

Mr. Moss. There has been no change in the character of these two 
issues which would, in your judgment, place them within the status of 
emergency matters ? 

Mr. Grecory. Not at all. 

Mr. Moss. Did they in any way endanger the solvency of the 
association ? 

Mr. Grecory. Either of these two items ? 

Mr. Moss. Either of these two items. 

Mr. Greaory. No, sir. 

Mr. Moss. Can you conceive of any change in character which would 
place them in an emergency status ¢ 

Mr. Grecory. No, sir. 

Mr. Moss. Let’s now take item 3. 

Mr. Howtrrecp. May I ask one question on this, Mr. Chairman! 

Mr. Moss. Yes. 

Mr. Hotirretp. What would have been the status of these funds if 
you had proceeded with your conversion to a State mutual institu- 
tion, as you planned? Would there have been any change, in other 
words, in the status of these funds, as far as the litigation i is concerned ! 

Mr. Greeory. Only in this respect: If we had followed out the plan 
of conversion and then liquidating the principal sum of the share- 
holders’ investment, it would have left the company where it was not 
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subject to reprisals by the Home Loan Bank Board if we enforced the 
litigation that we had and en forced the lawsuit. 

Mr. Ho.trretp. Not subject to reprisal, but that would not have 
deteriorated the value of these funds ? 

Mr. Grecory. Oh, no; the funds would have been retained in the 
court subject to their claims just the same as they are now. There 
was nothing in the move that could have jeopardized the equitable 
right of the Home Loan Bank Board to the funds if they were en- 
titled to them. 

Mr. Houirievp. That is all, Mr. Chairman. 

Mr. Moss. Item 3: 


Said association declared and paid dividends on savings capital during the 
years 1958 and 1959 when its net income and undivided profits were insufficient to 
make required additions to loss reserves and to pay the said dividends. 

Mr. Grecory. I have here an audit report prepared by our certified 
public accountant, and before I file it let me say this: that in each 
instance where we have paid dividends the association has consulted 
its certified public accountants. They have analyzed our records and 
our income and our expenses and the status of our company. And in 
each instance we have been advised we were within the rules and regu- 
lations in what we did. 

The Home Loan Bank Board has consistently, through their ex- 
aminers, while this litigation was pending, attempted to write down or 
rearrange the reserve status of our various surplus accounts in their ex- 
amination reports, but they have never given us an order or a direction 
that we could take as a final order that could be contested and the 
merits of it determined by a court, or not an order that we could con- 
sider as to its merits and determine whether or not we should comply 
with the order. 

As our certified public accountants have set out the accounts, they 
have said it complies with the rules and regulations, as we tried very 
diligently to stay within those rules and regulations. 

I want to file with the committee the surplus accounts on the books 
of the association as of December 31, 1957, June 30, 1958, December 
31,1958, June 30, 1959, December 31, 1959. 

I should like to make one more comment. There is considerable 
difference between the governmental bodies as to whether or not Long 
Beach Federal has made a profit in the years 1958 and 1959. The 
State of California has, since the seizure, filed a claim for franchise 
taxes against the association that would have required us to make 
$800,000 one of those years, $900,000 the other, over and above the 
payment of dividends. So the State of California thinks that the 
Long Beach Federal has made considerable money during the 1958 and 
1959 years, during the years in which the Home Loan Bank Board 
claims in this instruction that we haven’t. 

Mr. Horrman. Mr. Chairman, I want to let the record show that I 
object to the testimony he is giving us as to what the State of Cali- 
fornia did. Also to the filing of the statement, or the receiving in evi- 
dence of the statement of the certified public accountant, because in 
both cases the evidence is hearsay, it denies the right of cross-exami- 
nation of the witness or the one making the statement, and it is con- 
trary to the rulings of Jack Cochran, who was chairman of this 
committee several years ago—Democratic chairman, by the way. 
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Mr. Moss. The material now being received is being received under 
& previous unanimous consent request of the gentleman from Cali- 
fornia, Mr. Holifield; the gentleman from Michigan was absent and 
not in a position to enter a protest. The gentleman, however, js 
thoroughly familiar with the rules of procedure of the Honse of 
Representativ es, and the Chair must point out that having had the 
unanimous consent request acted upon by the members of the com. 
mittee then present, and having been granted, that he receives ex. 
hibit No. A-7 now in accordance with the previous agreement. 

(The auditors’ report is marked “Exhibit A-7” and appears jp 
the appendix on p. 758.) 

Mr. Houirrevp. I would like to ask the witness a question, Mr. 
Moss. 

You said that at some times the examiners attempted to “write 
down” various funds which you had. Now, what did you mean by 
that statement, Mr. Gregory ? 

Mr. Grecory. In the examination reports they have attempted to 
prejudge what the courts will do in a to the claims that the 
association has, and in reference to the counterclaims which the Fed- 
eral Home Loan Bank of San Francisco had against the Long Beach 
Federal. They have attempted to prejudge that and write it off of 
the reserves prior to a decision. 

Mr. Ho.trretp. Was this so-called write-down, or prejudging, in 
their own favor? 

Mr. Grecory. Always in their own favor. When it was in our 
favor, they sometimes left the figures out. That is in one instance 
in particular. 

Mr. Hoxirrevp. Can you give us some examples? 

Mr. Gregory. Yes, sir. M: ay I put that down, and I will, when 
I come back again? I will have that one for you. 

Mr. Houtrretp. May the record be kept open for this? 

Mr. Moss. Is there objection to keeping the record open at this 
point to receive that material ? 

Hearing none, the record will be kept open to receive the material. 

(See exhibit D-3 3, p. 852.) 

Mr. Gregory. Thank you. 

If the committee would like, I made a reference to the franchise tax 
board’s assessment or claim against the Long Beach Federal for the? 
years in which the Home Loan Bank Board claims we did not make a 
profit. Ifthe committee is interested, I shall be glad to file a copy. 

Mr. Moss. The subcommittee is certainly most interested. It has 
been made a point at issue here. If you have a communication from 
the State of California, we will receive it now as exhibit A-8 under 
the previous agreement. 

(The communication referred to is marked “Exhibit A-8” and 
appears in the appendix on p. 760.) 

Mr. Grecory. In 1958 they make a claim for $74,975 principal. 
That would require the association to net approximately $900,000 be- 
fore we would have that amount of tax due. And in 1959 they make 
a claim of $74,900. The tax rates changed between those years. We 
would have to make approximately $800,000 in order to justify that 
amount. 
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Mr. Moss. What was the contention of the Board as to the amount 
the association was supposed to have earned—the profit of the asso- 
ciaion during that period ? 

Mr. Grecory. I will see if I can find it right quick for you. I do 
not have the Board’s figures for 1959. They have not filed their 
report with us yet. I think I may have a copy of their 1958 report 
somewhere here. I am sorry, I do not have, but I will look it up for 
you and have it. ; . , 

Mr. Horrman. Mr. Chairman, in connection with that testimony 
I would like to ask a question. 

Mr. Moss. Cattainty. 

Mr. HorrmAn. You say the State of California there in 2 years 
made a claim that the association owed a tax, did you not? 

Mr. Grecory. Yes, sir; that is what I said. 

Mr. Horrman. Did you pay it ? 

Mr. Grecory. No, sir. We didn’t think we owed that amount of 
tax. Wethought we had an offset against it. 

Mr. Horrman. Well, you still thought you made a profit ? 

Mr. Grecory. Yes, sir; we thought we made a profit. 

Mr. Horrman. But you thought you had a counterclaim ? 

Mr. Grecory. That is correct. 

Mr. Horrman. What profit did you make? 

Mr. Greeory. May I look that up, Mr. Hoffman, and give you a 
copy of the association’s figures on that ? 

Mr. Horrman. If that is the best I can get. 

Mr. Grecory. We will have it for you. 

Mr. Houirretp. Mr. Gregory, on this item No. 3 that we are dis- 
cusing; when did the bank examiners first ascertain or come to the 
conclusion that your earnings were not sufficient to pay your dividends 
for 1958 and 1959? 

Mr. Grecory. The first inquiry on that was prior to June 30, 1959. 
We reanalyzed our accounts, and I wrote the Home Loan Bank Board 
a letter, in which I said in response to their inquiry——— 

Mr. Horirtevp. The date, please. 

Mr. Grecory. July 7, 1959. 


It is obvious that whoever furnished you the information, the basis of your 
letter did not furnish all of the information concerning the association’s general 
reserve surplus and undivided profits. Account No. 2723, as shown in the sum- 
mary taken from the Federal examiner’s report, to have a credit balance of 
$2,506,959.87, was necessarily left out in order to create a debit balance as 
quoted in your letter. 

So at that point we demonstrated to the Home Loan Bank Board, 
or at least we thought we did, that there were ample funds with which 
to pay the dividends. We heard nothing further from them. 

Mr. Horirreip. Did you, subsequently to that letter in July of 1959, 
pay a dividend in December of 1959 ? 

Mr. Grecory. Yes, sir. 

Mr. Houirmetp, Was there any protest on the part of the Home 
Loan Bank Board against that payment of dividends, or was there 
any formal order given you, or direction given you, not to pay a divi- 
dend on December 31, 1959 ? 

Mr. Grecory. There was no formal order, and no direction. 
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Mr. Ho.irretp. Then this third charge of theirs could hardly come 
under the category of an emergency situation which they were not 
aware of and which they had not condoned by acquiescence, at, least, 
in failure to give you direction to cease and desist; it could not he 
considered as a new-found fact or an emergency ? 

Mr. Grecory. It was our opinion that the association had ample 
funds to pay its obligations. No one has shown us anything different 
from it. As a matter of fact, we think there is an additional claim 
that the association is entitled to, and if we followed the standards 
set by the Federal Home Loan Bank of San Francisco of accruing 
interest and paying dividends based upon the accrual before collec. 
tion, which they did in 1946 or 1947, we would have an additional claim 
of interest due from the Federal Home Loan Bank of San Franciseo 
for the conversion of our assets amounting to $2,600,000 in excess of 
that amount at February 23, 1960. 

I have here a letter addressed to the Chairman of the Home Loan 
Bank Board, in which we set out the nature of the claim, quoted the 
law of our State on it. The note signed by Mr. Ammann, the con- 
servator, said : 

This note shall be construed according to the laws of the State in which the 
principal office of the payee is situated. 

The principal office of the Federal Home Loan Bank of San Francisco 
is located in California, therefore the California law would prevail. 
Section 1504 of the California Civil Code reads : 

The effect of offer on accessories of obligations: An offer of payment or other 
performance duly made, though title to the thing offered be not transferred 
to the creditor, stops the running of interest on the obligation, and has the same 
effect upon all of its incidents as the performance thereof. 

At the point where we made a tender to the Federal Home Loan 
Bank of San Francisco, they lost any lien rights they might have 
had on our bonds, and from that point, according to our California 
Jaws, they are obligated to pay an interest on them equal to the legal 
rate of 7 percent per annum. That exceeds $2,600,000. We think 
we would be entitled to that additional amount as income to the asso- 
ciation, and to offset any other claims that there might be. 

Mr. Houtrtevp. This is a matter of litigation, however ? 

Mr. Grecory. That is a matter of litigation. 

Mr. Hotirrerp. It has to be determined by the court ? 

Mr. Grecory. That is right. 

Mr. Houtrrevp. Let me ask you this question: During the past sev- 
eral years have you paid the customary rate of interest for savings 
and loan deposits as paid by your competitors in southern California! 

Mr. Grecory. We have paid a competitive rate. 

Mr. Houtrietp. You have not paid in excess of the going rate? 

Mr. Grecory. No; we have not. 

Mr. Housrtevp. Is it necessary for you to pay the going rate of 
interest in order to maintain your deposits? 

Mr. Grecory. I doubt if we would maintain the deposits on a com- 
petitive basis if we didn’t pay a comparable rate to our competitors 
I doubt very much if we would. 

Mr. Smirn. Will you yield on that point? 

Mr. Horrrierp. T yield. 
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Mr. Smiru. Did your competitors also announce they were paying 
4Y% pee nt at the end of this period ? 

Mr. Gregory. Yes; they did—all of — have. 

Mr. Smiru. At the beginning of this year, 1960, you did announce 
you would pay the 414 percent on savings peas was paid by your 
competitor sg? 

Mr. Grecory. Yes; we did. 

Mr. Smirs. How much will the depositors who have withdrawn 
their funds lose in the aggregate? What is your estimate? 

Mr. Grecory. Approximately $700,000. 

Mr. SMarH. Would that be true if all of the $96 million were 
withdrawn 4 

Mr. Grecory. No; that is an approximate figure of the $40 million 
withdrawn thus far. 

Mr. Smiru. And if the rest of the funds were withdrawn before 
interest date, this sum of $700,000 would be increased considerably, 
would it ¢ 

Mr. Grecory. It would be about $1,800,000 or $1,900,000. 

Mr. Smirn. You have no assurance at this time that the Federal 
Home Loan Bank Board will pay the interest rate on June 30, do you? 

Mr. Grecory. No, sir. No one from the Home Loan Bank Board 
has told me they would or would not. Our customers who have 
cone there, some ‘of them have been told they would be paid a com- 
petitive rate. Some of them have been told they didn’t know how 
much. So there have been various reports as to what would be done, 
but I have not had that confirmed to me directly either way. 

Mr. Hoxrrreip. Are there any further questions on item No. 3? 

Mr. Watinauser. Yes: I have a question. 

The main issue in item No. 3, as I see it, Mr. Chairman, is whether 
or not the Board’s examiners were correct, or whether the certified 
public accountant of the association is correct as to the status of the 
reserves; isn’t that so, Mr. Gregory ? 

Mr. Gregory. That is primarily so. Whether or not their analysis 
is accurate or whether or not they are attempting to prejudge ‘the 
litigation and settle it by an intimidation over the amount of reserves. 

Mr. Watinavuser. Of course, up to this point we have no testimony 
of any kind to controvert yours that it was below the required amount. 

Mr. Hourrrerp. May I point out that the Board was given the oppor- 
tunity of first substantiating each one of these charges, and then it 

was announced Mr. Gregory would tell his side of the story. The 
Board have excluded themselves from substantiating the charges, and 
the committee is forced to proceed in this manner. 

Mr. Watiuauser. I think the Board is willing to answer, as I 
understand it, after the hearing date, or after the conclusion—— 

Mr. Houtrietp. They are willing to pray over the corpse, after it 
is dead. 

Mr. Watimavser. That is your designation. 

Mr. Houirreip. That is right. 

Mr. Gregory. In order—Mr. Hoffman has asked me what reports I 
have had as far as the Board’s calculations are concerned. I hope to 
have that for you by the time we meet next. 
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Mr. Watinavser. I notice in your statement of the State of Gali. 
fornia request for taxpayments, you didn’t pay 1955, on. Is that 
because you had a counterclaim of some kind ? 

Mr. Grecory. We had litigation pending. We said we didn’t know 
the outcome of the litigations, and we did not pay except. at the points 
where we did have any liability, and at those points we have paid, 

Mr. Waxinmavser. I also notice this committee is trying to estab. 
lish whether an emergency existed at the time, Mr. Chairman, and ag 
I read the statute, under the existing statute at least, the Board deter. 
mines whether an emergency exists and appoints a supervisory rep. 
resentative in charge. So I wonder what our committee is trying to 
establish. Are we trying to indicate that the statute is faulty or 
are we trying to indicate that the Board didn’t properly establish 
anemergency? That is probably what we are trying to establish. 

Mr. Houiriecp. The chairman made the announcement of the pur. 
pose of the committee’s hearing, and that was to see whether the 
emergency—the decision to handle this under the emergency pro- 
cedure, rather than handle it under procedures which would haye 
retained the integrity of this institution and prevented its liquidation 
in the community, should have been used, rather than the using of 
the most drastic method which they could use, which was a seizure 
under their declaration of an emergency. 

Mr. Watiuavser. We do agree that the statute gives them the legal 
right to proceed as they have? 

Mr. Houirtetp. The record will speak for itself. 

Mr. Horrman. Pardon me, I didn’t hear you, Mr. Holifield. 

Mr. Hotrrrerp. I said the record will speak for itself on that point. 

Mr. Smiru. I had understood really the question is that they were 
not using their discretion in making their decision. Even though 
somebody has a legal right to make a decision, there are such things 
as abuses of discretion in adminstrative agencies. 

Mr. Watiuauser. Yes, but that cannot be determined without 
testimony on both sides. 

Mr. Hortrrevp. We are not precluding any testimony on both 
sides. 

Mr. Watinauser. Only as to a question of time, the time of the 
hearing, which in my judgment could well wait until after June 27. 

Mr. Houtrterp. That is the gentleman’s evaluation, his interpre 
tation, he is entitled to it. 

Mr. Watinavser. Thank you. 

Mr. Hottrtetp. We will now proceed to—— 

Mr. Situ. I had a question. 

Mr. Ho.irtetp. Oh, excuse me, Mr. Smith. 

Mr. Smrrxu. How much is the paid-in capital ? 

Mr. Grecory. We are pure mutual, there is no paid-in capital. 

Mr. Smirn. I see. How much is the amount under the require 
ments of the statute that must be in reserve at this point? 

Mr. Grecory. It is on the auditors’ statement there-—just a minute 
and I will give it to you. 

Mr. Smirnu. Is that this $4,924,000? 

Mr. Grecory. Yes, sir; that is. 

Mr. Smiru. Who figured that? 

Mr. Grecory. Certified public accountants. 
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Mr. Smrru. I see. 

Mr. Grecory. Who have been auditing the books. 

Mr. Horrman. Mr. Chairman, I have three or four questions be- 
fore you proceed to the next item, which applies to all of the items. 

Mr. Houtrrevp. We are taking the items one by one, sir. When we 
consider them one by one, then general questions will be in order. 

Mr. Horrman. When what? 

Mr. Hotirretp. When we consider the items in their numerical 
continuity here, one by one, why then I assume the chairman of the 
committee, who is absent from the room, will permit general ques- 
tions. I hope he will. I will ask him for that privilege. 

Mr. Horrman. You are on (d) now, aren’t you ? 

Mr. Houirrevp. We are on 3, and we were proceeding to 4. 

Mr. Horrman. That is (d), isn’t it? 

Off the record. 

(Discussion off the record.) 

Mr. Hottrrevp. That is the one. 

Mr. Horrman. That is the one I have, only I have (d) on my 
book. 

Mr. Syntu. Before you leave 3, I want to ask a question. 

Mr. Horrman. Is he through ? 

Mr. Horirretp. No, he still has a question. 

Mr. Smiru. Have you been informed as to how much the Board 
believes you should have in surplus under the provisions of the law? 

Mr. Grecory. The Board I do not believe are in disagreement with 
the amount that we have set aside for Federal insurance reserve. Or 
at least if they are, I have never been so advised. 

Mr. Smirnu. It is your belief, then, there is an agreement it should 
be $4,924,000 plus? 

Mr. Grecory. That is right. If there is any different calculation 
onit, I haven’t been advised. 

Mr. Smiru. The disagreement comes as to whether or not you have 
in excess of that amount as surplus; is that right? 

Mr. Grecory. The disagreement comes as to whether or not the 
Board should prejudge what the courts will do as to the adjudica- 
tion of claims and write off all of the claims against the association 
and take into consideration none of its offsets, taking the worst pos- 
sible condition and then adding some on to that, as the situation in 
which the Board attempts to arrive at the amount of surplus we have. 

Mr. Surry. All right. What is the amount that the Board has 
agreed under any circumstance you have in surplus? Do you have 
that figure ? 

I am speaking now as if you excluded all the contested claims. 
How much would you have in surplus? 

Mr. Grecory. It was approximately 5 percent in the report, after 
they had excluded the claims. Approximately 5 percent of 

Mr. Smirn. $15 million ? 

Mr. Grecory. Of whatever our accounts were in the 1958 report. 


At that point we were—they showed approximately 5 percent in their 
report. 
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Mr. Smrru. So, then, if you excluded all the contested clains, they 
you have approximately the right amount of surplus ? 

Mr. Gregory. That is correct. 

Mr. Houiriecp. If you included any part of the protested claims, 
that would of course raise your reserves over and above the legal 
requirement ¢ 

Mr. Grecory. If we include the amounts that have not been adjudi- 

cated yet against us, where there is not an adjudication against us, we 
aad have $15 million, approximately, in surplus. 

Mr. Houitrretp. Would that be $10 million in excess of the 5? 

Mr. Grecory. $10 million in excess of the legal requirements, that js 
correct. And to arrive at a writedown at all, you have to prejudge 
what the courts will do. 

We think we have valid claims. We think they did not believe— 
we think if they did not believe we had valid claims, they would g0 
to court with us. 

Mr. Moss. Do you have additional questions ? 

Mr. Smirx. Lam through. 

Mr. Moss. Mr. Hoffman ? 

Mr. Horrman. I understand you are going to adjourn after this 
one anyway, after 3. Ihave no questions on it. 

Mr. Moss. Mr. Wallhauser ? 

Mr. Watiuauser. No. 

Mr. Moss. Mr. Holifield ? 

Mr. Houirretp. No further questions. 

Mr. Moss. Mr. Gregory, on this third specification here—first, what 
is the usual procedure of the Board to issue instructions to member 
associations whom they feel have violated the rule or regulations, 
or require supervisory advice ? 

Mr. Grecory. It is our understanding that if the Board feels that 
the association has violated any rule or regulation, or adopted a 
policy which they believe to be unsound, that they give the association 
an order. The association then has a month within which to either 
comply or contest it. 

Mr. Moss. Have you received any orders in connection with either 
1958 ~ 1959 dividend payments ¢ 

Mr. Grecory. No, sir. 

Mr. Moss. What was the manner of notifying you of the Board’s 
disagreement. or of their displeasure over the dividends paid during 
these 2 years? 

Mr. Grecory. I had an inquiry, as I said, along about June of 1959. 
I read from a letter a while ago in which I answered it. We discussed 
the matter with the Board in a conference in Washington in Novem- 
ber. I thought it was well resolved. I answered the conference, or 
I wrote a letter of confirmation of the conference, setting out the mat- 
ters which we discussed. 

I received a letter from Mr. Robertson on January 5 in which he 
expressed a disagreement with my letter. There was no instruction. 
There was nothing else about it in the way of direction or otherwise. 

I answered that letter in February. I received no further com- 
munication at all. 
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Mr. Moss. What method is used in bringing to the attention of the 
Board the dividend rate determined by the directors of a member 
association ¢ 

Mr. Grecory. So far as I know, the only way they know is when 
they have an examination, other than the supervisory agents in the 
district who are always aware of how much each company has an- 
nounced and paid. 

Mr. Hoxirtecp. It is a general policy for the Federal mutuals to 

ay the same rate of interest in the same region, is it not ? 

Mr. Grecory. It is necessary- 

Mr. Horirtevp. It is not obligatory but it is the custom ? 

Mr. Grecory. It is necessary for competitive purposes. 

Mr. Moss. Had there been any prior to the 20th of April, or the 19th 
of April, when 13372 was issued? Had there been any notices or any 
consultations with yourself or your directors and the representatives 
of the Board on this point ? 

Mr. Gregory. None at all. 

Mr. Moss. Can you conceive of the feeling and character of this 
matter which would have brought it into the category of an emergency 
problem $ Jah 

Mr. Gregory. No, sir; I cannot. 

We have operated the company for a great many years. We have 
had a great deal of interest in its welfare. We have been interested 
in its reserves. We were interested in its liquidity for the purpose of 
making a conversion. 

Consequently, our investments were not as high as they have been 
in other periods, but nevertheless it was sound. 

Mr. Moss. Who is the supervisor in charge, at the present time? 

Mr. Gregory. Of the district? 

Mr. Moss. Of Long Beach Federal. 

Mr. Grecory. Mr. Ault, I think it is. 

Mr. Moss. What is his background ? 

Mr. Grecory. The only time I ever have seen him before, he has 
just been a regular examiner. 

Mr. Moss. An examiner for the Board ? 

Mr. Gregory. The Federal Home Loan Bank Board. 

Mr. Moss. Are there other officials of the Board, or other personnel 
of the Board, at the bank, or at the institution now ? 

Mr. Grecory. A Mr. Keith, I understand was, according to his 
testimony, instructed to make an inventory of assets, and then they 
have someone else presumably making an examination. 


Mr. Moss. The actual operation of the institution is under Mr. 
Ault? 


Mr. Grecory. That is right. 


Mr. Hotirre.p. Has Mr. Ault, to your knowledge, operated savings 
and loan institutions ? 
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Mr. Grecory. If he has, I have never known about it. 

Mr. Moss. I will get that information from another source. 

Mr. Houtrrerp. Oh. 

Mr. Moss. I think that is all the questions I have, Mr. Gregory. 

You are excused until, well, I will have the staff notify you. It 
will be on Thursday, depending on the schedule we finally decide upon 
for Thursday. 

I am inclined at the moment, if the necessary staff work is com. 
pleted, to hear the Board members and their counsel come Thursday 
morning. 

In any event, you are now excused. You will keep yourself avail. 
able to the subcommittee. 

Mr. Grecory. Mr. Chairman, before I go, may I file with the com. 
mittee a copy of the reporter’s transcript in connection with the $800, 
000 funds in court and the $215,000 of insurance premiums, and direet 
the committee’s attention to pages 67 and 69, where the court ordered 
the amounts filed ? 

Mr. Moss. Those are matters you testified to— 

Mr. Grecory. That is correct. 

Mr. Moss. Earlier, and read from the documents ¢ 

Mr. Grecory. That is correct. 

Mr. Moss. They are accepted under the general agreement made at 
the request of Mr. Holifield. 

(The document referred to is marked “Exhibit A—9” and appears 
in the appendix on p. 773.) 

Mr. Grecory. I have one other document I would like to file. 

We referred a little earlier to the claim the association had against 
the San Francisco bank, and the contention that the San Francisco 
bank held certain assets the association owns, and which they con- 
verted to their use. 

We made a legal tender by a $7 million cashier’s check, and wé also 
filed a written notice that we desired to bid and assured them that we 
would bid enough to pay $7 million. 

Mr. Moss. That again is a matter which you have already given 
testimony on ? 

Mr. Gregory. That is right. 

Mr. Moss. The documents from which you read in the presentation 
of that testimony. 

(The documents referred to are marked “Exhibit A—10” and-“Ex- 
hibit A-11” and appear in the appendix. Exhibit A—10 appears on 
p. 779 and exhibit A—11 on p..784.) 

Mr. Grecory. I would like also to file a photostatic copy of the 

eashier’s check which has been kept intact since December 17, 1953; 
at which time the tender was made. 

Mr. Moss. We will receive it. 

(The cashier’s check is as follows :) 





LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 79 


uu. Tt 
2 Upon 


5 com. pwweerense sees 







| 


Pay to the Clerk of U. S. 


irsday District Court, Southern 





thereon, June 1948. to mat 
dui 


¢ 
inclusive {33 per cched 
A 
’ 


ade at 


> SUANN Vy 


ppears 


-_ 
h. SA of Distriet of California, in 
nals > <2 Case NO. 13979, subject t 
avail. p 33 orders of Court in said ls 
a a” but only upon condition ¢t 
e com. oS | emourrently with delivery 
$800. 4 this: cheek to said Clerk, 
3 y = é ! peyee receives delivery to it 
rect i. it from said Clerk of: 
rdered - $ I {a} $5%,200,000,.00 ¥- 3 
f Bi © Government 1/2 and’?e 1/48 
0 od vonce, and eli interest coupons 
4 4 ex 
ver é * b ; 
: 
tr 
bs 
a 
g 


x 
» 
3 





a oe : 
ae 


° oy 
at on TERS mes Skt Pee 
2 * nah President 
. fo SS 
Leainst > Fee ; By 
‘y con- BS 


vé also 
hat we 


SS 


Y givell 


20 MEA +O 


UNVG SLINVH 


ntation 


d-“Ex- 


ars On 


of the 
, 1953. 








80 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. WatiuaAvser. Mr. Chairman, before we adjourn, may I make 
one request ¢ 

Mr. Moss. Certainly. 

Mr. Wautuuauser. I was not under the impression we had agreed 
on a blanket receipt of all exhibits. I certainly don’t question youp 
putting in the motion, or Mr. Holifield putting in the motion, but | 
wonder if before we meet again the reporter would advise us as to 
just the wording of that request. 

I understood we were asking for approval on each exhibit as it would 
be presented, but I could be mistaken. 

Mr. Moss. The chairman will instruct the staff to take from the 
transcript of this session of the hearings the request of Mr. Holifield 
and supply a copy to Mr. Wallhauser. 

Mr. Watiuauser. For the record, I would like to say, if it is so, | 
misunderstood the request. 

Mr. Hoxirrevp. I am sure the gentleman wouldn’t want to deny Mr, 
Gregory the right to substantiate his testimony by documents, in view 
of the fact that the committee has placed him under oath. 

Mr. Watiuavser. No, I would not. 

Mr. Houtrtetp. And has subpenaed him before this committee. 

Mr. Watxuauser. No, I would not, but I would like my colleague, 
Mr. Hoffman, who was not in the room at the time, to make the request 
if he so desired. 

Mr. Moss. Certainly the staff will take the motion from the tran- 
script of testimony. 

Mr. Horrman. And of course I make the further objection, Mr, 
Chairman, it doesn’t make any difference what the committee may 
have unanimously agreed upon, they can’t change the law as to the 
admissibility of evidence. 

Mr. Moss. Well, the chairman will point out to the distinguished 
gentleman that the rules of evidence in the courts do not bind the com- 
mittee nor its members, and the Chair is acting on the rules of the 
House, and not questions of admissibility of evidence in the courts, 

That is in keeping, I think, with the best traditions of the House, 

Mr. Horrman. Of course, the chairman of this committee, Mr. Coch- 
ran, ruled contrary 

Mr. Moss. This is Mr. Moss who is now chairman. 

Mr. Horrman. I understand that, and I think everyone present 
does. 

Mr. Moss. We stand adjourned until 10 o’clock on Thursday 
morning. 

(Whereupon, at 4 :38 p.m., the subcommittee.adjourned, to reconvene 
at 10 a.m., Thursday, June 9, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


THURSDAY, JUNE 9, 1960 


Hovust or REPRESENTATIVES, 
SreciAL SuBCOMMITTEE ON THE 
Hlome Loan Bank Boarp 
OF THE COMMITTEE ON GOVERN MENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., George Washington Inn, Hon. 
John E. Moss (chairman of the subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Merbert Roback, subcommittee staff member, and 
Jacob Scher, subcommittee counsel. 

Mr. Moss. The subcommittee will now be in order. 

At the time of our adjournment on Tuesday, the question was raised 
by Mr. Wallhauser as to the nature of a unanimous-consent request by 
Mr. Holifield relative to the receiving of documents which would be 
diseussed in connection with Mr, Gregory’s testimony, pages 129-130 
ofthe transcript. There you will find: 

Mr. Houirietp. Mr. Chairman, I suggest that each one of these documents— 
inthe plural 
that are presented here be appropriately marked in numerical order and in- 
cluded in the record. 

Mr. Moss. Is there objection? 

Hearing none, the request is granted. 

The record should show that the chairman in making his subse- 
quent ruling ruled in accordance with the unanimous-consent request 
made by Mr. Holifield, that he did not err in that ruling. 

Mr. Watiuavuser. No; I certainly don’t think you erred on the 
ruling based on the question. My only question now is when Mr. 
Holifield asked the question, “Mr. Chairman, I suggest that each one 
of these documents,” which documents he refers to ? 

Mr. Moss. They were then in evidence before the committee on the 
table with Mr. Gregory. 

Mr. WatinaAuser. So that any other documents that are presented, 
other than the ones that were on the table, would be separately asked 
for? 

Mr. Moss. Most assuredly. 

Mr. Wattnavser. Thank you. 

Mr. Moss. Mr. Robertson, would you take the witness chair ? 
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Now, on Tuesday, I announced that the committee would undertakg 
an analysis of the statement made by Mr. Robertson on behalf of thg 
Board, and that we would want to examine the Board on that state. 
ment, and that, of course, is the purpose of the hearing session herp 
this morning. 

At this point, Mr. Roback, would you begin the examination ? 

Mr. Horrman. Mr. Chairman, before you go further, I have ap. 
other committee meeting, the Committee on Education and Labor, and 
I was wondering, is Mr. Gregory going to testify again today, this 
morning ? 

Mr. Moss. I don’t think there is the slightest possibility of reaching 
him this morning. It is doubtful that we would reach him this after. 
noon. I would, if you like, have the clerk notify you in the event Mr, 
Gregory is recalled to the stand today. Where could you be reached! 

Mr. Horrman. At the Committee on Education and Labor, or at 
my office. 


TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 


HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. DIXON, | 
BOARD MEMBER; WILLIAM J. HALLAHAN, BOARD MEMBER; | 


THOMAS H. CREIGHTON, JR., GENERAL COUNSEL; EDWARD E£. 
SLOANE AND SIMON H. TREVAS, ATTORNEY-ADVISERS; JOHN y, 
WYMAN, DIRECTOR, DIVISION OF SUPERVISION; AND LAY. 
RENCE M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF Ex. 
AMINATION 


Mr. Rozack. Mr. Chairman, may I ask the other witnesses to step 
aside a bit so we can talk directly to the witness. 

You understand, Mr. Robertson, that your oath of the other day 
carries over to this hearing ? 

Mr. Rosertson. Oh, yes. 

Mr. Rosack. Did you prepare your statement, Mr. Robertson! 

Mr. Rosertson. Not alone, sir. 

Mr. Rozack. Isthis a statement of the Board ? 

Mr. Roserrson. It is a statement of the Board. 

Mr. Rogpack. Was this statement prepared in any respect by your 
counsel ? 

Mr. Ropertson. Yes. 

Mr. Rozack. And this represents approval by the three members of 
the Board ? 

Mr. Rosertson. Yes. 

Mr. Rosack. Are you a lawyer, Mr. Robertson ? 

Mr. Ropertson. No. 

Mr. Ropack. I am not a lawyer, either, so perhaps we can help each 
other understand for the committee the point of this statement. 

Now, let us examine it. What is the point of the reference on page 
3 to Fahey v. Mallonee, the Supreme Court case decided in 1947? 

The point in your statement is that it was proper for the Board to 


appoint a supervisory representative before rather than after a hearing | 


on the matter. Did you suppose that the committee questioned the 
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statement of law that there was authority to appoint a supervisory 
representative before rather than after a hearing? 

Mr. Rosertson. I should like to ask Mr. Creighton—— 

Mr. Rozacx. Excuse me, I am asking you now for your under- 
standing of this statement which you prepared with the assistance of 

our counsel. 

At the proper time, and if the Chair so permits, Counsel Creighton 
will testify. . 

Mr. Watiuacser. Mr. Chairman, may I request that the witness be 
allowed to confer with counsel before answering the question, all ques- 
tions ? 

Mr. Moss. Now, let’s try to arrive here at an understanding of the 
objective of the committee in undertaking this examination. 

Mr. Robertson is Chairman of the Board; he has presented a state- 
ment which he tells us was adopted by the Board as their statement. 
Am I correct, sir? 

Mr. Ropertson. Yes. 

Mr. Moss. Now, in adopting that statement it is assumed, and I 
think reasonably, that you have a full understanding of all of the im- 
plications of that statement. Otherwise you would not, as a prudent 
man, have adopted it as your own. 

All Mr. Roback is attempting to establish on this record is your 
own personal understanding of this statement which you adopt as you 
own. 

Now, as to the legal issues, we will at a later time here today under- 
take examination of the Board where counsel can give his fullest 
advice as to the pertinency of citations in response to an examination 
which will be undertaken by Mr. Scher. This is only to establish, on 
the record, the Board’s own understanding, and if Mr. Robertson does 
not know, 1 think he can with complete propriety so indicate for the 
record. 

The legal phase will be gone into more fully. 

Mr. WatLuavser. May I make another point? 

Mr. Moss. Certainly you may. 

Mr. WAtLHAvsER. It is not unusual for a chairman of a committee 
to allow a witness to confer with counsel especially where a legal opin- 
ion is involved, and his desire to confer as regards the purpose of as- 
serting the legal opinion seems to me to be a veuingaii one, and I 
think in an effort to be completely fair in the hearings, which I am 
sure you desire to be, that a witness who has counsel present is entitled, 


under the rules of the House or of the committees of the House, to the 
advice of counsel. 


Mr. Moss. Mr. Wallhauser, I said yesterday 
Mr. Watiuauser. I would like to have your ruling on that point. 
Mr. Moss. You may have my ruling. I said yesterday in response 
to some rather critical comment by Mr. Hoffman on the floor of the 
House, a comment undertaken without notice to the chairman of his 
intention of discussing it, contrary, I might add, to the rules of cour- 
tesy which have long governed in the House, I said that I would con- 
duct these hearings in strict accordance with the rules of the House. 
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You therefore have raised a point, and I will rule. Quoting from 
rule 11, paragraph 25(k) of the Rules of the House of Represents. 
tives: 

Witnesses at investigative hearings may be acc ompanied by their own counse} 
for the purpose of advising them concerning their constitutional rights, 

Now, having had the question r: nae in a matter where we are only 
probing your own understanding, sir, do you now seek to consult your 
counsel on your constitutional riphts? 

Mr. Rozerrson. No, sir. I sought to consult counsel because ] 


didn’t understand the question, and I would like to have it repeated, | 


Mr. Moss. We will have the utmost patience in attempting to es. 
tablish a full understanding. We do not want you to respond to any: 
thing where you lack understanding. 

Mr. Howrtexp. I might say further, Mr. Chairman, if the Chair. 
man will recognize me, that in answer to these questions, if you, Mr, 
Robertson, do not understand the question, please ask that it be re. 


eated, and if you do not know the answer, you have a perfect right to | 
it to 


say you don’t know. 

‘Now, later on the same questions will be asked your counsel, and 
they can put up any legal defense they want to for the insertion of this 
material in your statement which you have read and which you ae. 
cepted respoisbilit y for. 

Mr. Rosack. When you accept responsibility for statements, Mr, 
Robertson, do. you understand that since this Is a statement which in 
one way or another asserts privilege, that that is a personal responsi. 
bility on your part? Do you understand that ? 

Mr. Rosrrtson. Yes. 

Mr. Rosacx. You do understand that it is a personal responsibility, 
so the degree tb which you discharge your responsibility is measured 
by your understanding of your own statement, is it not ? 

Mr. Rozerrson. I assume so. 

Mr. Rosacx. I now repeat the previous question. When you quoted 
in your statement Fahey v. Mallonee, decided in 1947, the Supreme | 
Court case which said that a conservator could be appointed before} 
rather than after a hearing, were you undertaking to respond to: 
question raised by the committee as to the authority of the Board to do 
such a thing? 

Mr. Rosertvon. I am sorry, but I still don’t understand. 

Mr. Rosack. I will try to make it even more simple. 

At the outset of your statement, you quoted a court case, the first} 
case cited—that is on page 3 and 4, at the bottom of page 3 and cot| 
tinuing to page 4. Let me put it this way: 

What was - point of that citation, why did you cite that case! 

Mr. Moss. Now, gentlemen, I will regard as a most contemptuots 
action the corner-of-the-mouth lipping by the gentleman behind you 
and the two gentlemen to the side, one of whom has just written some | 
thing on the pad there. 

Now, I only want quite properly to get the clear understanding 
the Board, itself, of the statement it adopted. That is all I want fa 
this record, and if there persists this practice of attempting to coach, | 
then I must ask that you sit aside. I will not have you interfere wil 
the program, and the policies which I have determined upon for thi 
hearing. 
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Mr. Creienton. Mr. Chairman, may I make a statement? 

Mr. Moss. Mr. Creighton. 

Mr. Creiguron. Mr. Robertson is not a lawyer. 

Mr. Moss. I know that. Pf 

Mr. Crercuton. Mr. Robertson has asserted a privilege based on 
legal principles which of necessity he had to depend upon his legal 
counsel for. 

Mr. Moss. And he can give us his understanding of that coun- 

dain 
. Mr. Chairman. ; 

Mr. Moss. Just a moment. He can give us his understanding of the 
principles an which he asserts his privilege. I ask for no more. I 

accept no less. 
a. eee Mr. Chairman, I would like the record to show 
that the words that Mr. Creighton just gave the committee are inac- 
curate, that no such statement was made by Mr. Robertson. _ 

Mr. Watiiauser. In every action I know of, a person confers with 
his attorney regarding legal matters, and it seems to me that it is not 
rejudicial to your Investigat ion or our investigation in any way if he 
be permitted to inquire as to why a particular citation is used, from a 
legal viewpoint only. E 

He understands the purport of the statement, but he doesn’t under- 
stand every legal word that is in there, and it seems to me that we must 
not be put in the position as a committee of discrediting, or attempting 
to discredit, a public official who has, in good faith, made a statement 
based on a legal opinion of his counsel. 

That is the only point I am making, and I hope you will reverse 
your thinking a little bit and allow him to confer with counsel as he 
continues to answer questions, and I think you will get a much more 
responsive answer from him on the highly technical questions if you 
will do so. 

Mr. Moss. Mr. Wallhauser, right here in the House of Representa- 
tives we have a very good illustration of this problem. Each Member 
of this House and the committee may seek fully the advice and the 
assistance of his counsel, but when he goes before the Rules Committee 
for a rule, he responds, not the counsel. It is his understanding of the 
legislation which is of interest to the Rules Committee, and when we 
go on the floor of the House, excepting at the committee table for the 
ranking members and the Chair, each of us as we take the floor pre- 
sent our views and are forced to rely upon our own judement. We do 
seek, both in political and private life, and in our business affairs, to 
have the advice of counsel, and it is just that—it is advice. We eval- 
uate it, adopt it and act upon it, but the portion we act upon is our 
understanding, and it is only that understanding that I am seeking 
from you. 

I am not trying to be unfair, but the Board is the one ia which the 
law vests responsibility, not counsel to the Board. We provide you 
with the best tools possible to permit you to make sound judgments, 
but your judgments we must hold you responsible for, and I only want 
your understanding, and I think now without any further discussion 
we are going to proceed to ask the questions which will place that 
understanding on the record. 
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Mr. Rosertson. Mr. Chairman, I am anxious to dispose of this 
question. I just want to be sure that I understand, and that I give the 
correct answer. 

Mr. Rozack. Mr. Robertson, what is then your point in citing Fahey 
v. Mallonee in the record in response to a committee request to appear 
and give testimony on certain matters ? 

Mr. Rorerrson. Because we believed that that was a case in point 
in support of our position. 

Mr. Rorack. You quoted a portion of the decision which said that 
granted it was a drastic procedure, appointing a conservator before 
rather than after a hearing was not unconstitutional. 

What point are you trying to make in citing that opinion? 

Mr. Rorerrson. As I understand it, that question had been raised 
previously and had been adjudicated. 

Mr. Roracx. Did you in any way get from the committee an under. 
standing that the committee was challenging the statutory right of the 
Board to appoint a supervisory representative or a conservator be. 
fore a hearing? 

Mr. Roperrson. I don’t believe so. 

Mr. Rosackx. Now going to the next point, you undertake to assert, 
at page 6, that the Board is exercising a judicial function, and you 
cite an excerpt from Morgan v. The United States. 

Do you know what the matter was at issue in Morgan v. The United 
States? 

Mr. Rosertson. I don’t remember. 

Mr. Rosack. Would it refresh your memory if I said it had to do 
with determination of certain prices for marketing livestock by the 
Secretary of Agriculture—would that ring a bell ? 

Mr. Rosertson. I remember now that the Secretary was being in- 
terrogated. 

Mr. Ropacx. Do you consider fixing rates a legislative or judicial 
function ? 

Mr. Rosertson. I don’t have an opinion. 

Mr. Rozack. You don’t have an observation on the point? 

Mr. Hatianan. Mr. Chairman, are the other members of the Board 
going to have an opportunity to respond to identical questions? 

Mr. Moss. If it is the desire of the Board to have each member 
examined on the statement. 

Mr. Hatianan. I wondered what the desire of the committee was, 

Mr. Moss. I am more concerned with the desire of the Board. Mr, 
Robertson appeared as spokesman for the Board and presented the 
statement which he said was the statement of the Board. 

Now, if the other members of the Board desire to be examined on 
the statement, certainly we are not going to in any way deny them that 
privilege. 

Mr. Hatianan. Since it was the joint statement of the Board, Mr. 
Chairman, would there be any objection to the Board conferring with 
Mr. Robertson, who is our spokesman in this matter, at the time the 
questions are asked ? 

Mr. Moss. I think we can ask each of you gentlemen the same ques 
tions. You each have an understanding at the time you acted upon 
this matter, and that is all that we want. 
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Mr. WatiHaAvser. Mr. Chairman, would it not be expeditious, and 
in the interest of shortening the procedure if they were allowed to 
confer ¢ 

Mr. Moss. The Board arrived at its decision before it came here. 
They don’t have to now review it and arrive at yet another decision. 
It is only their decision. 

Mr. Watiuacser. It is the renderi ing of an opinion. 

Mr. Moss. The chair is going to proceed as he determined upon 
previously. We will not deny you the opportunity to respond to the 
game questions. 

Mr. Hattanan. My only question was since it was a joint state- 
ment, and the agreement of the Board was a joint one, I thought it 
might assist the committee in the answers to specific quest ions ad- 
dressed to the Chairman. 

Mr. Moss. Would you agree with me that that would not give this 
record a true picture of this Chairman’s understanding of the state- 
ment which he participated in adopting? 

Mr. Hatnanan. It might refresh his memory on some of the legal 

matters. 

Mr. Moss. He is a man of considerable ability, and I imagine his 
memory is very reliable. 

Mr. Hatanan. It is, I assure the chairman, but on some of the 
legal points which the interrogator is inquiring into, it might assist 
the committee in that regard. 

Mr. Moss. We are not asking for a legal defense. We are asking 
only for his understanding. 

Mr. Hourrretp. Mr. Chairman, I want the record to show that I 
think each one of the gentlemen should have an opportunity to re- 
spond to these questions, that it is not necessary for them to confer 
among themselves to convey their personal understanding on the 
matter, and I insist, in the name of fairness, that each one of these 
gentlemen be asked the same questions by the interrogator so that we 
can have a full understanding of the Board in making these decisions 
which they have already made, and which are having their effect 
upon 90,000 depositors in our separate communities. 

Mr. Moss. Well, on this particular issue, I am at the moment far 
more concerned with the challenge to the authority of the people’s 
representatives, the entire population of this Nation. I regard it as 
«most serious challenge, and that is why I am taking this procedure 
toestablish your understanding, and we will proceed. 

Mr. Ronack. Mr. Robertson, you had no idea or particular observa- 
tion or understanding as to whether the function involved in Morgan 
v. The United States was a judicial or legislative function. 

Now, if it were a legislative function, would you then assert judicial 
privilege ? 

Mr. Rozertson. I would say no. 

Mr. Ropack. You would have to assert legislative privilege, would 
you not ? 

Mr. Roserrson. I assume so. 

Mr. Rosacx. And would you assert legislative privilege against 
the Congress ? 

Mr. Rozertson. These mee ers have got to be nontechnical answers, 
because I am not a lawyer, but I would say no. 
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Mr. Rozackx. You wouldn’t assert a legislative privilege againg 
the legislature, — you? 

Mr. Rosertson. I don’t assume so. I don’t know. 

Mr. Rorack. Will you tell the committee what functions of the 
Home Loan Bank Board, of which you are the Chairman, ap 
legislative? 

“Mr. Rosertson. I would say the making of regulations which Sup- 
plement or are within the purview of the statutes under which we 
operate. 

Mr. Rogack. Is the making of orders legislative in nature ? 

Mr. Ropertson. I would say they were regulatory. 

Mr. Rosack. Well, regulatory, but you are asserting a privilege 
in this statement—if ke understand it cor rectly- and I ask you 
whether in your understanding an order by the Board is more nearly g 
legislative function than a judici: al or executive function? 

Mr. Rozertson. I would say yes. 

Mr. Rorack. Are you, then, asserting against the legislative act of 
making an order regarding Long Beach a judicial privilege ? 

Mr. Rosertson. It is not regulatory in the sense I referred to regu. 
latory, because the regulatory functions extend to the whole system, 
the whole industry. 

Mr. Rozack. Well, Mr. Robertson, in our little discussion here we 
tried to ascertain what you consider to be the legislative functions 
of the Board. Obviously you would not assert legislative privilege 
before the legislature in a legislative function. 

Now, I have asked you in making an order, is that a legislative fune. 
tion, and you say that is probably so. 

Now, are you then asserting judicial privilege to the committee 
when the committee wanted to inquire about an order? 

Mr. Rorertson. Except that this order is part and parcel of a sub- 
sequent judicial action. 

Mr. Ropack. Are you saying that the legislative, judicial and execr- 
tive functions of the Board are so intertwined, interrelated, and in- 
termingled that you wouldn’t want to separate out one for particular 
emphasis, is that what you are saying ? 

Mr. Rosertson. No. 

Mr. Rosack. You are not saying that? 

Mr. Rozertson. That isn’t what I mean. 

Mr. Rosack. What do you mean? 

Mr. Rozertson. You are speaking now, I assume, of the order to 
appoint a supervisory representative in charge of Long Beach, is that 
correct ? 

Mr. Roszacxk. In your statement at the top of page 6, you said to 
the committee you were clearly performing a judicial function in 
regard to the matter upon which the committee asked you to appear, 
and you have cited in that context Morgan v. the United States. Mor. 


gan v. the United States, I suggest to you, had to do with a rate fixing 


matter, which the Court said was a legislative matter. 

Now, what is the judicial function to which you referred at the top 
of page 6? 

Mr. Rozerrson. The judicial function it states there is determining 
whether grounds exist for the appointment of a conservator. 
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Mr. Rosack. Did you assume that that was the purpose of the com- 
mittee in calling you to take testimony? 

Mr. Rozertrson. Not necessarily. 

Mr. Rowack. That is a function of the Board in accord with admin- 
istrative hearings, is it not ? 

Mr. Rozertson. Which? 

Mr. Rogacx. To determine whether there are grounds for a con- 
servator. 

Mr. Rozertson. That is right. 

Mr. Rowack. Isn’t that your responsibility ? 

Mr. Rosertrson. That is right. 

Mr. Ronack. Why did you assume the committee was asking you 
tostate the grounds for appointing a conservator ? 

Mr. Ropverrson. For the reason that a part of this quasi-judicial 
procedure, in determining the appointment of a conservator, necessar- 
ily has to relate to many of the items on which the Board appointed a 
supervisory representative In charge. 

Mr. Ropackx. Do you consider that it was a judicial function to 
respond to an emergency and appoint such a supervisory represent- 
ative ? 

Mr. Roper'rson. Yes. 

Mr. Ronack. You considered that was a judicial function ? 

Mr. Roperrson. Yes. 

Mr. Ropack. And you are citing Morgan versus the United States, 
which had to do with a legislative function ? 

Mr. Rosertrson. That is a technicality which I am not able to 
comment on. 

Mr. Ronack. The next case to which you referred was Ailbourn v. 
Thompson, on page 7. It is the burden of this quotation, I take it, 
that the Congress has no business sticking its nose into an issue of 
pending litigation. 

Is that the sense of the quotation / 

Mr. Roserrson. Well, that is your language. 

Mr. Ronack. [I am asking the question here whether that is the sense 
of the quotation. 

Mr. Roperrson. Yes, I—— 

Mr. WatLuaurser. What page? 

Mr. Rovackx. The bottom of page T. 

Is that the sense of the quotation, your reason for putting it there? 

Mr. Roserrson. Well, if you want a yes or no answer, I would say 
“yes, ; 

Mr. Rosack. Is there any pending litigation on the appointment 
of & Supervisory representative? Has that been challenged in court? 

Mr. Rozerrson. No. 

Mr. Ronack. So you must have had some more generalized concern 
here. Are you familiar with Aé/bourn vy. Thompson? 

Mr. Rorerrson. I heard it discussed. 

Mr. Rosack. Do you know what the issue was / 

Mr. Roserrson. I have known. 

Mr. Rosack. Do you recall that the issue was about the machina- 
tions of a real estate “pool” in the District of Columbia, in which Jay 
Cooke & Co. was a participant? Did that come across the discussion? 

Mr. Rozerrson. No, I don’t recall that. 
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Mr. Ropack. Do you recall that the court said of that investigation 
which a House committee was asked to undertake, that there was no 
valid legislative purpose that could come out of the hearing? Do yoy 
recall any such thing? t 

Mr. Rozerrson. No. 

Mr. Rosackx. Are you contending before this committee that its jn- 
quiry could not result in a valid legislative purpose ? 

Mr. Rozerrson. No, I don’t recall. 

Mr. Rosack. So insofar as—— 

Mr. Moss. May we have the answer clarified. The question was, 
Are you contending that the i inquiry by this ee could not re- 
sult in a valid legislative purpose? Your answer was “I don’t recall,” 
I think you heard it incorrectly. 

Mr. Roserrson. I am sorry. 

Well, I would say that were it not for the conflict arising from this 
pending proceeding, that an analysis of this situation might result in 
legislative recommendation. 

Mr. Moss. So we may have this very clear, very, very clear, my let- 
ter to you said we wanted you to appear and give testimony on the 

“emergency” which led to the Long Be: ach seizure. 

Now. our inquiry was to go to an action taken, a decision made from 
which an order issued. We are not here concerned, and I tried to 
make this clear on Tuesday, we are not here concerned with the action 
proposed to be taken in a proceeding under the administrative law on 
the 27th day of June. That is a different proceeding, and we are not 
inquiring into that. That action has not been taken, and we would 
not attempt to interfere. 

We are only concerned with the nature of the emergency then exist- 
ing upon which the Board then acted, and as a result of its decision 
issued an order. 

We are not interested in the matter of the appointment of a con- 
servator. We are only interested in what you have already done, not 
what you propose doing. 

I would point out that there is a most legitimate legislative concern. 
We are concerned with whether the law written by the Congress grant- 
ing you the discretionary authority to seize, in an emergency, was 
actually used for that purpose. If it was not, if there has been abuse— 
and I make no prejudgment—then it could be perfectly possible or 
highly probable that the committee could send forth a recommenda- 
tion for modification of the existing law to prevent a recurrence of that 
in the future, so that the question of legislative purpose is one clearly 
with us in these inquiries. Let’s keep the record straight on that. 

Mr. Watimauser. Mr. Chairman, may I ask a question, or make 
statement ? 

Mr. Moss. Yes. 

Mr. Watunauser. In your notice to them, to the Board, you say “to 
give testimony on the emergency which led to the Long Beach seizure 
action, and to respond to such other questions as the subcommittee 
may direct.” 

Mr. Moss. That is correct. 

Mr. Watiuavser. That broadens the inquiry considerably, doesnt 
it? 
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Mr. Moss. No, it does not. Mr. Robertson came to my office per- 
sonally on the afternoon of the day on which this letter was delivered, 
and 1 had it hand delivered, I sent it just as soon as I received notice 
from the chairman of my appointment, and it was hand delivered so 
that there would be no loss of time, and when he came to my oflice I 
told him that we were interested in, and I was going to endeavor to 
keep it very closely to, the narrow question of the nature of the 
emergency. 

Mr. WatLuavser. One other question. 

Isn’t it a fact that in the hearing on the 27th of June and in this 
hearing the same facts will be developed ? 

Mr. Moss. On the basis of the Board’s Order No. 18440, the hearing 
on June 27 goes only to the question of appointing a conservator, 
wherein an entirely different set of facts are pertinent than those 
considered and acted upon by the Board when it used the alternative 
method of acting without a hearing. 

I also assumed in a judicial proceeding a person had rights, a per- 
son could submit evidence of some sort, that it was not a unilateral 
action. This was a unilateral action—the Board acted. It didn’t 
seek evidence, it didn’t receive evidence from the association or its 
oficers. It acted with great arbitrariness. Whether that was valid 
or not, I don’t know, but it acted only upon the presentment to it 
of its own evidence, hardly characteristic of judicial proceedings. 

Mr. Watinavuser. But, Mr. Chairman, the statute clearly says, if 
I recall, that it is in the opinion of the Board 

Mr. Moss, I am not challenging the authority of the Board, I am 
seeking the facts. 

Mr. WauiHavser. I would like the record to show in my judgment 
your statement in your letter to the Board, when you direct them to 
respond to such other questions as the committee, or the subcommittee 
may direct, considerably broadens the inquiry from your original 
emergency inquiry. 

Mr. Moss. Well, I submit that is not the case. 

Mr. WatiuHaAvser. I want it to show on the record. 

Mr. Moss. The record will show it, Mr. Wallhauser, and it will 
show any other observation you want to make. The fact is that 
lacking experience here in the House, you have not been called upon 
to direct letters to people to respond. 

This is very customary, to respond to a specific issue and such 
other questions as may be directed. That is to accommodate you 
so that you can ask questions without having yourself ruled out of 
order on every little technicality of your questions. 

Mr. WaLLHAUSER. Since this is a subcommittee and is not bound 
by the rules of evidence, it seems to me that the rules of fair play 
enter into this a lot more than the rules of evidence, so I will appre- 
clate your courtesy. 

Mr. Moss. I am using fair play. Whenever I make a ruling if 
you want to appeal from my ruling, you have that privilege, and if 
you have the votes, my ruling will not stand. 

Proceed, Mr. Roback. 

Mr. Ropack. You quoted Kilbourn v. Thompson at the bottom of 
page 7. Did you understand, since the quotation was raising the 
right of Congress to inquire, that the court decision rested on an 
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assumption that no valid legislative purpose was involved? Is that 
your testimony ? 

Mr. Rosertson. I don’t recall. 

Mr. Ropack. You don’t recall whether that was an issue in this 
matter ? 

Mr. Rosertson. No, I do not recall. 

Mr. Ropack. And you have also testified that there is not a suit 
pending on the subject of the subcommittee’s inquiry ¢ 

Mr. Roserrson. No, I have 

Mr. Roxgack. Is there a suit pending on the emergency Board Order 
13372? 

Mr. Rosertson. I know of none. 

Mr. Ropack. You know of none, all right. 

Continuing with the legal issues, I might ask you, at the top of page 
8, are you fi amiliar with the circumstances under which the ( ‘hairman 
of the Securities and Exchange C ommission was advised by Attorney 
General Brownell to withhold information from the C ongress ? 

Mr. Rosertson. Well, as I understand it, it had something to do 
with the Dixon- Yates issue, but what the issues were, I don’t know, 

Mr. Ropack. We will come back to Beacon, on page 9, but we will 
go now to page 10, because you have cited there Kilbourn v . Thomp. 
gon once more to drive home the emphasis which you have made that 
one department may not encroach upon another. 

Now, what department do you include yourself under? 

Mr. Rozertson. We include ourselves under the executive. 

Mr. Rosack. Even while you are asserting judicial privilege? 

Mr. Rosertson. Well, basic cally, I would say that we are an execn- 
tive agency endowed with or given judicial functions. 

Mr. Rosack. You are not saying you are an executive agency when 
you are asserting legislative powers, are you / 

Mr. Rozertson. Apparently we do all three. 

Mr. Rosack. Apparently so, and you have said that you will not 
undertake to assert legislative priv ilege against the legislature. 

Now, are you familiar with United States v. [cardi ? 

Mr. Rogertson. I don’t recall that. 

Mr. Rorack. U/nited States v. Cross? 

Mr. Rosertson. I have been told, but I don’t remember. 

Mr. Ropack. Do you know what the issues were in those cases / 

Mr. Rosertson. No, I donot remember. My associates would know. 

Mr. Rosack. Do you understand that when the claim of privilege 
is asserted, that you must take sole, exclusive personal responsibility 
as the head of an agency to assert it ? 

Mr. Roperrson. Well, I realize that I must take personal respon- 
sibility, but I don’t take any more responsibility than my associates 

Mr. Ropack. At any rate, you are taking United States v. Icardi 
and United States v. Cross. 

Mr. Rosertson. In conjunction with my associates, who are com 
petent lawyers. 

Mr. Rosack. You cite Wathins v. The United States as the next case. 
What is the purpose of making that citation ? 

Mr. Ronerrson. Well, I think it speaks for itself, the power of 
Congress to conduct investigations, and so on. I think the citation 
or the quotation speaks for itself. 
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Mr. Ropack. Well, first the quotation describes a wide-1 ranging 
authority of the Congress to do all manner of things, does it not? 

Mr. Ropervson. Th: at is right. 

Mr. Rosnackx. Then it says “that when the private affairs of indi- 
viduals might be exposed, then the courts want to look rather care- 
fully at this issue—doesn’t it say that in effect ? 

Mr. Rorertson. That is what it says. 

Mr. Rosack. What affairs of private individuals do 
in mind ¢ 

Mr. Rozertson. I think the reference there is—well, the definition of 
private affairs, I assume, is not personal affairs, whatever they may be. 

Mr. Rosacx. Do you understand that private business affairs were 
involved in this case? 

Mr. Roperrson. Yes, I would say so, within the limitations of the 
public aspects of banking. 

Mr. Ropacx. I am talking about the case you cited. 

Mr. Rozgertson. Oh, I don’t know. 

Mr. Ropack. Well, now, what private business affairs would be 
involved in the issue in which the committee is interested, so far 
as testimony from you is concerned? What private individuals are 
you protecting by Saaee this privilege ? 

Mr. Rosertson. I don’t know. 

Mr. Ropackx. Have you been advised, or did you at any point 
ascerti ain, that in W atkins v. The United States the Chief Justice ex- 
pressly disclaimed any issue of public agencies, officials, or their ability 
to perform, or their efficiency or inefficiency ¢ 

Mr. sdeandy TSON, No. 

Mr. Ropackx. You don’t recall anything like that. 

You quoted the Attorney General at page 7. Why did you make 
that citation ? 

Mr. Roperrson. Well, we made it in support of our belief. 

Mr. Ropack. Is this your understanding of the testimony of the 
Attorney General before the Senate Judici: ry Subcommittee ? 

Mr. Rorertson. Is this my understanding of it ? 

Mr. Ropack. Yes. 

Mr. Rorerrson. What it says here? 

Mr. Ropack. Well, let me say—are you adopting by reference the 


testimony of the Attorney General when you quote him before the 
subcommittee ? 


you have 


Mr. Ronertson. As I understand your question, I would say “Yes.” 
Mr. Rorack. Are you subse ‘ribing by your statement to the inter 
pretation that the Attorney General put upon the matter of priv ‘lege 
when he testified before a committee trying to find out on what grounds 
agencies withhold information from C ongress, and are you subserib- 

ing to his statement before that committee ? 

Mr. Ronerrson. I would say “Yes.” I would say that this is in sup- 
port of our belief. 

Mr. Ropack. Have you read his statement before the committee? 

Mr. Ronertson. All of it? 

Mr. Ropack. Yes. 

Mr. Roserrson. No. 

Mr. Ropack. You only read this one quotation ? 

Mr. Rorrrrson. That is right. 
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Mr. Ronack. That being the case, you were not aware, for example 
as to whether he discussed the question of legislative principle when 
an agency was performing, like yours is, in some cases legislatiyg 
functions. 

Mr. Roszertson. I am sorry, but I don’t understand the question, 

Mr. Rowack. The Attorney General had some comments to make 
about the legislative functions of independent agencies such as yours, 

Are you familiar with what those comments were? 

Mr. Rosertson. No. 

Mr. Rosackx. When you assert judicial privilege as you seem to do 
in this testimony, in case that issue were challenged by the Congress 
would you refer it to the President ? ; 

Mr. Roserrson. I don’t know. 

Mr. Ropack. What was the point of the quotation of the—— 

Mr. Hortrtevp. I will ask that Mr. Roback speak a little louder, 

Mr. Moss. Mr. Roback, will you please speak up? 

Mr. Rogerson. It is the air conditioner back of me that confuses 
me. 

Mr. Ho .irtevp. It confuses me. 

Mr. Ropack. I refer to page 9 of your testimony which has the 
quotation taking up most of the page. You have cited that quotation 
in support of an assertion made at the bottom of page 8 that you 
have no alternative but to assert the judicial privilege with respect to 
the Long Beach controversy, however defined. What light does that 
throw on the matter upon which you were asked to give testimony? 

Mr. Rosertson. The Beacon case is a very recent case, and the only 
cne, I think, in which this Board has had intimate contact. It has 
just finally been adjudicated by the U.S. Supreme Court. It follows, 
and it would normally, except for whichever way the decision would 
be, a pattern for the present Long Beach case. 

Mr. Rosackx. What bearing does that have on the matter of privi- 
lege? 

Mr. Rozertson. We had to sit in judgment of the hearing exam- 
iner’s report and the recommendation and report, as to whether or 
not a conservator should be appointed in the case of Beacon. 

Mr. Rosacx. In what respect do you assert privilege? You quote 
this in support of the doctrine of judicial privilege. How does this 
relate to the doctrine, if there is a doctrine? 

Mr. Rosertson. It is simply evidence of the fact that that is exactly 
what we did. 

Mr. Rosack. Well, now, you appointed a supervisory representative, 
did you not, for Beacon at one time? 

Mr. Rozsertson. That was done. 

Mr. Rozsacx. And Beacon attempted to enjoin and oust the super- 
visory representative; is that the case? 

Mr. Rosertson. I must ask a question on that, what the procedure 
was. They contested it. Whether they enjoined or what they did, 
I don’t know. They contested it. 

Mr. Rosacx. Is it your understanding that then the court came 
in with a decision like this, which said you had a perfect right to do 
that? Isthat your understanding of the case? 

Mr. Roserrson. Yes. 

Mr. Rorack. Is the committee challenging your statutory right to 
appoint a supervisory representative ? 
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Mr. Rozerrson. I don’t think so. 

Mr. Rosackx. Then why did you cite the case? 

Mr. Rovertson. The point that we are trying to make—I am try- 
ing to make the point that many of the same elements which caused 
the Board to determine that an emergency existed and that it should 
take over the association forthwith are the same elements on which a 
conservator would be appointed. 

Mr. Rosackx. Mr. Robertson, you don’t want your testimony to 
show that the court in the Beacon case was thinking about the matter 
here at issue 4 

Mr. Rosertson. No; we were thinking about the Beacon case in 
connection with this one. 

Mr. Ropack. Look at your testimony at the bottom of page 8, where 
you say you must assert the doctrine of judicial privilege, and then 
you say in this regard, at the top of page 9, “We respectfully direct 
the committee’s attention”—and I ask you in what form, shape, or 
manner is the doctrine of judicial privilege, if there is such a doctrine 
to be asserted by the Board, how is that illuminated in any way by 
what you have quoted ? 

Mr. Rosertson. We have undertaken—before that quotation on page 
8 we said, “Inasmuch as the determination of an emergency is based 
on”—I will read it all. 

Mr. Rozpack. You don’t have to read it. I believe the committee has 
read the sense of the statement, so don’t take the time of the committee 
to read it. 

Mr. Rozerrson. You asked the reason. 

Mr. Rosacx. I know the easiest answer is to read what you have 
written, but I want to know if you understand what was written, 
since obviously you haven’t written the whole testimony here. 

Mr. Stoang. Mr. Chairman 

Mr. Moss. If the witness has a proper request, he can make it. He is 
very competent. 

Mr. Ropertson. I have no proper request. I want to be sure I 
understand the questions, and that I am giving the correct answer. I 
must also say that in many of these legal questions, these citations of 
these cases, [ relied—don’t misunderstand me. I didn’t subscribe to 
them blindly, but I relied on the explanation, interpretation, and ap- 
plication as recommended by our counsel, and, as I say, my two asso- 
ciates who are lawyers. I am not. 

Mr. Moss. I do that frequently. Iam notalawyer. Again, all we 
are asking is for your understanding of what you subscribed to. 

Mr, Stoane. Mr. Chairman, may I make it clear, as I understand 
your remarks, sir, that the chairman may answer these questions in his 
own way ¢ 

Mr. Moss. That is correct. 

Mr. Rozertson. I am sure that the lawyers, Mr. Chairman, will 
think I am not answering these precisely, but I am doing the best I can. 

Mr. Rozack. Now, is the sense of that quotation that the court said 
that where the Board acted and acted in summary manner under the 
law, that the court was not going to review this thing in the first in- 
stance; isn’t that the sum and substance of that quotation ? 

Mr. Roperrson. Well, is that all there is in it ? 
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Mr. Rosack. Well, is that a major item in that testimony, is thay 
what the point of the thing is? 

Mr. Rozerrson. I think that is part of it. 

Mr. Rorack. Well, what else is involved ? 

Mr. Roserrson. I think if you will read at the middle of page 9 of 
my statement, 1t says: 
Any question as to the correctness of the Board’s opinion at the time whep jt 
summarily appointed a supervisory representative in charge, that ground existeg 
for the appointment of the conservator is merged— 
that is the point we are making— 
in the issues before the court on review of the administrative action. 


Mr. Rorack. All right, then, the court is construing the law and 
stating what its role is in this administrative process; is it not? Isn't 
this what the court is saying: We come into this thing if and when 
there is judicial review upon an administrative determination of the 
Board. Isn’t that what the court said ¢ 

Mr. Roserrson. I think so. 

Mr. Rosack. All right. If the court said that, why do you cite that 
as a ground for asserting judicial privilege before the committee! 
The court was trying to assay its role. 

Mr. Roserrson. Because the court said in this case that the qques- 
tion of whether or not an emergency existed is also merged in the issue 
before the court on the review of the administrative action. That is 
not only legally so, but it is practically so. There is no clear cutoff be- 
tween one set of actions and another. 

Mr. Rosack. The court was trying to construe its proper role under 
the law. Now you cite that as a reason why you won't give informa- 
tion to this committee. Will you please e ‘xplain why you do that! 

Mr. Stoange. Mr. Chairman, excuse me—— 

Mr. Moss. No, let ‘Mr. Robertson answer. 

Mr. Watituauser. Mr. Chairman, may I interpose something! | 
think the witness has responde .d to the best of his ability on this ques. 
tion several times. 

Mr. Ropserrson. I don’t believe there is geo more I can say. 
tis alla part and parcel of the same probi m. Part of it is emergent, 
part of it is not, but itis all part of the problem. 

Mr. Moss. The question was as to whether or not the court was 
assaying its own role in this instance. Do you have an opinion on 
that? 

Mr. Rosertson. No, I can’t answer that. 

Mr. Moss. He has no opinion, there is no use pursuing that. 

Mr. Stoane. Mr. Chairman, could I get a repeat of a ruling, please, 
sir. I would like your ruling as to when the chairman may “consult 
counsel—with respect to what matters ? 

Mr. Moss. Well, the Chair was going to try to liberally construe the 
rule that Mr. Wallhauser questioned rather seriously as to the chair- 
man’s rulings, so I will repeat now the printed rules of the committee, 
and of the House of Representatives. 

Under subparagraph k, rule 11-25: 


nner 


Witnesses at investigative hearings may be accompanied by their own counsel 
for the purpose of advising them concerning their constitutional rights. 
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Mr. WatuuAuser. Mr. Chairman, since you mentioned my name, 
may 1 respond ¢ eal 

Mr. Moss. Mr. Wallhauser, I didn’t mention it in an argumentative 
manner. | stated the fact that you objected to my ruling, and that I 
then read the rules of the House. I have reread them. The gentleman 
asked for clarification. The only clarification I can give you now is 
the printed rule itself. 

Mr. Stoane. And your interpretation is that in this proceeding, 
this chairman will only be permitted to consult counsel with respect 


—_— ; : 

Mr. Moss. Where I am seeking general information rather than 
his own individual understanding, I will be most liberal in permitting 
him to consult with counsel. I am here seeking only his understand- 
ing, not yours. aoe, 

Mr. Stoane. I understand that, sir, but it is in this area you are 
only going to permit him to consult counsel with respect to constitu- 
tional rights; is that correct ? 

Mr. Moss. That is correct, on his own understanding, because you 
see no one else can respond to that. 

Mr. Stoane. I understand. 

Mr. Rosack. Will you tell the committee now, so it may under- 
stand you properly, whether you are asserting privilege in the matters 
on which you were requested to test ify ¢ 

Mr. Roserrson. Yes. 

Mr. Ropack. And are you asserting what you call a judicial 
privilege ? 

Mr. Roperrson. Yes. 

Mr. Rospackx. What function of the Board do you consider to be 
legislative ? 

Mr. Rozerrson. I consider them to be the rules and regulations that 
we issue from time to time supplementing the statutes under which we 
operate. 

Mr. Ropack. Now is it conceivable that in any respect when you 
came before this committee you might be asked a question about the 
legislative functions of the Board ? 

Mr. Rozerrson. I didn’t know what questions you might ask. 

Mr. Rosackx. You wouldn’t know what the committee might ask ? 

Mr. Roserrsonr. No. 

Mr. Rozack. So if you withhold yourself on the doctrine of judi- 
cial privilege, you are denying the committee on your own grounds the 
right to ask you questions of a legislative nature. 

Mr. Stoann. Just a moment, sir, that isa misstatement. 

Mr. Moss. Just 2» moment, now. You wait until you are consulted 
by Mr. Robertson. I have stated before that it is my opinion, and I 
have had occasion to have the gentleman before me in committees other 
than this, that he is most competent, he will be able to determine when 
he needs to seek your advice or have you speak on his behalf. 

[havetried to be patient with you. 

Mr. Stoanr. Yes, sir; I appreciate that, sir. 

Mr. Moss. Now continue. 

Mr. Horrman. Mr. Chairman, may I put on the record my objec- 
tion with reference to this? 

Mr. Moss. |] suppose we could shorten the procedure by showing that 
Mr. Hoffman objects in each instance to each of my rulings. 


59258—60 pt. 1 \ 
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Mr. Horrman. No, no, no, no; you can’t make my objection for me; 
I will have to do that. 

Mr. Moss. I am trying to expedite things, Mr. Hoffman. 

Mr. Horraan. I know, but that isn’t my position. I want to make 
my objection with Mr. Wallhauser on this. I wasn’t here at the time 
you ruled, and I want to make my comment as to the right of the 
witness. 

Mr. Moss. Can you cite a rule which I have contravened ? 

Mr. Horrman. Would it matter if I could ? 

Mr. Moss. Oh, I think you should. I think that is your respongi- 
bility. If I have erred in my rulings, by all means place it on the ree. 
ord, and do not seek to take off on the floor and attack me when Tam 
not there, and without notice. 

Mr. Horrman. I told you I was going to put it in the Record, I told 
you here in the committee. 

Mr. Moss. You did not. 

Mr. Horrman. Every member of the committee and the audience 
knows I told you I would put it in the Record. 

Mr. Moss. In this record. 

Mr. Horrman. Not this record. 

Mr. Moss. I don’t mind what you do. 

Mr. Horrman. If you don’t, let me state my reason. 

Mr. Moss. You cite your rule that I have contravened here, or 
violated ¢ 

Mr. Horrman. Subdivision k, you mean ? 

Mr. Moss. Yes. 

Mr. Horrman. Of rule 11. I am not citing it—don’t put me in the 
position of saying you are wrong. 

Mr. Moss. Oh, but I have ruled, and therefore unless you haves 
citation to show that I have ruled in error, then my ruling shall stand, 
unless you wish to appeal it. 

Mr. Horrman. No, I don’t wish to appeal it; we get nowhere by 
appeal. I just want to put my objection 





. ° ° . ° oe 
Mr. Moss. We will make a reservation in the record at this point 


to receive Mr. Hoffman’s objection. 

Mr. Horrman. Under rule 11, subdivision k, witnesses at investi- 
gative hearings may be accompanied by their own counsel for the 
purpose of advising them concerning their constitutional rights, 

My point is that that term “constitutional rights” includes the right 
in this case, for example, where under the act the Board is given av- 
thority to appoint conservators and supervisory representatives. The 
method of appointing is provided in section 5(d) (2), which express 
states 

Mr. Moss. Are you reading from the rules of the House? 

Mr. Horrman. I read the rule, and now I am commenting on the 
statute, the Home Owners’ Loan Act of 1933, as amended—whieh 
states in section 5(d)(1) that appointment of a conservator, and 9 





on, shall be exclusively as provided in subsection 5(d) (2), and if you | 


go over to section 5(d) (2), it states: 


If, in the opinion of the Board, a ground for the appointment of a conservator 
or receiver as herein provided exists, and the Board determines that an emer 
gency exists requiring immediate action, the Board is authorized— 
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and so on, to put in the supervisory representative, and where the 
witness is asked as to why, and as to whether an emergency exists, 
and the statute gives him that right and he has that constitutional 
right under the law, he has the right to consult his counsel. 

Mr. Moss. It is a statutory right, not a constitutional right. If you 
can cite me the section of the Constitution which confers the right 
upon the gentleman, I will yield to your interpretation. I submit that 
itisstatutory, and not constitutional. 

The statute may be constitutional, but it does not confer a constitu- 
tional right. It can be repealed by the Congress without resorting to 
the cumbersome procedure of amending the Constitution. 

The gentleman’s argument is not in point, and we will proceed. 

Mr. Horrman. Mr. Chairman, may I complete my observation, 
which is very short, that the term “constitutional rights” as included 
and stated in the rule includes something more than the exemption, 
for instance, from criminal prosecution or anything of that kind. It 
may include a dozen things. 

In this case it includes the right to form his own opinion, and that 
isa matter of discretion. 

Mr. Moss. And all I am asking him about is his own opinion, Mr. 
Hoffman, and I submit that I have sat on committees faced with 
the need of citing for contempt witnesses who refused to respond to 
the authority of the committee, and I have had occasion to research 
this matter very fully and I point out that in the most recent example 
before our committee, that of Mr. Goldfine, that the Court sustained 
the action of the committee. 

I believe that I am ruling in accordance with both precedents and 
the law. 

Mr. Horrman. Of course you are, or you wouldn’t make that ruling. 
Iconcede that, there is no argument about that. 

Mr. Moss. Then there is no issue before us. 

Mr. Horrman. But when he is asked for his opinion, he also has the 
right to consult his counsel on that. 

Mr. Moss. Well, I am ruling that he does not. 

Mr. Rosertson. May I say this, Mr. Chairman. In the colloquy 
a little earlier it was said that the other members of the Board and 
their counsel would be given permission to express themselves. 

I explained to you that I am not a lawyer, although I have had 
experience with them. I can’t be sure of technical answers. 

Mr. Moss. You have had a long experience in business, and I know 
you have done as I have, you have gone out and hired the best attorneys 
you could, you have heard them carefully, and sometimes you have 
taken their advice and sometimes you haven’t, isn’t that correct ? 

Mr. Rosertson. That is right. 

Mr. Moss. And that is all you have done in this case. You had 
good attorneys, they have given you advice. Some you may have 
taken, some you may not, and that is all we want to know. 

Mr. Rosack. Mr. Robertson, before this discussion arose between 
the members, I asked you what legislative functions you understand 
the Board to perform, and you gave an answer. Then I asked you 
whether in coming before this committee and asserting privilege, 
you are asserting privilege against the legislative functions of the 


Board. 
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Mr. Rosertson. I would answer that by saying no, except as they 
relate definitely to the facts and the situation which will relate to oy 
subsequent adjudication of the Long Beach case. 

Mr. Ropsackx. But you said, and it was obvious, that you didn} 
know what the committee was going to ask you on every specific 
question. 

Mr. Houtrrecp. Mr. Chairman, if I may interrupt at this point, 
the previous question Mr. Roback asked was unclear to me. He used 
the word “Board” at the end of his question in the assertion of priyi- 
lege, and I wish he would repeat that question. It was unclear to me. 

Mr. Moss. If you would, Mr. Roback. 

Mr. Ropack. I didn’t clarify the issue. I will restate the question, 

When you read the statement before the committee, Mr. Robertson, 
in effect you were asserting privilege against giving testimony, were 
you not ¢ 

Mr. Ropserrson. On the factual matters involving the Long Beach 
case only. 

Mr. Rowack. Then I ask which of those factual matters are legis. 
lative in character ¢ 

Mr. Rorrrrson. I don’t think there are any. 

Mr. Ropack. You don’t think that there are any ¢ 

Mr. Rorertrson. Well, there may be a legislative background, but 
I don’t think there is—I can’t think of any legislative angles to this 
case, 

Mr. Ropack. Are you trying to read the mind of the committee and 
trying to interpret its concept ‘of what might be legislative ¢ 

‘Mr. Roperrson. You asked me what I thought. 

Mr. Ropack. When you refuse to come and present testimony to 
the committee, you are assuming to interpret what the committee 
might ask you about the legisl: ative functions of the Board. 

Mr. Ropvertrson. I think in our opening statement we said the Board 
recognized the authority of Congress to inquire into the operations 
under existing laws, to make inquiry, and so forth, and accordingly 

the Board is prepared to cooperate with the committee to the full 
extent it may properly do so. 

Mr. Rorpack. You testified, and it was obvious to everybody, that 
you wouldn’t want to assert legislative privilege against the legisla- 
ture, would you? 

Mr. Rorertson. That doesn’t sound consistent to me, no. 

Mr. Rosack. Then is it not the case when you refused to give 
testimony, you were precluding the right of the committee to ask 
you questions on legislative matters 4 

Mr. Rosertrson. I don’t believe . is our intention to do that. 

Mr. Ropack. Are you putting a construction on what is in the mind 
of the committee ? 

Mr. Ropertrson. No, sir. 

Mr. Ropack. Then by not appearing before the committee, even on 
your own terms you are precluding the committee from asking you 
questions about the legislative functions of the Board. Doesn't that 
follow as the day the night? 

Mr. Ropertson. I beg your pardon ? 

Mr. Trevas. Mr. Moss, as I understood the Chair's ruling, Mr. Rob- 
ertson was not to be permitted the advice of counsel on matters involv 
ing other than constitutional 
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Mr. Moss. Will you identify yourself? 

Mr. Trevas. I am Mr. Trevas of the Office of the General Counsel. 
The purpose of the inquiry was stated very clearly and eloquently by 
the Chair, to get Mr. Robertson’s views concerning what he meant in 
this statement. 

I think when the interrogation goes beyond those lines and becomes 
badgering as to the witness’ reply, ‘and the attitudes of his mind which 
have nothing to do with what he had in mind when he approved this 
statement, L think it would be only fair of the Chair to consider a 
request that Mr. Robertson be allowed to seek the advice of counsel. 

Mr. Moss. Mr. ‘Trevas, has Mr. Robertson told me he regarded the 
questions as badgering? Why are you concerned so quick to jump in 
here when you are not on the st and? 

Mr. Robertson hasn’t told me he felt they were badgering. If he 
does, I certainly will consider his request. 

Mr. Trevas. I merely respectfully point out to you, sir, that Mr. 
Robertson is acting under the admonition of the chairman not to seek 
the advice of counsel except on a constitutional question. 

Mr. Moss. Do you have to seek advice of counsel to determine 
whether you feel you are being badgered? Did you seek the advice 
of counsel ? 

Mr. Trevas. I am a lawyer. 

Mr. Moss. What gives the lawyer a judgment of whether or not he 
is being badgered any more than it does any other intelligent indi- 
vidual ¢ 

Mr. Trevas. I was merely pointing out-——— 

Mr. Moss. I know when I am badgered, and I frequently am. 

Mr. Trevas. Mr. Chairman, I was merely making an observation 
that I thought the interrogator was going beyond the line set by the 
Chair. 

Mr. Moss. I will let the witness make his own protests, unless you 
feel there is a constitutional right involved, and then you tell me what 
it Is. 

Mr. Ronacx. Mr. Chairman, [ have reviewed the major points in 
the testimony. 

Mr. Moss. Those are all the questions you have ? 

Mr. Ropack. Yes. 

Mr. Moss. Mr. Scher has a couple of questions. 

Mr. WatuHAuser. May I ask who Mr. Scher is for the record ? 

Mr. Moss. Mr. Jacob Scher, a member of the legal staff of the House 
Committee on Government Operations. 

Mr. Scurr. Mr. Chairman, I am just going to ask a few questions, 
and on this I respectfully submit that Mr. Robertson ought to have 
advice of counsel. 

Mr. Moss. I certainly will yield to the request of committee coun- 
sel that Mr. Robertson be afforded the advice of counsel. 

Mr, Watiuavser. But you would not yield on the request of a mem- 
ber of the committee. 

Mr. Scurr. Well, I have a special reason for it, sir, and I will ex- 
plain that. 

Mr. Moss. Well, Mr. Wallhauser, I am not going to engage in acri- 
monious debate with vou. Whenever I rule, you may object, and you 
may appeal, and you may cite any authority to show that I have erred. 
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If you can’t, then I think there is little constructive to be served by 
your further—and I won’t use the term “badgering” the chairman, 

Mr. Scuer. Mr. Chairman, my reason for asking that he have the 
advice of counsel is that there may be constitutional questions involyed 
in my inquiry. 

Mr. Robertson, your statement of June 7, 1960, says that you are 
offering to the committee therefore in response to its request for jp. 
formation from you only two documents—that is, the Federal Home 
Loan Bank Board Order No. 13372 of April 19, 1960, appointing g 
supervisory representative in charge in the Long Beach case, and th 
Federal Home Loan Bank Board Resolution No. 13440 dated May 19, 
1960, providing for an administrative hearing. i 

Is that all the evidence you propose to provide the committee with 
at this hearing? 

Mr. Chairman, let the record show that Mr. Robertson is consult. 
ing with counsel and other members of the Board. 

Mr. Moss. The record will so show. 

Mr. Hatxianan. It may show he is consulting with counsel, not the 
other members of the Board. 

Mr. Scuer. That is correct. 

Mr. Rosertson. I think this is in accordance with the statement, it- 
self, that we offered Resolution No. 13512 appointing a hearing: eX: 
aminer. 

Mr. Screr. Then, Mr. Robertson, are those three resolutions the ex- 
tent of your offer of testimony ? 

Mr. Rosertson. No, on page 2 

Mr. Scuer. Will you let the record show Mr. Robertson is again 
consulting with counsel ? 

Mr. Moss. The record will so show. 

Mr. Rosertson. Well, we have said that we are willing to discuss 
any matters not dealing—any factual matters not dealing directly 
with the Long Beach case. 

Mr. Scuer. You then refuse to discuss any matters 

Mr. WatLHaAuser. Wait a minute, I think the witness wants to cor- 
rect that. 

Mr. Rorertson. The witness gets confused with the advice of coun- 
sel. [Laughter. ] 

Mr. Moss. I frequently share the same difficulty, Mr. Robertson. 

Mr. Horrman. And I would like to put on the record the further 
statement that the privilege does exist between the witness and his 
counsel, and he cannot by indirection be required to tell what counsel 
told him. 

Mr. Moss. Oh, I am so pleased to have that construction, Mr. Hof- 
man, it is most helpful to me. 

Mr. Horrman. The gentleman on your right nodded his head in 
agreement, and I assume he is your lawyer. 

Mr. Moss. He is our lawyer, Mr. Hoffman. 

Mr. Horrman. Not mine. 

Mr. Moss. He is yours if you want him. 

Mr. Ropertson. I am going to disregard the legal angles, and say 
that our reservation in connection with this case is only to do with 
the facts involved, to later be judged in the Long Beach case. Any- 
thing else we should be glad to talk about. 
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Mr. Moss. Well, the Chair should perhaps advise counsel ti 
the Chair expects to develop fully on the record the area of coopera- 
tion of the Board a little later on, because the Chair intends to inter 
rogate the Board on the matters which it was instructed to hold 
hearings on, and then on a point-by-point basis we can examine the 
jimits of the Board’s willingness to cooperate, or their desire to 
invoke privilege. I want this to be a very complete record. 

Mr. Scuer. Do I understand, Mr. Robertson, then, that you refuse 
to discuss any matters involved in the emergency seizure following 
theorder of April 19 under the judicial privilege? _ 

Mr. Stoane. Would you read the question, please ? 

(The question was read. ) 

Mr. Creicuton. Did you say “operations of the association involved 
after the seizure” ? 

Mr. Moss. No; we want this to cut off at the seizure. 

Mr. Hourrerp. Mr. Chairman, I suggest that the question be read 
again, and I also suggest that if these gentlemen are going to continue 
to interject their comments, that they also be placed under oath. 

Mr. Moss. Well, of course, I am going to try to be rather liberal 
in permitting counsel to advise the Chairman at this point. 

Mr. Cretcuton. I really didn’t understand the question. 

Mr. Moss. Would you read it again ? 

(The question was reread. ) 

Mr. Scuer. Mr. Chairman, may the record show that there is an- 
other conference ? 

Mr. Moss. The record will so show. 

Will you undertake clarification of the question, Mr. Scher? 

Mr. Creicuron. Would you clarify your question, counsel ? 

Mr. Moss. Well, let’s determine whether the question is clear to Mr. 
Robertson. 

Mr. Ronertson. I think it is clear. The only thing we don’t want to 
testify on is the matters embraced in the charges which will be merged 
in the administrative hearing on which we must act in a judicial ca- 
pacity. Now, those are the only things that we don’t want to testify on. 

Mr. Scuer. Mr. Robertson, are there other things involved in the 
seizure order which are not involved in the upcoming hearing? 

Mr. Rozertson. No. 

Mr. Scuer. Isn’t it true that the seizure order was under an emer- 
gency, whereas the hearing is not an emergency hearing? 

Mr. Ropertson. Yes; that is true. 

Mr. Scurr. Then there were other matters involved in the emer- 
gency seizure that are not pertinent to the hearing ? 

Mr. Roserrson. No; I think not. 

Mr. Scuer. Let the record show, Mr. Chairman, that there is con- 
sultation with counsel. 

Mr. Rozerrson. Counsel tells me the same thing which I have said 
before, which I think I understand, that the charges for the emergency 
are merged in the hearing for the appointment of a conservator. 

_ Mr. Moss. Is the issue of emergency involved in the June 27 hear- 
ing? Is the issue of emergency— 

Mr. Scuer. Mr. Chairman, will the record show there is consulta- 
tion again ? 

Mr. Moss. The record will so show. 
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Mr. Horrman. Mr. Chairman, could we shorten that by showing, 
if counsel is willing, that the witness is continually ¢ sulting? 

Mr. Scuer. At every question. 

Mr. Roserrson. I am trying, so far as I can, to avoid—not to avoid, 
but the technical part of this. The same charges, not the identical 
ones, but the charges for the appointment of a conservator include all 
of the charges that were made for the appointment of a supervisory 
representative in charge. 

Mr. Moss. You w ill receive evidence at the June 27 hearing, not on 
the question of appointing a supervisor in charge under emergency 
conditions, but rather upon the need to appoint a conservator for g 
further period ? 

Mr. Harianwan. Since counsel stated this involves constitutional 
and possibly other legal matters, wouldn’t the question be better di- 
rected to counsel for the Board, because I believe this is the area in 
which the question is directed ¢ 

Mr. Hottrretp. Counsel did not say it involved constitutional ques. 
tions—he said it may involve constitutional questions, and therefore 
with a supercaution—— 

Mr. Moss. I may be willing to grant you your request, but let me 
first get this straight. Is the Board the responsible body for the 
actions taken ? 

Mr. Rosertson. Is it? 

Mr. Moss. Yes. 

Mr. Ropertson. Yes. 

Mr. Moss. Counsel is not. 

Mr. Hotirrecp. Let’s get the answer—— 

Mr. Moss. If counsel is responsible, Mr. Hallahan. 

Mr. Hauianan. The Board does not act in a vacuum, as the chair- 
man well realizes. 

Mr. Moss. I certainly hope not. 

Mr. Hourrrerp. Mr. Chairman, I want the record reread on the 
answer of Mr. Robertson, and then I would like to have the gentleman 
in the brown suit identify himself. So far as I know, he hasn't 
been identified for the benefit of the committee, after the reporter 
gives us the answer. 

Mr. Moss. You will have to correct your color, it is a gray suit. 

Mr. Hatianan. I am color blind, too. My name is William J, 
Hallahan, a member of the Board. 

Mr. Moss. Now, the Chair doesn’t want to be arbitrary, Mr. Halla 
han, but I think it is a fair position. 

Mr. Scuer. May I explain our position on this? Mr. Robertson 
has claimed a privilege. A privilege is a highly exceptional and per- 
sonal matter in almost every case. He claimed the privilege against 
testifying. It is therefore his claim of privilege, and therefore there 
is no reason at all why anyone else should claim his privilege for him 
or explain it for him; and, because it is a claim of privilege, we are 
permitting him to consult with counsel, but certainly counsel could 
not answer for him on a claim of privilege. 

Mr. Hatnanan. No; I merely thought that counsel could mor 
adeptly explain to the committee the basis upon which the privilege 
lies, which I assume is the real answer desired. 
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Mr. Moss. We don’t want to be adept here; we merely want to be 
factual. 

Mr. Hatianan. I used the word “adept” in a factual sense. 

Mr. Moss. You may proceed, Mr. Scher. 

Mr. Scuer. Will the reporter please reread the last answer of Mr. 
Robertson to my last question / 

(The record was read.) 

Mr. Scuer. Mr. Robertson, is there any scintilla of evidence, any 
minute evidence involved in the seizure that will not be pertinent to 
the hearing ¢ 

Mr. Roserrson. I think not. 

Mr. Scuer. Does the hearing involve your decision that there was 
an emergency ¢ 

Mr. Rozertson. I don’t know that it involves the decision. 

Mr. Scuer. Well, then, there is a difference, isn’t there, Mr. Robert- 
son ¢ 

Mr. Ropertson. There may be a technical difference; but, as I have 
tried to Say SO many times before, this whole thing, the emergency 
aspects of it, and the nonemergency, if that is what you want to call 
it, are all merged in the one proble m. 

Mr. Scorer. Now how completely merged—let me ask you this, sir. 
You had an alternative of one of two choices. You could have acted 
inan emergency matter, or you could have set it down for hearing for 
the appointment of a receiver or conservator, right ? 

Mr. Roserrson. Yes. 

Mr. Scurr. You chose the former rather than the latter, is that 
correct ¢ 

Mr. Ropertson. Yes. 

Mr. Scuer. Aren’t there bits of evidence, let’s say minutia of evi- 
dence involved in the former that are not concerned in the latter, be- 
cause you made your choice of the former, is that correct ? 

Mr. Rosertson. I think not. 

Mr. Scuer. Then why didn’t you choose the latter method, that is by 
setting it down for hearing rather than by acting as an emergency 
matter ¢ 

Mr. Roperrson. Because we thought that the circumstances of an 
emergency existed. 

Mr. Scuer. But there is a difference, isn’t there? You had to make 
a choice. 

Mr. Ropertson. And we made it. 

Mr. Scorer. You made it because there must have been a difference ? 

Mr. Rosertson. We made it because in our opinion an emergency 
existed. 


Mr. Scurer. Then the emergency situation is different from the 
hearing situation ? 


Mr. Rosewrson. Not the factual matters. 


Mr. Scuer. But, Mr. Robertson, you decided that it demanded emer- 
gency treatment. 


Mr. Rozertson. Yes. 


Mr. Scuer. Mr. Chairman, let the record show that there is con- 
sultation. 


Mr. Rozerrson. I might add that decision was based on the facts 
as we understood them. 
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Mr. Scuer. But I ask you, sir, why didn’t you set it down for hear. 
ing rather than act in an emergency manner? 

Mr. Roserrson. Because we felt acting in the emergency manner 
was the better way to handle it. 

Mr. Scuer. Therefore, that was different from the reason for set. 
ting it down for hearing? 

Mr. Moss. The choice—and I think you may want to clarify this 
point—your statement was, Mr. Robertson, that you felt that it wag 
the better way to handle it. 

As I understand the law which grants you the discretion, it is not 
to seek the better means, but the emergency powers are there when they 
are required. 

Mr. Rosertson. Well, perhaps I didn’t use the right word. We 
thought it right, the right thing to do. 

Mr. Moss. Well, did you feel that there was at that moment an 
emergency situation ? 

Mr. Ropertson. Yes. 

Mr. Moss. Was the institution insolvent ? 

Mr. Rosertson. That question involves the factual matters that ar 
involved in the administrative proceeding. 

Mr. Sc HER. Didn’t Mr. Robertson give notice to that effect, Mr, 
Chairman, in the seizure ? 

What did your order say? 

Mr. Rosertson. Well, the order is here. I don’t remember. I can 
read it. 

Mr. Scuer. The order, 13372. 

Mr. Smirn. Mr. Chairman, I suggest that perhaps the witness 
could state whether or not he personally thought it was insolvent 
rather than as a matter of fact it was. 

Mr. Moss. That is all I want. He is here testifying to his personal 
view. 

Mr. Rosertson. Well, I think the charge speaks for itself. 

Mr. Moss. Did you charge that it was insolvent ? 

Mr. Rosertson. No. 

Mr. Moss. Then it doesn’t speak, does it, Mr. Robertson ? 

Mr. Rosertson. Well, where is the order—I will read it. 

Mr. Moss. I wasn’t reviewing the charges. I asked you if you 
thought the institution was insolvent. 

Mr. Scuer. Again, Mr. Chairman, there is consultation, let the 
record show. 

Mr. Harianan. With counsel. 

Mr. Rozertrson. We said in the order on page 2, said association's 
books and records fail to reflect its true financial condition, and the 
Board is unable to ascertain therefrom whether its assets are more 
or less than its obligations to its creditors and others, including its 
members. 

Mr. Moss. When did the Board audit the institution ? ; 

Mr. Stoane. Excuse me. By “audit,” do you mean examination, 
sir? 

Mr. Moss. An examination of the books. 

Mr. Stoane. You mean “examination,” not “audit”? 

Mr. Moss. How do you determine the state of the books without a 
audit ? 
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Mr. Rosertson. I can answer your question. An examination was 
sarted I think on the 5th of January, if I remember the date. 

Mr. Moss. And when was it completed ? 

Mr. Rosertson. It isn’t complete yet. 

Mr. Scuer. What did that audit show? 

Mr. Rosertson. Those are factual matters that we don’t want to 
discuss. 

Mr. Scuer. Mr. Chairman, I submit that when a witness proceeds 
on a line of replies to a specific question, he thereafter can’t enjoin 
any privilege. He has already answered that he has made an audit, 
and we have a right to request the results of that audit. 

Mr. Stoane. I submit that he has not stated he has made an 
audit, sir, and I suggest that he stated the examination was still 
in progress, sir. 

Mr. Moss. Well, we are going to go into that with thoroughness. 

Mr. Horrman. Mr. Chairman, there is a further objection for the 
record that you can’t impeach your own witness. You called him. 

Mr. Houtrrecp. Mr. Chairman. 

Mr. Moss. The question of audit, you say that you started an 
examination in January, or an audit in January. 

Mr. Rosertson. That is right. 

Mr. Moss. On the 5th day of January? 

Mr. Ropertson. Yes. 

Mr. Moss. And did you continue a crew at the bank for the ex- 
amination of its records? 

Mr. Scuer. Will the record show, please, that there is consultation 
with counsel. 

Mr. Rornertson. On advice of counsel, I claim privilege on that 
point. 

Mr. Houirrerp. Mr. Chairman—— 

Mr. Moss. Let me get this clear. I have asked you if you started 


an audit or an examination on the 5th of January, and you have 
told me that you did. 


Mr. Rozertson. Right. 

Mr. Moss. You have further told me that it was not as yet com- 
plete. I then asked you if you have had men in the institution in 
the intervening period undertaking an active examination of these 
books ¢ 

Mr. Stoanr. The obvious purpose, it seems to me, of counsel’s 
line of questions 

Mr. Moss. I am asking these questions, and I am not going to permit 
you to address the Chair again. Do it through your witness. 

Mr. Stoanr. Yes, sir. 


Mr. Scuer. Will the record please show that there is consultation 
between the witness and his counsel. 

Mr. Horrman. And also show, Mr. Chairman, that the question 
asked by counsel has not yet been answered, and it is a different ques- 
tion, isn’t that right, counsel ? 

Mr. Roperrson. It appears that counsel’s questions are intended 
or are directed in such a way as to—— 

Mr. Moss. Let us refer to the question of the Chair. I am now 
asking the questions, and I have asked you a question. 
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Mr. Ropertson. Well, I feel that that is a matter on which we 
should claim privilege. 

Mr. Moss. Do you mean to tell me that you are claiming a judicia] 
privilege against telling me a matter purely of administrative detail, 
whether you had men from a federally tax-supported institution in 
an institution under your supervisory care, under your supervisory 
jurisdiction, for a period of “X” number of months commenc ing the 
5th day of January 1960? 

Now I point out to you that the Reorganization Act of 1946 gives 
to the Committee on Government Operations the statutory authority 
to inquire into the economy and efliciency of operation. I want to 
know how many men you have had there, how long they have been 
there, and whether or not they have been able to complet > an audit, 

I think that that is most pertinent. to whether or not you are an 
efficient and an economic organization. 

Mr. Cretcuton. Mr. Chairman, may I make one _ statement, 
please ? 

Mr. Moss. No, you may address yourself to the Chairman of your 
Board, and he may seek your advice. I don’t want it. 

Mr. Scruer. Mr. Chairman, will the record show there is con- 
sultation with counsel. 

Mr. Hartianan. Mr. Chairman, may I make a statement with 
respect to the question ? 

Mr. Moss. Mr. Hallahan, shortly we will place you under oath and 
permit you to testify. 

Mr. Hatiawan. I meant at this time with respect to the questions 
pending. 

Mr. Moss. Oh, I don’t know. I think I will deal with the Chair 
man at this point. This is an administrative matter, purely and 
simply. 

Mr. Horrman. Mr. Chairman, may I make a comment? 

Mr. Moss. Certainly, Mr. Hoffman. 

Mr. Horrman. I think the present question is proper, but counsel 
vdvised the witness not to answer the question asked by counsel. 

Mr. Moss. I clarified to the witness the fact that my question was 
my own, and that I was expecting him to reply to that question. 

Mr. Horrman. And not to any other. 

Mr. Moss. I am pressing him at this moment on the question 
addressed to him by the Chair. 

Mr. Scuer. Mr. Chairman, will the record show, please, that the 
consultation is continuing ¢ 

Mr. Moss. The record will so show. 

Mr. Rorertson. Well, your counsel, Mr. Chairman, said that when 
we discuss in any manner the audit that we in effect waive our 
privilege. 

Mr. Moss. You have discussed it. 

Mr. Rogerrson. Your counsel. 

Mr. Moss. I am not asking you about the audit, but about the man- 
power you employed. . 

Mr. Houtrrerp. I think this ought to be clarified, Mr. Chairman. 
The statement Mr. Robertson made about our counsel’s statement 5 
strange to me. I did not get that impression. 

Mr. Moss. Well, I am going to pursue now my question of Mr. 
Robertson. 
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Mr. Cretcutoy. Might we have the question of counsel ? 

Mr. Moss. No, I have asked a question, and I want answers. 

Mr. Ropertson. Will you read the question ? 

Mr. Moss. I will repeat the question. 

Mr. Roper _ All right. 

Mr. Moss. I asked you if you have had an audit or an examination 
commenced at the institution on the 5th day of January, whether or 
not you have had personnel actively undert: aking that audit or exami- 
nation in the intervening per lod ? 

Mr. Rosnerrson. The answer is “ Yes.” 

Mr. Moss. How many? 

Mr. Ropertson. I can’t answer tha 

Mr. Moss. Can you secure that answer for the committee ? 

Mr. Rovertson. Yes. 

Mr. Moss. The names, the grades, the background of each of the ex- 
aminers you have had in that institution, the number of hours they 
have spent there, the days that they have worked there. I want to 
know whether you people are doing a good workmanlike job on these 
examinations. I want the cost of those men tothe Board. 

Mr. Rozsertrson. That information will be furnished. 

(The following information was supplied. ) 

JULY 12, 1960. 

The regular supervisory examination of the association was commenced on 
January 25, 1960, by Examiner Lewis C. Harrington and 27 assisting examiners. 
As is customary in all examinations, once effective examining control had been 
established, the size of the examining crew was reduced. On January 26, 1960 
there were 17 men engaged in conducting this examination, on January 27, 1960 
there were 13 examiners and on February 1, 1960 there were 11 examiners, which 
number remained fairly constant until March 1, 1960, when further releases re- 
duced the crew to 6 examiners. 

Attached are schedules setting forth the requested information concerning 
the examiners assigned to the January 25, 1960, supervisory examination. 
Schedule 1 shows the names of the examiners, their present grades and annual 
salaries, and the dates and total hours each has worked on the examination. 
Wherever dates have been grouped on this schedule, such dates are inclusive. 
Information submitted covers the period down to and including June 12, 1960. 

Schedule 2, attached, shows the full names of the examiners, their ages, po- 
sition titles, present grades and annual Salaries, educational backgrounds, pre- 
vious experience, and the number of years each has been on the staff of the 
Examining Division of the Board. Since all of the individuals listed are high 
school graduates, the summary of education shows only that which was subse- 
quent to high school. 

Examining services are charged to the association at the current $52 per day 
fee rate (applicable to all associations), which rate is calculated to include not 
only all direct costs such as salaries and travel expenses, but also all overhead 
costs not directly attributable to specific examinations. The cost to the Board, 
based on this fee rate of $52 per day per man, or $6.50 per hour, of the total of 


4636 hours spent on this examination would therefore be $30,134 through June 
12, 1960. 
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Mr. Moss. <All right, Dr. Scher, you may proceed with your line of 
questions. 

Mr. Hotitrmip. Mr. Chairman, if I may be recognized for 
moment. 

Mr. Moss. Mr. Holifield. 

Mr. Houiriecp. Mr. Robertson, will you please read from one of the 
charges in regard to the financial situation of the institution, which 
you read heretofore, so I might have it fresh in my mind? 

Mr. Ropertson (reading :) 

Said association’s books and records fail to reflect its true financial conditioy 
and the Board is unable to ascertain therefrom whether its assets are more op 
less than its obligations to its creditors and others, including its members, 

Mr. Houtrrecp. Now, Mr. Robertson, I ask you if that was an emer. 
gency condition ? Is this one of the points that caused y« ou to declare 
an emergency ‘ 

Mr. Rosertson. That is a question I think on which we must say js 
involved in the charges in the administrative proceeding and we must 
respectfully decline to answer. 

Mr. Howutrrerp. But, Mr. Robertson, you read that particular mat- 
ter into the record. I didn’t ask for it, you read it into the record 
originally. You must have had some purpose in reading it into the 
record. 

Mr. Roeverrson. But whether or not that is the case is a matter 
to be determined in the administrative hearing. 

Mr. Houtrrevp. Well, now, ask you further, is there any departure 
from the condition that the books of this institution have been In since 
it was returned to the original Board in 1948? 

Mr. Rosertson. That is another questions that is involved in the 
charges that we can’t answer. 

Mr. Hottrrevp. As a matter of fact, has there been any examiner's 
report of the Federal Home Loan Bank Board in the intervening 1 
years or 14 years since the institution was returned to its owners, which 
had a sound basis of financial accounting upon which you could make 
this decision ? 

Mr. Roserrson. I think we have to claim privilege on that. 

Mr. Houtrtecp. Is it not true that the accounting for the assets of 
the institution which was called for by a Federal court has never been 
made to the satisfaction of the court, and therefore neither the Home 
Loan Bank Board nor the directors of the association have ever been 
able tostart their accounting with a firm base of facts ? 

Mr. Rosertson. I don’t know. 

Mr. Houirietp. Would you like to consult counsel and obtain an 
answer on that ? 

Mr. Roserrson. I don’t think that would do me any good. 

Mr. Houirretp. You don’t? Well, we will have counsel on later, 
and we will ask counsel that question later, because you have advanced 
thin mentteddar part as a defense of your seizure of this institution and 
a defense in regard to the charge of insolvency or the question of 
insolvency. 

Mr. Moss. May I suggest to the gentleman that he use the term 
“clarification.” We are not here to have anything defended, but an 
explanation of, or clarification of, for we have no defendant before us. 
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Mr. Horirreip. Well, I said that the gentleman used the particular 
matter as a defense; possibly I should have said as a rebuttal, or as 
an answer to Mr. Scher’s question in regard to the financial condition 
of the institution. 

Mr. Smrru. Mr. Chairman, could I ask one question ? 

Mr. Moss. Certainly. 

Mr. Smirn. It is not clear to me, Mr. Robertson, if you have not 
completed your examination, how you know that the association’s 
books fail to reflect its true financial condition. 

Mr. Ropertson. It is awfully hard to say why you don’t know some- 
thing, but again all of these questions are involved in this administra- 
tive hearing. 

Mr. Smit. Well, if you haven’t completed the examination, then 
you in fact don’t know whether or not they reflect its true financial 
condition ; isn’t that true? 

Mr. Rorerrson. I think we will have to stand on our privilege on 
that. 

Mr. Moss. You will have to explain in detail for the Chair, for 
the record of this committee, the exact and precise application of that 
privilege to this question. We are not going to recognize the invoking 
of any blanket privilege. If you are going to resort here to what I 
regard as an administrative fifth amendment, then you will be as 
precise as any other witness before any other committee who claims 
the constitutional fifth amendment. 

Mr. Roperrson. Let me consult with counsel on that. 

Mr. Screr. Will the record show that there is consultation, Mr. 
Chairman. 

Mr. Roperrson. Mr. Chairman, the questions—that question in- 
volves the factual matters which are involved in the charges in the 
pending administrative hearing, and we must respectfully decline to 
answer for the reasons set forth in the statement. 

Mr. Moss. Let me point out that that question of whether or not an 
audit was completed involves a simple fact of the performance of the 
duties of your auditing staff which you have told me entered the 
institution, and a number of them spent some considerable time there. 

Now, they either completed their work and made an audit and re- 
ported to you, or they did not so complete their work and make an 
audit. I submit that that is in no way a matter of judicial nature, 
that it is a matter which is quite properly before the committee and 
within the scope of the committee’s right of inquiry. 

Mr. Cretientron. Mr. Chairman, are you restating the question ? 

Mr. Moss. I am not restating the question. Mr. Smith asked if an 
audit had been completed. You have testified that an audit was made 
or Was in progress, and we have a right to know whether or not it was 
completed. 

Mr. WatiHauser. I don’t believe the record shows that that was 
Mr. Smith’s question. 

Mr. Moss. Mr. Smith is best able to challenge the Chair on the 
accuracies of the Chair’s statement of Mr. Smith’s question. 

Mr. Wattnauser. That is not my recollection. 

Mr. Smrrn. Mr. Robertson had read item 8 to the effect that the 
association’s books and records failed to reflect its true financial condi- 
tion, and prior to that time it was my understanding that he had said 

| that the examination was not completed, so my question was: If your 
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examination has not been completed, how do you know in fact that 
the association’s books and records fail to reflect its true financial 
condition / 

Mr. Roserrson. That is—our answer to that is that that question 
involves the factual matters involved in the charges in the pending 
administrative proceeding, and I must respectfully decline to answer 
for the reasons set forth in the statement. 

Mr. Moss. Now, Mr. Robertson, I ask you did your auditors during 
this period of X number of months and days complete an audit or an 
examination of the books and records of this institution / 

Mr. Creiguron. What isthe X ? 

Mr. Moss. You haven't clarified for me the number of days they 
were there. I am using X as the symbol for the number of days they 
spent in the institution. . ; 

Mr. Crerguron. Do I understand the chairman’s question is, is the 
examination which was started on June 25 

Mr. Hourrirevp. January 5 

Mr. Moss. It was completed prior to the issuance of the order 
13372? 

Mr. Rozerrson. The answer is “No,” and I think I said that earlier, 

Mr. Moss. Was not completed, they had not filed then with Vou 
an audit 

Now, then, I am interested in how you have ascertained from this 
nonexistent audit that the books of the institution fail to reflect ; 
true finan ial condition, and the Board is unable to a certain t here- 


from whether its assets are more or less than its obligations to the 


creditors al d others including its mem! ers, and ] subm se Mr. Robert: 
son, that with your background you know as fully as I that that 
determination can only be made from an audit. 

Now, you have made the determination. Did you have an audit 
reflect ing those facts / 

Mr. Ropertson. Mr. Chairman, I can’t answer that question 
gE 


Mr. Moss. Will you please relate precisely the judicial nature of this 


quest! ion ? 

Mr. Rozerrson. The question involves the factual matters involved 
in the charges in the pending administrative proceeding, and I must 
respectfully decline to answer for the reasons set forth in the state 
ment. 

Mr. Moss. Have your auditors filed a report with you { 

Mr. Roperrson. The same answer. 

Mr. Moss. No, I am not cong to accept that answer. You have 
had these men working at the expense of this Government, and they 
either did a job or they didn’t do a job. You told me they were 
working. Now, I want to know whether they completed their job, 
and I direct now that you answer that question. 

Mr. Ropertson. I said earlier and repeated that they have no 
completely finished their job. 

Mr. Moss. Then they did not file with you a statement of the finan: 
cial condition of the institution? Now, you either cone ‘lude an audi 
or you don’t conclude an audit, and that is a fact, and it is nota judi 
cial fact. I want to know whether they concluded an audit. 
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Mr. Horrman. They don’t have to see all of snake to know it is a 
snake, 

Mr. Moss. Well, Mr. Hoffman, you are probably more familiar with 
that fact than I am. 

Mr. Scuer. Mr. Chairman, may the record show that there is an- 
other consultation with counsel / 

Mr. Moss. The record will so show. 

Mr. ROBERTSON. Wi Hl. a | said, the examination Was started on 
such date, W hich I think is correct. 

Mr. Moss. January 5. 

Mr. Roverrson. That it is not fully completed, and that a final re- 
port has not been made. I did not say—— 

Mr. Moss. Now, then, was a preliminary report made? 

Mr. Roperrson. Yes. 

Mr. Moss. A preliminary report from the auditors or the examiners 
of the Board was made to the Board, and this preliminary report shows 
that the books and the records of the association failed to correctly 
reflect the true condition of the association. Is that your testimony ¢ 

Mr. Rosertson. That was one of the charges. 

Mr. Moss. Is that your testimony ¢ 

Mr. Rosnerrson, ‘The factual matter as to whether or not they reflect 
the true financial condition of the association is something that will 
have to be developed at the administrative hearing. 

Mr. Moss. Oh, you have made that determination. You read this 
into the record for ne, you said that was the case, [ am asking you 
if it iS on the basis of an audit report, preliminary or final, on which 
you made this determination ? 

' Mr. Roserrson. The information which has been developed is what 
will be the subject of the administrative hearing. 

Mr. Moss. Now, how many audit reports has the Board received on 
this institution in the last 14 years / 

Mr. Rosertrson. That I can’t answer. 

Mr. Houirrevp. I ask that they be given permission to supply that 
information to the committee. 

Mr. Moss. Have you received prey ious audit reports? 

Mr. Ropertrson. Yes. 

Mr. Moss. Did these previous audit reports reflect a condition dif- 
ferent, materially or substantively, than the condition reflected in the 
audit report which was supplied you in 


+ ° 
} 


this instance? 

Mr. Houirieip, Let the record show that counsel is pointing out a 
typed answer to the witness. 

Mr. Rorerrson. Well, it would have to be the same answer in each 
case, 

Mr. Moss. Well, I want you to relate, and I will permit you to seek 
counsel, to relate here the judicial nature of the question, the precise 
judicial nature of the question involved in asking you whether or not 
previous audit reports reflected a condition substantively or materially 
different than that which was before us as a result of the current 
audit. 

Mr. Rosertson. It is our opinion that the factual matters in those 
audit reports, past, present, and the developments that may have 
taken place in the intervals are matters to be considered or may be 
matters that would be considered at the administrative hearing. 
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Mr. Moss. I don’t want it to be “may be,’ I want it related to 
the 

Mr. Rosertrson. All right, it will be. 

Mr. Moss. The audit report preceding the one upon which the 
Board acted—did that audit report correctly reflect its true financial 
condition, and permit the Board to ascertain therefrom whether its 
assets were more or less than its obligations to its creditors and others, 
including its members 4 

Now, let me point out to you that I am asking you about the prey- 
ious audit report which is not a part of any of your hearings, so don't 
pull privilege on me on that one. 

Mr. Rozertrson. Mr. Chairman, aside from the legal aspects of this, 
what happens to any business, or any association in intervals is q 
very important matter to be considered. 

Mr. Moss. That isn’t what I asked you. I asked you if the prev- 
ious audit correctly reflected the condition of the institution? 

Mr. Scuer. Mr. Chairman, may the record show there is con- 
sultation again with counsel. 

Mr. Roserrson. I wish you would state your question again, Mr, 
Chairman. 

Mr. Moss. I asked you if the previous audit—the previous audit— 
correctly reflected—— 

Mr. Rozerrson. That I think is a matter which will have to be de- 
termined at the administrative hearing. 

Mr. Moss. That is not a matter which has to be determined at the 
administrative hearing, it is a matter I am asking you about at this 
time. 

Mr. Rorertson. Well, in our opinion, it is one. 

Mr. Moss. In your opinion, it is what ? 

Mr. Rosertson. That the financial condition reflected by the prey- 
ious examination reports will have to be considered in the administre- 
tive oe 

Mr. Moss. What date did you return the association to its man- 
aa ¢ 

Mr. Rozertrson. It was returned in, I think, 1946. 

Mr. Moss. In 1946, and—— 

Mr. Rosertson. No, 1948, I am corrected. 

Mr. Moss. And you then made an audit of the institution and ex- 
amined it? 

Mr. Rosertson. That I can’t tell you. 

Mr. Moss. Oh, you must be able to tell me whether you make audits 
of institutions. 

Do you do it routinely ? 

Mr. Hatzuanan. I think there is a court order enjoining the Board 
from making an audit for 2 or 3 years, Mr. Chairman. 

Mr. Moss. Well, let’s take the first audit after you returned the 
institution, the first audit, and I don’t care whether it occurred within 
1 year, 2 years, or 10 years—the first one after it was returned to its 
management, under court order. 

Mr. Rosertson. And your question, please ? 

Mr. Moss. You had an audit then. Did that audit correctly reflect 
the condition of the institution ? 
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Mr. Roserrson. Well, as a practical matter I don’t know, because 
[ was not there until 10 years afterward. ; 

Mr. Moss. Well, you have had this case under review for a long 
time. { ; 

Mr. Watiuauser. Mr. Chairman, may I ask as to the hour of 
adjournment so that I may know what time you plan— 

Mr. Moss. When we get some sort of responsive answer from these 
witnesses. 

Mr. WatiHAuser. Can we fix a definite time? 

Mr. Moss. If you can tell me when I am going to get an answer. 

Mr. Rosertrson. I will do my best to give you an answer, sir. 

Mr. Cretcuron. Do you want to know, Mr. Chairman, when the 
first accounting was filed, or first audit was made of the associa- 
tion—— 

Mr. Moss. No, sir, 1 do not. I merely want to know if that account- 
ing or audit showed the true financial condition of this institution. 
You people have supervisory jurisdiction. — 

Mr. Ropertson. That, Mr. Chairman, is one of the issues in this 
roblem. 

Mr. Moss. Oh, no, it is not. I am not talking about the appoint- 
ment of a conservator, | am talking about your emergency action— 
emergency, not routine. 

Mr. Roperrson. Well, not only does counsel—— 

Mr. Moss. I want your answer. 

Mr. Rozerrson. Not only counsel, but in my opinion, as a practical 
matter, that is involved in the administrative hearing on this case. 

Mr. Moss. This committee has been instructed by the House Com- 
mittee on Government Operations to inquire into the recent action 
of your Board concerning the Long Beach Federal Savings and Loan 
Association, and into such other matters concerning the functions, 
powers, and duties of the Federal Home Loan Bank Board and the 
Federal Savings and Loan Insurance Corporation as the subeommittee 
deems necessary and relevant. 

The subcommittee does feel that it is quite relevant as to whether 
or not an audit made a number of years ago and brought to the 
Board’s attention was an audit correctly reflecting the condition of 
the institution here a subject of inquiry, and the chairman therefore 
directs that you answer that question. 

Mr. Rozertson. I can’t answer it, sir. 

Mr. Moss. The chairman then directs you to supply the answer 
tothis committee as quickly as it can be obtained. 

Mr. WatiHavuser. Off the record, Mr. Chairman. 

Mr. Moss. Just a minute, hold on until 

Mr. WatituaAuser There is a quorum call. 

Mr. Moss. You can go if you want. This committee has statutory 
authority to sit when the House is in session or not. When I get 
this—you have taken time enough for me to get the answer, now, and 
Tam going to get it. 

Now, are you going to supply that information I have requested and 
directed that you supply to this committee ? 

Mr. Rosertrson. I must take the same position that that question—— 

Mr. Moss. I want you to precisely relate your position and to cite 
authority in point, at this point. You are refusing a committee of 
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the Congress of the United States, and that is a very serious refusal, 
on a matter within its legislative jurisdiction. I was not. directed to 
sit as chairman of this committee to face this sort of action, and I want 
an answer. I am not ready yet to turn this Government over to q 
bunch of bureaucrats. 

Mr. Roserrson. Well, we take the position, Mr. Chairman, that 
that involves—— 

Mr. Moss. Can you give me your precise citations in point? 

Mr. Roserrson. Well, for the reasons contained in our statement. 

Mr. Moss. That is not a citation in point. I want citations in point, 
Now, you give them to me. 

Mr. Rogrertrson. I can’t give them to you. 

Mr. Moss. You are claiming the privilege, and it is a personal mat- 
ter, and I therefore expect and direct that you give me the citations 
in point. 

Mr. Rosertrson. I will have to stand by the citations in the state- 
ment. 

Mr. Moss. You can’t stand by them. I am demanding for this 
record, at this moment, a citation In point for the priy ilege you are 
claiming, and I want it. 

Mr. Ropserrson. I can’t give it to you. As I say, I will stand by my 
statement. 

Mr. Moss. You are claiming a judic ial privilege, and this is not a 
judicial matter—it is an administrative matter. You received a state- 
ment, and that is within the province of your regulatory responsibil- 
ities. Those are quasi-legislative, not quasi-judicial, and you have re- 
sponded in detail on this matter, sir, and your counsel is going to be 
hard pressed to find a precedent to support this refusal. 

Mr. Ropvertrson. Well, all I can do, Mr. Chairman, is stand on the 
statement. 

Mr. Moss. This committee will now recess until 2:30 this afternoon. 
You will be back on this witness stand, and we must have at that point 
a citation in point on this refusal, and I suggest, sir, that you be pre- 
pared to offer citations in point for the refusals which will inevitably 
follow. 

(Whereupon, at 12:23 p.m., the subcommittee recessed until 2:30 
p.m., the same day. ) 


AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 

I want to apologize for the delay in resuming the hearings. There 
was business on the floor of the House which required the presence of 
the members of the committee on the floor. 
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FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. 
DIXON, BOARD MEMBER; WILLIAM J. HALLAHAN, BOARD MEM- 
BER; THOMAS H. CREIGHTON, JR., GENERAL COUNSEL; EDWARD 
E. SLOANE AND SIMON H. TREVAS, ATTORNEY-ADVISERS; JOHN 
M. WYMAN, DIRECTOR, DIVISION OF SUPERVISION; AND LAW- 
RENCE M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF EX- 
AMINATION 


Mr. Moss. Mr. Chairman, at the time of our recess I asked that you 
come back and relate specifically the nature of the privilege you in- 
roked against the last question I asked you, which question hs 1d to do 
with the first audit following the return of the bank to its management 
under order of the court, and I asked whether that audit correctly 
reflected the condition of the inst itut ion. 

Mr. Rosertson. Mr. Chairman, that question involves factual mat- 
ters which in my opinion may be involved in the charges in the pend- 
ing administr: ative proc eeding, and I must respectfully decline to 
answer for the reasons set forth in the statement. 

Mr. Moss. And you refuse to be more specific in citing on this issue 
thenature of your claim of privilege ¢ 

Mr. Rovertson. These are citations on which we stand. 

Mr. Moss. All right, now, will you relate those citations to this claim 
of privilege? You have cited them—now apply them. 

Mr. Ronerrson. Mr. Chairman, we rely on all the citations set 
forth in this statement. 

Mr. Moss. You rely on the citation that goes to legislative action, 
orare you invoking legislative privilege / 

Mr. Rosertson. Weare invoking judicial privilege. 

Mr. Moss. Will you cite the citations which apply to the question of 
judicial privilege / 

Mr. Scuer. Mr. Chairman, let the record show that the witness is 
being assisted by counsel. 

Mr. Moss. T he rec ‘ord will so show. 

Mr. Rosertson. Mr. Chairman, all of the citations to which we re- 
fer are in our statement, and we stand on it. 

Mr. Moss. I didn’t ask you about your statement. I asked you to 
_ ate to me which of those are applicable to the question I asked you. 

[did not ask you a question which was in your statement or in your 
order. 

Mr. Ronerrson. We think they all are, Mr. Chairman. 

Mr. Moss. You think so. 

Mr. Ronertson. We take that position, yes, sir. 

Mr. Moss. Mr. Scher, will you undertake to examine ? 
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Mr. Scuer. Mr. Robertson, at the time of the seizure of the Long 
Beach Federal Association, there were statements made to the press by 
employees of yours, or of the bank in San Francisco. 

Are you familiar with any news releases or statements made by any 
such persons at the time of the seizure ? 

Mr. Ropertson. We have seen some of the news releases since, by 
none of those statements were authorized by us. We had no knati 
edge of them until afterward, nor have we, as a board, made any 
statements whatsoever. 

Mr. Scorer. Were they made without your authority ? 

Mr. Ropertson. Yes; they were m: ade without our authori ity. 

Mr. Scuer. Did t] 1ey contain material that should not have bee, 
made public ? 

Mr. Rosertson. I don’t know. 

Mr. Scuer. Did you investigate ? 

Mr. Rozerrson. Well, I think I am familiar with what you have, 
but I don’t know whether that is information which should not haye 
been made public. Idon’t know. I don’t know what it is. 

Mr. Scuer. Is it material about which you are willing to testify 
here now ? ; 

Mr. Roserrson. I don’t know what it is, sir. 

Mr. Scuer. Well, at one point in the Long Beach Independent, 
page 1 for Thursday, April 28, 1960, the statement is made by a Mr. 
Dougherty, Associate General Counsel for the Federal Home Loan 
Bank Board of Washington- as the story says— which went to this 
effect : 

The Board, a Federal agency, seized the Long Beach firm last Friday. Asked 
if the Bellehurst situation was the prime reason for the seizure, Dougherty said, 
“It was one of the reasons.” 

Are you willing to discuss the Bellehurst situation ? 

Mr. Rosertson. No; that is another question that will be involved 
in the administrative proceedings. 

Mr. Scuer. Mr. Chairman, I offer this news item as exhibit B-1 for 
the record. 

Mr. Moss. Is there objection ? 

(No objection. ) 

Mr. Moss. Hearing none, the exhibit is received. 

Mr. Scuer. Mr. Chairman, shall we number this exhibit “B-1"! 
You have previous exhibits with eee them. 

Mr. Moss. I think “Exhibit B-1” would be very appropri: ite. 

(Exhibit B-1 appears in the me ndix on p. 787.) 

Mr. Scuer. Mr. Robertson, the Independent Press-Telegram in 
Long Beach, Calif., for Sunday, April 24, 1960: “J. Alston Adams, 
president of the Federal Home Loan Bank of San Francisco, regional 
chief for the Federal agency,” the story describes him. 

Was he at that time regional chief for the Federal agence y, meaning 
your agency / 

Mr. Ropertson. He is and was president of the Federal Home Loan 
Bank of San Francisco. 


Mr. Scuer. Is he regional chief for your agency; is that descrip- 


tion correct ? 
Mr. Ropertson. No. 
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Mr. Scuer. What would you describe him as? 

Mr. Ropertson. He is the president of the Federal Home Loan Bank 
of San Francisco, which is one of our 11 district banks. 

Mr. Scuer. Is he subject to your supervision and control ? 

Mr. Ropertson. In some ways, yes. 

Mr. Scuer. In some ways? 

Mr. Ropertson. Yes; in some ways. 

Mr. Scuer. You cited— in which way is he not under your control 
and superv ision ¢ ¢ 

Mr. Rozertson. In supervision, did you say 4 

Mr. Scuer. Yes; under your control and supervision. 

Mr. Roserrson. Well, there are 20 directors of the Federal Home 
Loan Bank of San Francisco, 12 of whom—14 of whom are elected 
by the member associations, and 6 of them appointed by the Federal 
Home Loan Bank Board. 

Mr. Scuer. Well, let me ask you as a matter of policy what you 
think of this statement, sir. This stor y that I have just cited from ‘the 
Independent Press-'Telegram said: 

J. Alston Adams, president of the Federal Home Loan Bank of San Francisco, 
regional chieftain for the Federal agency reassured depositors when he arrived 


in the Southland. “Anyone who wants to withdraw his savings may do 
Monday.” Adams said : 


sO 


Do you endorse a statement on the withdrawal of deposits? 

Mr. Rozerrson. That was not a statement authorized by us, but it is 
astatement of fact. 

Mr. Scuer. Does this kind of story or this kind of statement have 
any possible effect on a run ona home loan savings association / 

Mr. Rosrrtson. I should think it would have the contrary. 

Mr. Scuer. Was there a run on this association, starting Monday 
morning ? 

Mr. Ropertson. I would say, depending on the definition, that there 
was what could be considered a run. 

Mr. Scuer. That is, was there an unusual rate of withdrawal ? 

Mr. Roperrson. Yes; there was. 

Mr. Scuer. Has there been, from April 22 to this time, an unusual 
rate of withdrawal ? 

Mr. Ronertson. Well, I think the rapid withdrawals—I can’t tell 
you the dates, but they subsided after the second week, and my under- 
standing is that they have been rather normal since then. 

Mr, Scuer. How much was withdrawn duri ing that period, 
2 weeks after the seizure ? 

Mr. Rozertson. I can’t tell you the precise amount 

Mr. Scuer. Roughly, sir. 

Mr. Rogerrson (continuing). At the end of 2 2 weeks. I can answe1 
inthis way, that up to date it has been about $36 million. 

Mr. Scuer. $36 million ? 

Mr. Ronerrson. Yes. 

Mr. Scuer. I have here a document which I should like to intro 
duce as an exhibit, exhibit B-2, which is titled “Federal Home Loan 
Bank Board,” and apparently has the title of your agency, and it 
contains—— 


ithin 


Mr. Moss. Is there objection to the request to introduce the docu- 
ment ¢ 
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Mr. Sroane. Could we see it ? 

Mr. Scuer. Yes,sir. It is identified as your press release. 

Mr. Sroane. Yes, I know what it is. 1 just didn’t know what yoy 
had. j 

Mr. Moss. Is there objection ? 

(No response. ) 

Mr. Moss. Hearing none, the item will become exhibit B-2, 

(Exhibit B-2 appears in the appendix on p. 790.) 

Mr. Scuer. Was thisa release by your agency / 

Mr. Ropsertrson. Yes. 

Mr. Scuer. It is “For immediate release. Attention: Finanejq) 
and real estate editors.” 

The dateline is April 22, Long Beach, Calif. : 

The Federal Home Loan Bank Board took over at the close of business today 
the operation and management of the Long Beach Federal Savings & Loan 
Association of Long Beach, Calif., according to the Board. The association, with 
savings accounts of some $96 million. 

Is that statement true that the savings accounts at that time, the 
amount was $96 million ? 

Mr. Rosertson. I am sure it was. 

Mr. Scuer. The second paragraph : 

In making the announcement, the Board said “The Board determined that 
unsafe and unsound practices engaged in by the Long Beach Federal Savings 
& Loan Association constituted an emergency situation requiring immediate 
action to protect the interests of the shareholders and the public.” The Board 
added the Federal Home Loan Bank Board is acting in its capacity as the Fed. 
eral agency of the Government which supervises Federal savings and loan 
associations. 

This was a release to the newspapers, radio, and television stations, 
is that right ? 

Mr. Rogerrson. I think so. 

Mr. Scuer. Did this cause the run on the Long Beach Federal Say- 
ings & Loan Association ? 

Mr. Rorertson. I don’t know. 

Mr. Scuer. Let the record show there was consultation with counsel 

Mr. Ropertrson. My answer is “I don’t know.” 


Mr. Scuer. Could there have bee ny other proximate or inter- 
vening cause ? 

Mr. Moss. Have you no opinion of © our own, Mr. Robertson? 

Mr. Roserrson. Yes, but I was ne ere, Mr. Chairman. 

Mr. Moss. You are familiar with | ing. Have you any opi 
as to whether this would have any . 

Mr. Roserrson. I think 1t had som ‘t, ves 

Mr. Moss. Do vou think it was a « tive or do vou think it was 
an effect that resulted in a run—what id the norm be on that? 

Mr. Ror RTSON. The intent of it f course, to reassure the 
shareholders. If Vou will read the ! he release, it 

Savings accounts will be accepted, withd will be paid, and other serv- 

the public will continue. 

Then it goes on to say that the ae ts of the members re insured 
up to $10, 0 by the Federal Savin: n Association, and then tt 
winds up by saying the normal bu iours of the asso ion 1 
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Mr. Moss. Did they still make loans there? 

Mr. Rozertrson. I am sure they have made loans. They have ful- 
filled, I am told—— 

Mr. Moss. Who would be the officer who would have the authority 
to approve loans? _ ; fT. 

Mr. Rosertson. The supervisory representative in charge. 

Mr. Moss. And what is his grade? 

Mr. Rosertson. He is a grade 13. 

Mr. Moss. And what is his background? 

Mr. Roeerrson. I will give you that. 

He attended Wilmington College, Wilmington, Ohio, for 2 years, 
completed course in higher accountancy at LaSalle Extension Univer- 
sity, and studied savings and loans prince cies management, and ap- 
praising with the American Savings & Loan Institute. 

He served 3 years as a clerk, 5 years as a teller with the First Na- 
tional Bank of ‘Wilmington, Ohio, and 12 years as secretary and man- 
ager of the South Euclid Savings & Loan Association of South 
Euclid, Ohio. 

He was 1 year in the mortgage loan department of the Society for 
Savings in Cleveland, and had 6 years with the Division of Examina- 
tions of the Federal Home Loan Bank Board. 

Mr. Moss. Six years in the Division of Examination for Home 
Loan Bank Board? How long has he been with the Home Loan 
Bank Board ? 

Mr. Ropertson. Six years. 

Mr. Moss. That is his total time with the Board ? 

Mr. Ropertrson. Yes, sir. 

Mr. Moss. What was the size of the South Euclid, Ohio, institution. 
its deposits, or capital? 

Mr. Ropertson, At the time it was merged with the Society for 
Savings, it was about $15 million. 

Mr. Moss. What is the salary of this grade 13 employee of the 
(yovernment / 

Mr. Roperrson. The salary ranges $9,890 to $11,090. He is at the 
first step, S9.890. 

Mr. Mi ss. Had he had exclusive responsibility for the making of 
loans in his previous jobs ? 

Mr. Roperrson. Yes. 

fr, Moss. [fow many persons in the bank were employees of the 
Board ? 


Mr. Snoanr. Do vou mean the association ? 


Mr. Moss. The association. 

Mr. He FMAN Mr. Chairman, obviously he is just repeating what 
someone el se te sl] shin Bhs 

Mr. Houtrrenp. Mr. Chairman, we have eiven the gentleman the 


nght to consult with his staff. 
Mr. CREIGHT mN. \\ oul } 1 if he it] tas convel ip T f )” t | ne ¢ ny) ittee 


) 
if these questions with respect to these particular detaita would be 
i A 


placed in the record ? 
Mr. Moss. Mr. Creighton. o dinarily I would give you a list of ques 


1 


® } , } , ’* 7 } ’ 
tlons and ask that answers be supplied, but because of the complete 


lack of cooperation | am ce nfronted with here today. i fee] that I 


; » ol : 7 | 1 ie ] 4 | . . 
must ask the questions and have aeki owledement on the record. 
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Mr. Horrman. Then my objection that it is hearsay will be put on 
the record ? 

Mr. Moss. You certainly may object, Mr. Hoffman. Your objection 
is noted—however, not sustained. 

Mr. Rosertson. There are five assistants in addition to Mr. Ault. 

Mr. Moss. And what are their grades, and I want their backgrounds 
for the record, and their present functions, the scope of their present 

authority. 

Does Mr. Ault have exclusive authority on the making of loans, the 
approval of the loans? 

Mr. Rosertson. Are you asking me that question ? 

Mr. Moss. Yes. 

Mr. Roserrson. He does. 

Mr. Moss. I want the se ope of authority, and if you will agree to 
furnish this, I will receive it for the record. 

Mr. Rogerrson. We have the information. 

Mr. Moss. Now I want to also have a list of all persons working in 
the institution at this time, the previous connections of those persons 
and their present grades and salaries. 

Mr. Stoanr. You mean their previous business connections ? 

Mr. Moss. Correct, particularly their immediately previous con- 
nections. 

Mr. Stoane. All right. 

Mr. Moss. And I want a list of any who were in the institution fol- 
lowing the seizure who may have left. 

Mr. SLOANE. You are going so fast are we going to be permitted 
to put this in later? 

Mr. Moss. We have it all here. If you agree to it now, we will put 
it in later. 

Mr. Stoane. OK. 

Mr. Ropertrson. Yes, sir: we will. 

Mr. Cretcuron. You will give a list of these questions, will you? 

Mr. Stoane. They will be in the transcript. 

Mr. Moss. Yes, we will certainly give them to you from the tran- 
script. We will ask that the material be supplied just as quickly 
as possible. 

(Subsequently, the following information was supplied :) 

1. The number of employees who were working in the association, carrying 
on the association’s operation, on June 10, 1960, were: 





(a) Employees of the Board__.....____--_~- aad eased Ne adie Socata icoviiaceaan 
(b) Employees of the association_____.- ee Fe ae ad Oe Sate *88 
Te abl dab Bis ache Mie Oe eet cre ee Saat ret 1 ned 


14 of these employees were on leave of absence on June 10, 1960. 


2. (a) 422: 


Name Title Name Title 
era ee SRIC MecCollum_____ = __._ ASRIC 
oe SEE Tee Oe TR RL On 7 Be! ___. ABBIOC 
OO aaa te le oH > de _ ASRIC 


(b) Nochange from (@). 
(c) Nosuch persons assigned. However, the ASRIC’s do have assistants who 
handle detail work such as correspondence, reports, etc. The ASRIC’s review 


this 
und 


ae 


SRA sO 


=< 
= 


iw 
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put on this work and generally approve or disapprove. Correspondence goes out only 
| under the signature of the ASRIC in charge of that particular operation. 
sant: d) As follows: 
ection | 
ee — — ——_—____ + ances 
Ault Grade Salary Function Scope 
rrounds — NS. os 
"Ac C. E, Ault 13 9,890 | SRIC Manager 
present F. M. Stons 12} 8,330} ASRIC_.. A ministrative assistant. 
L, C. Harrington | 9,890 | ASRIC_. Controller and personnel 
y.G. McCollum 12 8, 330 | ASRIC Accountant 
ANS, the Karl H. Grow 1] 7, 039 ASRIC Head, loan department 
| J, W. James...- 11 7, 030 ASRIC_- Head, savings department, 


——— - - — ™ a a neUETASEDENRSSENEI 


Carl E. Ault, GS-13: 
Salary: $9,890. 
Age: 47. 
Education and experience: Attended Wilmington College, Wilmington, 
Ohio, for 2 years; completed course in higher accountancy with LaSalle 
Extension University; and studied savings and loan principles, manage- 


eTee to 


‘kine in ment, and appraising with the American Savings & Loan Institute; 3 years 
persons as clerk; 5 years, teller with First National Bank, Wilmington, Ohio; 12 


years, secretary and manager, South Euclid Savings & Loan Co., South 
Euclid, Ohio. During the first 4 years, supervised tellers and the han- 


sf dling of all reserve cash; also, Was in charge of the accounting. Then 
us con- became office manager and Was in charge of mortgage loans including con- 
struction lending and disbursement to material houses and contractors: 
figured all escrows; kept the corporate minutes; directed preparation of 
‘ all State and Federal reports; handled all phases of the company’s insur- 
ion fol- ance policies ; and was in charge of advertising and public relations; 1 year 
in the mortgage loan department of the Society for Savings, Cleveland, 
‘rmitted Ohio; 6 years with the Division of Examinations, Federal Home Loan 


Bank Board. Has been in charge of the examinations of several associa- 
‘ tions with individual assets of from S60 million to more than $300 million. 
will put Fred M. Stone, GS-12: 
Salary range of grade: $8,330 to $9,530. 
Age: 4614. 
Education and experience: completed 244 years at the Southwestern 
University, Los Angeles, Calif., including 24 semester hours of accounting; 


| you! studied by correspondence with the American Extension Schoo! of Law: 
has public accountant’s license in the State of California; 15 years with 
he tran- Veterans’ Administration, Los Angeles, the latter part of which he was 


chief of the accounting section; 4 years, U.S. Army; 5 years with the 
Division of Examinations, Federal Home Loan Bank Board. 
Lewis C. Harrington, GS-13: 
Salary range of grade: $9,890 to $11,090. 
Age: 33. 
Education and experience: 1 semester, San Bernardino Junior College, 
and studied public accounting for 2 years with International Accountants 


quickly 


carrying 





ae Society; Bank of America, 6 years, as commercial and savings teller, 
Ses 788 note teller, and later as escrow officer; U.S. Army Air Force 3 years; 
= With the Division of Examinations, Federal Home Loan Bank Board, 5 


120 years. 
Vivian G. McCollum, GS-12: 
Salary range of grade: $8,330 to $9,530. 
Age: 50. 


Title _ Education and experience: Studied accounting at American Business 
ASRIC College, Pueblo, Colo. ; U.S. Army, 6 years; 7 years with Veterans’ Adminis- 
ASRIC tration regional office, Los Angeles, alif., as finance accountant: with the 
‘ASRIC Division of Examinations, Federal Home Loan Bank Board, nearly 6 years. 


Karl H. Grow, GS-11: 

Salary range of grade: $7,030 to $8,230. 
tants who Age: 45. 
"s review 
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Edu ation and experience: Studied 4 years with L.D.S, Business Colleg 


Salt i.e City, and American Institute of Banking, Los Angeles; Bank g 
America, Los Angeles, 13 years, the latter part of which he was assigstay ms 
cashier ssistant cashier and secretary. Golden State Bank, Bell Gardens — 


Calif., 3 vears; with the Division of Examinations, Federal Home Loar 
Bank Board, 2% years. 


Joseph \ aines, GS-11: 
Salor, range of grade: $7,030 to $8,230. _ 
Age: 21 Re 
BE nonce: U.S. Navy, 2 years; 1 year, chief teller, California Bank Lu 
Alhambra, Calif.: 5 years, teller, Western Federal Savings & Loan Assgo@. Loi 
ation. Tos Angeles, Calif.: 8 months, controller, Investors Savings & Loan Sh 
Association, Pasadena, Calif.; 344 years with the Division of Examinations 
Fed Tome Loan Bank Board. Me 
3. (a) F ving are the names of association employees, as of June 10, 19 - 
who, accord to association records, were hired prior to the time when +, 
supervisory presentative in charge assumed the management of the operatig Cal 
and affai he association : 
Dorothy Pavzett | Billie L. Lipman 
Enid A. Paviess | Ruth S. MeCormick 
Ruth J. r ‘ Velda L. McCormick = 
Margaret (. Bond | Vida McDonough 
Betty R. B man | Joseph P. MeManus 
Lee D. Brunt | George BK. McNutt 
Eugene A. Cozier | Lillian S. Means 1 
Betty L. Corley | S. Marjorie Miklethun Ha 


Gayle M. Cot’e | Beverly Sue Miller (leave of absence) 
Eva M. ] dia B. Morgan 


I 

I St 
Ella Ene n |} Leone I.. Nelson Mi 

I 

A 


Dorothy Facer (sick leave) | Evelyn M. Nicholson Jal 
Joan R. Facer | Mary K. Ohlert Gr 
Alice M. I). Frampton Leona M. Olson Sr 
A. Marie G rud Maxine J, Petersen Tol 
EF. Thomas ¢ man | Hugene H. Peterson Li 
Albert M. ¢ ree Joseph FE. Picard 
Margaret (oggins | M. Julene Pilkington ‘* 
Larry D. ¢ \ Leona P. Polson TI 
Donna L | B. Carolyn Powell ; 
Shirley 1) | Gloria J. Puckett 2 
Molly H |} John Ritsema Ke 
Richard JJ s | William T. Rothwell 11 + 
Leona \ nd | Linda M. Royer re 
Lavona H on | Gloria J. Russell G 
rheo. M, x (sick leave) Alice L. Scriven (sick leave) LA 
Marian | Rita M. Steggalls Ml 
Agnes rene I). Taplin Zit 
ggie |} Lillian b. Taylor = 
Mildres ngs Lucy Jeanette Thurman ? 
Clove ‘ | Bonnie EK. Tolles P 
harlott Ss | Sally Bb. Underwood a 
Pauli W. | | Beatrice M. Wait 
Dorothy Ww | Lauretta E. Walsh st 
Keith M. K I Yvonne A. Weinreis : 
Mario i 14 e | Frances L. Wells 
Margar | Vanda A. Wiley r 
atricia M lier | Li. Louise Wiseman D 
Patricia R. | rh | Forrest R. Wolfe 
Margaret R iberg | Agnes M. Younger 
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Ss College 

Bank of 
aSsistan 
Gardens = 


Jate er Pp 
me Loay I ; = - rresent 
4 Name ployed Former employer Position monthly 


(b) Association employees hired subsequent to close of business Apr. 22, 1960, 
are summarized : 


Regina Faye Dill Apr. 28,1960 | Kaiser Aluminum & Chemical PBX opera- $245. 00 


Corp., Oakland, Calif tor 
tia Bank Lucille C. Evan Apr 6, 1960 P wific House, T KYO, Japan : retary 433 33 
n Reneut Lois F. Franks May 10,1960 Carlton Bates Co., Little Rock, | Teller and 225. 00 
7 r Ark tvpist. 

s & Loan Sharon Ke ndrigar May 27, 1960 First Federal Savings & Loan Ass« leller 250. 00 

ninations ciation, Long Beach, Calif 
. Marearet R. Ledd Ma 18, 1960 None Clerk-t' pist 200. 00 
Marilyn Sue Safford Apr 27, 1960 U.S. post office, Long Beach, Calif Teller trainee 295 00 





e 10. 1949 Betha Lou Scott do West Memphis Schools, West Mem Clerk-typist__- 200. 00 
hi 4 
when th phis, Ark, , 
I Carol Jean Young May 12,1960 | Berkshire Life Insurance Co., Indi a ; 200. 00 
oper; 


ato anapolis, Ind. 


(c) Employees of Board June 10, 1960: 





Name Date began in Position Duties Grade Salary, 
sSsocialion nnu 
Ault, C. Apr. 22, 1960 SRI Administrator 13 2G RO) 
Harrington, L. ¢ do ASRIC Controller and per 13 et 
bse 0 , Sonne! 
Lbsence Stone, F. M do ASRIK Administrative 12 8, 330 
iSSistant 
McCollum, \ ' do ASRIC \ccountant 12 Q 291) 
James, J. W 1 ASRI Head savings denpart- 11 7 030 
Grow, K. H lo SRI¢ Head loan department 11 7 0 
Smith, L. H Assists Ault Assists ir minis- 12 R 227) 
t ive dutic 


Johnson, C. } do \ssists Herrington__| Assistant controller 


ll 270 
Leitz, H. L., Jr ) Assist tor Assi in adm tra 11 7 0 





DeNeui, H. J ists MeCollun (reneral accountit 9 D, 985 
Anderson, P do ts Jame Savings operation ) 5, 98 
Thorsell, P. I { \ssists Grov ustome ntact and 9 88 
Kilgour, R. ) d I mM ‘ 6,4 
McLoughlin, ) Apr. 26, 196 oan ope Constru 1 loar 1 i, 2a 
Keane, J. ‘I d io } row 1] 4 
Brixius, EF. H ivings Operations I } 9s 
Mainini, \I ’ I 
Setrar ' (ry ¢ I ) ~ 
rod P ) 4 
Moore, J Fi 
Cook t f ) 
Denr ( 
\ mies i . ? 
| } 
loland ‘ ( ( } t 
. i 
Ve wn 

( ( 
he ‘ 
Druker 

Di t 8 “nt 


Di 
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4(b). Board employees engaged in the operation of Long Branch Federg 
Savings & Loan Association between April 22, 1960, and June 10, 1960: 


Name 


Weaver, E. E 


Hilsinger, P. G_..- 
Shirey, P. F j 
Mackay, R. L-- - 
Thomas, L. A., Jr_-- 
Hakes, B. B 
Hennum, H. E 
Mathieson, W. C- 
Druker, B 
Lafferty, A. A 
MacDevitt, E. D__- 
Ee Sik bccn aniai 
Evans, R 
I 


7. 
Haines, J. I 


Kenngott, J. R._.-- 
Manning, J. ¢ 
Mattoon, H. H 
McCormick, D. J 
Molle, R. J_- 
Paul, F. J 


BN Oe Nis ences ie 


Staples, A. J 
Thomsen, I. W 


Wevers, H. J... 
Meta; Eb. Loses 
Griese, K. F_--- 


as do 


| May 


Date began 
in association 


Apr. 25, 1960 


Apr. 26, 1960 
<< Ses 


do 


ao... 
oo. 
_.do 
do 
do ‘ 
Apr. 25, 1960 
4, 1960 
do__. 
Apr. 26, 1960 


do 
.do 
_do 
do 
=. | ae 
May 4, 1960 
Apr. 26, 1960 
os See 


ote xsi 


| 

Date discon- | 

tinued in 
association 


Position 


18, 1960 | Savings de 


| 
May 
} partment 
| 


operation 


| June 6, 1960 do 
a a 
June 4, 1960 do... 
May 20, 1960 do 
June 6, 1960 do 
do do. 
May 27, 1960 do_.. 
June 9, 1960 do... 
May 20, 1960 | A 
May 27, 1960 do 
May 6, 1960 = Os 
May 5, 1960 |___..do 
Apr. 26, 1960 |.....do- 
May 6.1960 |__...do 
May 20, 1960 | do 
May 6, 1960 _do 
June 6, 1960 do... 
May 6, 1960 _._.do 
May 7, 1960 |.....do-...-.. 
May ee. Se te 
May 27, 1960 a 
June 8, 1960 5. ae 
June 4, 1960 La - — 
May 9, 1960 |.....do-. 
May 7, 1960 do. 


Processing coll 


Audit control 


Duties 


ctions 


ind teller, 


Audit control. 


Do. 
Do 
Do. 
Do. 
Processing collections. 
Audit control. 
Teller 
Telephone nsw z customer 
juestion 
Processing collec 
Do. 
Telephone—answering customer 
questions, 
Processing collectior 
Do. 
Do. 


Audit control 


Processing 


Do 


1 t 
couect 


Audit control. 


Processing 


Telephone 


payment 
Processing 
Do. 


Do. 


collections 
inswering and mai] 


coliecth 


Hem 


And 
L. 
Enoe 


Panz 
Datr 
Cran 
Revi 


Brov 
Brov 
Klut 
Cole, 


Hoel 


Geye 
Berti 


Baro 
Kurt 
Duh; 
Li 
Geyg 
Koeg 
Bern 





“eral 


anil 
Mau 
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e 


Persons who were employed by the SRIC on or after Apr. 25 and who were no 
longer employed by him on June 10, 1960 














i ies _ — 7. otal — anil 
Name Ist date Last date | Position held Monthly |} Association employed 
employed employed salary by— 
oe pene . . Se ee a Se a a 
Hennesy, Irene... ------ Apr. 30,1960 | May 13,1960 | Typist..------ $425 | Belmont Savings & 
Loan Association, 
Belmont Shore 
Calif. 
Anderson, Katherine May 4,1960 | May 4,1960 |_....do__.._-.- 300 Do. 
= Stan_.-- me Apr. 29, 1960 May 13,1960 | Teller....... 345 | Coast Federal Savings 
& Loan Association, 
Los Angeles, Calif. 
Panzick, Bil il ane lo do E Yee 480) Do. 
Datria, Shirley Os Viay 12, 195 Typist ..cc.<. 385 Do. 
Crane, Got are do. - do ~. do . 365 : Do. ; 
Revo, Diane apr. 26. 1Ybf Apr i, LYOU ao Zia I irst_ Feder il _ ve Bs 
WwW Loan Association, 
Long Beach, ¢ 
Browne, Laura NO cin Apr. 26, 1960 | Re 300 Do. 
Brown, Adell kk Apr. 29, 1950 ae 2 27! Do. 
Kluth, Lea Apr. 27,1960 | Apr. 27, 1950 lo == 300 Do. 
Cole, Lilo W May », YoU ‘lay 10, 1960 i eed 275 Do. 
Hoel, Jack Apr. 29, 196 May 13,1960 | Telle 3H Great Western Sav- 
s & Loan Associa- 
tion, Los Angeles, 
Calif. 
Geve ! i 2 LO6( ) aa a ) Do. 
Bertram, Margot Apr. 26, 1960 Apr. 29,1960 | Typist ; 300 | Los Angeles Federal 
Say 5 I in 
A ss¢ tion, 10S 
Angeles, Ca 
.do eller. ; 250 Do 
-d Apr. 26, 1960 10__. 320 De 
Apr. 27, 1960 Apr. 29, 1960 lypist ; 200 Do. 
Apr. 26, 1966 O.. 1) D 
Hatton, Carol A... Apr. 25, 196¢ Apr. 28,1950 | Teller. 310 | P eer Savi & 
l 1 Asso 
La Angele ( f 
Braatin, Robert R. hk ) Apr. 29, 1960 cd aan $25 Do 
Crosby, Viviar \ 0, 1961 A 19 T ist 412 Western Federal Sav 
ings & Loan As 
tior Li Angeles, 
C 
Baron, Betty 4 ee DO Gi nates tk — 3h Do. 
Kurbat, Fay iO. cae do ee 32 Do. 
Duhy, Nancy ; aelacine Lo _ 320 Do 
1 e, Joyce = ( Ss a ( 380 Do. 
in, Anne lo 320 Do. 
Koegel, Francis L-- Ma 16, 1960 May 20, 1960 Peller = 515 } Do. 
Bernardin, Carroll.....| Apr. 29,1960 | May 26,1960 | Bookkeeper__- 25 Formerly California 


Bank, Wilmington, 
Calif. 


Mr. Moss. Now, you indicated that it was a correct statement in 
the press release of April 22 that the institution had $96 million in 
savings. 

How did you determine that it had $96 million in savings? You 


already testified to that. I want to know how you determined it, now. 
Mr. Horrman. Someone told him. 


Mr. Roserrson. I was informed of that. 
Mr. Moss. You must have specific sources of information. Was it 


from an audit report, a report of an examiner, or how did you 
receive it ? 


Mr. Roserrson. Precisely, I don’t know. 

Mr. Moss. It is fixed in your mind as being correct. There must 
besome source for the information. 

Mr. Horrman. Mr. Chairman, may the record show that he is 


conferring with four members, either counsel for the Board or 
employees. 


Mr. Moss. The record will so show. 
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Mr. Horrman. Mr. Chairman, I was mistaken. There are five jp 
conference. 

Mr. Moss. Thank you, Mr. Hoffman. We may be able to get them 
to bring in the backfield. 

Let me make this observation, in all seriousness. It seems ag 
though we have a consultation of counsel to determine how the chair. 
man knew — he was supposed to have known. This is most 
intriguing, and I am not going to at this point rule it out of order, 
but I do want. the record to show that I asked a very simple question, 
I know that if I had received this information, and had oe ibility, 
that I would certainly have some idea where I received it—from the 
source. I am inclined to be most tolerant, but I don’t see he some- 
one else can tell me how I know something. 

Mr. Stoane. As you are aware, sir, from previous testimony, there 
are other questions than—— 

Mr. Moss. You are aware he has already said it was a correct 
figure. I only now ask him where he got it. 

Mr. Srvoane. I understand that, sir, but the question of privilege 
has been raised. 

Mr. Moss. Do you want to show it was osmosis? 

Mr. Sroane. I have no desire to show it in any way whatever. | 
want to correct the impression you are leaving in the record. There 
are other questions than the source from which he obtained those 
figures which may be the subject of this conversation. 

Mr. Moss. You are very presumptuous to try to probe what is in 
my mind. I would say it is not out of keeping with the conduct here 
so far, but then I just want again to note it. 

Mr. Stoane. You are quite “within your authority to do so, I am 
sure. 

Mr. Moss. Oh, you questioned my authority from the beginning, 
so don’t let it concern you. I will have many opportunities to ques- 
tion yours. 

Mr. Hortrrenp. Mr. Chairman, this delay in not furnishing the 
information as to how they found out the institution had $96 million 
on deposit I confess I am shocked at their not being able to tell us 
how they found out. 

Mr. Moss. Mr. Holifield, I have reached the point. almost of numb- 
ness from shock. I am at the point where I am outraged. 

Mr. Houtrretp. Mr. Robertson, do you recognize the fact that your 
not being able to answer this question, the impact of it on this com- 
mittee, that here you have seized an institution, and you have testi- 
fied that it has $96 million on deposit, and you can’t tell the committee 
how you found that out—do you realize how this committee must 
feel, if this type of ignorance of the situati ion exists? Tow can you 
possibly seize an institution of $96 million, if it be that amount, with 
such lack of background knowledge of these acts? 

I don’t want to seem impertinent at all, and I am not trying to be 
impertinent, but I am really shocked at this exhibition on the part of 
you and your counsel. Apparently none of your counsel or the other 
Board members have spoke n up to help you. 

Mr. Moss. They haven’t decided whether this is enc ompassed within 
privilege. 

Mr. Hatiauan. The record—— 
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Mr. Moss. Mr. Hallahan, unless you are sworn, I am not going to 
let you speak. You are a Board member, and we will take you in 
order. You will have an opportunity, and maybe your recollection 
will be more complete. 

Mr. Hatianan. I only wanted to say, Mr. Chairman, that Mr. 
Holifield mentioned the other Board members. If you will recall 
this morning the other Board members were not give! nthe opportunity 
to speak. ‘ ; 

Mr. Hortrtrecp. The Chairman ean ask those members, one on his 
right and one on his left, to whisper to him. 

Mr. Hatianan. That was considered this morning, and considered 

out of orde ar, if my rec ollee tion of the rec ordi Isr ight. 

Mr. Moss. I am considering you out of f order at the moment, be- 
cause if you had been half as attentive as you appear to be, you would 
have been familiar with the fact that after we had gotten from Mr. 
Robertson his personal recollections, we opened the door all the way, 
and Mr. Hoffman observed that he was consulting with five other 
people, and I stated that I was inclined to be most charitable in per- 
mitting him the widest latitude. I have occasions where I can’t recall, 
not as frequently, perhaps, but nevertheless I do have them. 

Mr. Horrman. Mr. Chairman, aren’t we making too much of it? 
[think I heard you and Mr. Holifield tell us that was the figure of 
the assets, and we don’t doubt your word. 

Mr. Moss. I got it from the press release. I want to know what 
the facts are. 

Mr. Horrman. The newspaper? 

Mr. Moss. I don’t think Mr. Robertson got it from the press release. 

Mr. Horrman. Well, reporters are pretty accurate sometimes, ex- 
cept on congressional expe nditures. 

Mr. Moss. They got it from the Board. 

Are you unable to answer ¢ 

Mr. Roperrson. I can’t answer from my own knowledge. 

Mr. Moss. You do not know at this point how you know, or from 
what source you received the information as to the total deposits of 
this institution ? 

Mr. Rozerrson. I was told that that was the amount. 

Mr. Moss. By whom? 

Mr. Roperrson. I don’t remember. 

Mr. Moss. Then you have no recollection of how you know this? 

Mr. Roperrson. No, that was a figure that——— 

Mr. Moss. Then you aren’t even certain that you know it? 

Mr. Ronerrson. I don’t know it from my own knowledge, no, sir; 
hot on my own account. 

Mr. Moss. It really is a rather significant point here, but let’s move 
onto the next question. 

Mr. Scuer. Mr. Robertson, continuing to refer to exhibit B-2, the 
press release of the Federal Home Loan Bank Board of April : 9°. 
you said that the press release contained the statement that the savings 
Were insured. 

Aren't you omitting any acknowledgment of what follows that 
paragraph, namely nine specific charges against the Long Beach 
Federal Savings & Loan Association ? 

You did list or have listed nine specific charges, is that right ? 
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Mr. Ropertson. Yes. 

Mr. Scuer. Are you contending that the statement that the s Savings 
are insured was for the protection of the institution, and preservation 
of the institution, and that the following nine charges were also to 
reassure the depositors and _ persons “doing business with the 
institution ¢ 

Mr. Rosertrson. No, if I were going to make a contention, I woul 
say that the statement that the accounts were insured, that they would 
be payable on request, was to reassure them in spite of those charges 

Mr. Scuer. Did you charge they didn’t pay their insurance pre. 
miums—you chi arged they weren’t running a good business operation! 

Mr. Ropertson. Yes. 

Mr. Scuer. Does that create confidence ? 

Mr. Rogsertson. No, I should think not. 

Mr. Scuer. You admit the run on this institution started when this 
announcement was made, is that right ? 

Mr. Chairman, let the record show they are consulting, please, 

Mr. Roperrson. I will say this, that this statement was intended 
to reassure the shareholders that their accounts were not in danger, 

Mr. Scuer. It did cause a run on the institution, didn’t it? 

Mr. Rogertrson. We don’t know that. 

Mr. Moss. Was there a run the day before the charges were issued! 
Was there one the day after they were issued—the first business day 
after ? 

Mr. Rosertrson. The next business day, yes. 

Mr. Moss. There wasarun. Was it asubstantial one? 

Mr. Ropertrson. I would say so, yes. 

Mr. Moss. Do you think it might | reasonable to conclude that 
there was some connection between the announcement and the run! 

Mr. Ropertson. Yes. 

Mr. Hontrretp. Were there several million dollars withdrawn on 
the first business day ? 

Mr. Roserrson. I don’t have the figure, but there were. 

Mr. Scuer. Could it be about $3 million ? 

Mr. Rosertson. That sounds about right. 

Mr. Scuer. Could it be $7 million 2 

Mr. Rosertson. I doubt that, but I don’t know. 

Mr. Scuer. Well, how much was it ? 

Mr. Rosertson. We will have it here, I think, day by day. 

Mr. Moss. Did you at the time of your effort to zealously protect 
the public also inform them that the withdrawal of the funds at that 
point might well cause loss of dividends for a half-year period, ora 
quarter-year period ? 

Mr. Roserrson. We undertook to forestall that in the announce 
ment. 

Mr. Moss. Did you deal with that subject at all? 

Mr. Ropertson. In—— 

Mr. Moss. In any announcement. 

Mr. Rogertson. No, not that I know of. 

Mr. Moss. Do you have any idea, or does your present manager of 
the institution have any idea of approximately the amount of eart- 
ings on these deposits which have been lost to the depositors who did 
withdraw ? 
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Mr. Rosertson. That amount could be computed, but I don’t know 
what it is. 

Mr. Moss. Well, you - ave the gentleman with you, don’t you? 

Mr. Roverrson. Yes, but we don’t know when the money that was 
taken out was put In. 

Mr. Moss. Well, let’s say there was $30 million. Approximately 
what would the amount of loss be to the depositors by withdrawing 
prior to the dividend period? Would it run into hundreds of thou- 
sands of dollars ? 

Mr. Rosertson. Well, I would say this, that if all of the money 
had been there since the oh of the div idend period, and had all been 
withdrawn and not reinvested, it would be about 114 percent on the 
amount that was affected. 

Mr. Moss. It would be at what rate? 

Mr. Roperrson. m would amount to about 114 pe reent. 

Mr. Moss. And what period are you computing that on ? 

Mr. Roserrson. Well, roughly a 4-month period. 

Mr. Moss. A 4-month period at what rate ? 

Mr. Ropertson. Three months, rather, at 414 percent. 

Mr. Moss. It could amount to a substantial amount of money, then, 
couldn’t it ? 

Mr. Ropertson. Yes. 

Mr. Moss. And many of these people are unaware of their rights 
they are very easily panicked where their savings are involved, and 
yet with this fact cle arly before you, there was no effort to deal with 
it in the announcements of the Board ? 

Mr. Ropertson. Yes. there were. I think in addition to this initial 
press release there were statements in the press—I don’t happen to 
have one. 

Mr. Moss. Were they put there at the direction of the Board? 

Mr. Rosertrson. No, I think by the supervisory representative in 
charge. 

Mr. Moss. Under the authority of the Board ? 

Mr. Roperrson. He is operating under the authority of the Board. 

Mr. Moss. And what is the means of instructing him as to the 
nature of his authority? 

Mr. Roperrson. Well, his authority is defined. 

Mr. Moss. Does it include the issuing of statements in connection 
with the operation of the institution? You indicated that one state- 
ment here was not with the authority of the Board, by Mr. Dougherty. 
Now, you are indicating there has been clarification in other state- 
ments, and I am wondering where if the good state — are approved 
and the bad ones disapproved, what is the guide? Is there a guide? 

Mr. Rovertrson. I am now speaking only about wh: the supervisory 
agent or representative in charge undertook to do to reassure—— 

Mr. Moss. What did he undertake to do? 

Mr. Rosertrson. Well, I was not there, but I have received reports 
that, for instance, at the close of the day, where there are people 
waiting in line—I think it was the first day—who could not be 
waited on before the close of business, they were given a memorandum, 
or little notation—I haven’t seen one—that the association would be 
open in the morning, and that they could—— 
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Mr. Moss. Come back and draw their money out. 

Mr. Roperrson. If that is what they wanted. 

Mr. Moss. I know that is what you wanted. 

Mr. Roserrson. What they wanted. 

Mir. Moss. Well, was there any indication to them—— 

Mr. Sxioane. Let’s have that read back. 

Mr. Moss. Young man, if you open up again, you are going { 
; 
I 


gl med 


g to 
the back of the room and take a seat back there. You are no 
runnin’ This hearimg, I am. NOW, Vou ike that deadly Ser1ousiy 


because I mean it 


Mr. Creiguron. Mr. Chairman. 

Mr. Moss. I have taken enough out of you, and I have tried ty 
be courteous with you, but don’t you instruct me. You can go back 
to the back if you feel impelled to inject yourse 

Mr. Cretenron. Mr. Chairman, may I suggest that possibly yon 
misunderstood - 7. 

Mr. Moss. No, you may not at this time. lL have a q stion, al 


> : . ; 
after that I will listen to your suggestions. 


\\ there any effort made at hat time or on any subsequent 
occasion to tell these people that their withdrawals wou!d be in pr 
ucdice to the d vice dea ned by their n 

Mir. Ropertrson. I don’t know. 

Mr. \ ss. You don’t know ¢ 

Mr. Re BERTSON, No. 

Mr. Moss. And you feel this is not of sufficient significance to take 
positive steps tO insure that such intelligence be COULUL nicated if 
them ¢ 

Mr. Rorrerron. I don’t know what was said to them when they 
came to withdraw their funds. 

i ab sure that all ot the efforts were t prey them [ )? . or dis- 
courage them from withdrawing their mone’ 

Mr. Houtrrenp. Mr. Chairman 

Mr. Moss. Wi at statements were made to dis rage them fro 
di gm I ir money I read one of them here, a st ment by tl 


supervisory representative in charge, Long Beach Federal Savings & 


Loan Association, signed by C. E. Ault, supervisory representative in 


I would like to call your attention to the following facts. 

Now, remember these are all designed to reassure people. 
issociation is chartered by the Federal Home Loan Bank Board. 
Federal Home Loan Bank Board as an agency of the U.S. Government 
charters, regulates, examines, and supervises Federal savings and loan asso 
ciations. 

3. The Federal Home Loan Bank Board determined that unsafe and unsound 
practices engaged in by the Long Beach Federal Savings & Loan Association con- 
stituted an emergency situation requiring immediate action to protect the 
interests of the shareholders and the public. 


That. certainly pinpoints you are in an unsafe institution—t 
usually enough to start a panic. 


1. The Federal Home Loan Bank Board has appointed a supervisory represeit- 
ative pending further action. 
5. The association will continue to provide all of the normal services of 8 
Federal savings and loan association; such as accepting deposits and paying 


withdrawals. 
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g. All withdrawals are being paid in full on demand. 

There 1s nothing about foregvome div idends. 

7. The share accounts are insured up to $10,000 by the Federal Savings and 
Loan Insurance Corporation, an instrumentality of the United States Govern- 


ment supervised by the Federal Home Loan Bank Board. 


1 , 
} 


That would appear to contradict the first charge that they hadn't 
naid their premium. 


g The dividend rate cannot be determined at this time. 





That is rather amazing; you couldn't determine the divider e, 
but you could determine it was an unsafe institution. You | i- 
cient examination to establish one fact but not the other, and vet you 
say they had declared excessive dividends. You made a determination 
in reverse that. they were excessive, but you couldn't determine a rate. 

Lad mt know how people read some ol these financial statements 


that you get, or the a alysis of the fiscal affairs of an institution, but 


‘p 7 ] aol ] , 
if you can make one -« melu On, You Snoulid ve able to make the 
atner. 

8. The dividend rate cannot be determined at this time. Dividends will be paid 
at the highest rate possible, commensurate with a sound operation of the 


association 


but again in mentioning dividend there is nothing there at all to indi- 


eate that the withdrawal wou!d be with prejudice to the rights to 
certain dividends 

That does not som ci to me like a stateme nt of reassurance. Thev 
are hard, ¢ ld fact you are ih a bad institutt n, get out quick, 


brother, w hile the & ttine is eood. 


Mr. Scuer. Mr. Chairman, have we determined now what. the 
total run on this aSSOK lation was on the first busine SS day after the 
seizure / dk at was Mo Maiay. | > @ SC1Z1 re was LO minutes hefore clos 
ing time on Friday, isn’t that correct, sir 


Mr. Rowerrson. There were withdrawals of $1,703,800 on the 25th 
and there w: ‘ 

Mr. Moss. How many million deposited ? 

Mr. Roserrson. $1,703,000 withdrawn, and $37,375 deposited. 

Mr. Scuer. Who deposited that? Isn’t it true that your super- 


1 


visory agent In charge brought with him additional funds when he 


9” Orr } 
(4.219 Geposited 


j 


took over? Are those the di posits you are talking about, or were they 
off-the-street deposi 3 ¢ , 

Mr. Roperrson. They were only $37,000, and they were off the 
street, 

Mr. Scuer. All ri 

Mr. Ror 
drawn, and 

Mr. Scuer. Wednesday 

Mr. Roperrson. $2,470,000 withdrawn. $29,660 deposited. 

Mr. Scuer. Thursday ? : 

Mr. Roserrson. $3.663,000 withdrawn, and $6.581 deposited. 

Mr. Scuer. Friday? 

Mr. Rorerrson. $3,900.01 4I—on t 
and $101,133 deposited. 

Mr. Houtrtetp. Will you please repeat that ? 


Mr. Ronerrson. $3,991,000, deposited $101,133. 


it. Now. Vi ill Vou vo on to Tue dav. please ? 


oO} 
RTSON. On the second day, on the 26th, $2,147,000 with- 


tT 
S45 YOO 000 no. s48.900 deposited. 
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e 29th, $3,991,000 was withdrawn, 
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Mr. Scuer. Now, it is not open on Saturday, I take it. The nex 
business day would be a Monday, again. 

Mr. Roperrson. Yes. 

Mr. Scuer. Shall we proceed to the following Monday ? 

Mr. Rosertson. $2,598,000 withdrawn, $1,594 deposited. 

Mr. Scuer. Tuesday ? 

Mr. Ropertson. The next day, $2,487,000 withdrawn, $52,392 de. 
posited, 

Mr. Scuer. And the following day? 

Mr. Ronerrson. $2,350,000 withdrawn, $66,000 deposited. 

Mr. Scuer. Now are we on Thursday ? 

Mr. Rogerrson. We are on May 4: $2,671,000 withdrawn, $61,499 
deposited. 

Mr. Scuer. And the following day, which would probably be Fri- 
day ? 

Mr. Rogertson. $2,242,000 withdrawn, $61,000 deposited. 

Mr. Scuer. Now, that would make about 2 weeks. 

Mr. Houirrerp. May I ask a question? I note most of these last 
days exactly $61,000 was deposited. 

Mr. Roserrson. I will give the full figures, $61,421.67, $61,654.36, 
$61,013.77. 

Mr. Scuer. Were there regular tellers on duty at that time during 
those 2 weeks? 

Mr. Roserrson. Yes. 

Mr. Scuer. ae were they ? 

Mr. Roserrson. I don’t know their names. 

Mr. Scurer. Were they the regular number you usually have there? 

Mr. Rosertson. More than the regular number. 

Mr. Scuer. Then there were others brought in from the outside/ 

Mr. Ropertson. Yes. 

Mr. Scuer. Who were the outsiders? 

Mr. Roserrson. I don’t know their names, but I know where they 
came from. 

Mr. Scuer. Where did they come from? 

Mr. Rogsertson. Some of them were examiners, and some were from 
other institutions. 

Mr. Scuer. What other institutions? 

Mr. Ropertson. I will give you the names in just a minute. 

Mr. Scuer. Let me ask you this: Were they from other building 
and loan associations in the area ? 

Mr. Ropertson. Yes. 

Mr. Scuer. You say you are looking for the list of where they are 
from. Will you please provide us with that ? 

Mr. Rogerrson. I will in just a moment. 

Mr. Scuer. We will wait. 

Would you know whether those deposits you are talking about on 
those 10 days are payments on loans, or genuine new deposits of 
money’ Were they paym ents on loans? 

Mr. Roserrson. If they were payments on loans, they would not be 
shown as deposits. 

Mr. Horirietp. Are you sure, Mr. Robertson, on that point, because 
quite frequently orders are left that payments on loans be deposited to 
the owners, the note owner’s account ? 

Mr. Roserrson. No, I can’t answer that question. 
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Mr. Scuer. Is it possible it might have been a deposit to be applied 
to the loan ¢ 

Mr. Rosertson. Mr. Wyman tells me about a fourth of it would be 
collection accounts. 

Mr. Scuer. Some of it is collection accounts and not genuine de- 
posits ! | 7 

Mr. ROBERTSON. Approximately one-fourth. 

Mr. Moss. is there a means of determining the amount which repre- 
sents collections on account ? 

Mr. Ropertson. Oh, yes. 

Mr. Moss. Will you make that determination and supply that for 
the record ¢ 

Mr. Ropertson. Yes. 

(Subsequently the following information was supplied :) 


LoNG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Long Beach, Calif. 
JUNE 20, 1960. 
Nhare account rece ipts derived from collection accounts 
Total share account receipts, April 25 to June 17, 1960, inclusive. $1, 608, 395. 21 
Collection account receipts credited to share accounts April 25 
to June 17, 1960, inclusive as pi RES 8 SUE ed, ~ 1294, 900. 00 
Percent to total share account receipts, 24.6 percent. 


1There are some 2,700 collection accounts, making an exact calculation laborious and 
time consuming This amount represents a close approximation made by the SRIC and 
his staff: the SRIC considers this a maximum figure 


Mr. Scuer. From this we gather 

Mr. Ropertson. You started to ask me where the employees from 
other associations came from, and I am prepared to answer that now. 

Two came from the Belmont Savings & Loan Association, four of 
them came from the Coast Federal Savings & Loan Association, five 
of them came from the First Federal Savings & Loan Association of 
Long Beach, two came from the Great Western Savings & Loan As- 
sociation at Los Angeles, five came from the Los Angeles Federal Sav- 
ings & Loan Association, two came from the Pioneer Savings & Loan 
Association, and seven from the Western Federal Savings & Loan 
Association. 
Mr. Scuer. Mr. Robertson, were any of these employees of compet- 
Ing institutions 4 

Mr. Roserrson. Yes; I would say they were. 

Mr. Scuer. Would you say all of them were ? 

Mr, Rozerrson. I would say the Los Angeles ones would be very 
slight competitors. , 

Mr. Scurer. Do you see any impropriety in bringing in employees 
of competing organizations to learn the business of this particular as- 
sociation ¢ 

Mr. Rogerrson. That was not the reason they were brought in. They 
were brought in to give the public the best possible service which we 
felt was necessary to allay the fears and reassure the depositors and 
to dispose of the waiting lines as promptly as possible. We needed 
experienced people to do that promptly. 

Mr. Moss. How many employees of Long Beach Federal Savings 
&Loan were on its payrolls at the time of the seizure ? 

Mr. Rogerrson. 128. 
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00 stayed out of the 128, there would have been 40 who left for one 
reason or another, and therefore the 40 does not gibe with the 51 

Mr. Roserrson. I should correct my figures: 79 of the old employees 
remained, and 9 new ones were hired, making a total of 88. 

Mr. Chairman, I am going to say that five of the employees that 
were dismissed were not functioning in the association, they we ‘re in an 
attorney's office, and outside, and were not needed for the oper: ition. 

Mr. Moss. Your attormeys tor kk over at that point for the associa- 
tion ¢ 

Mr. Ronerrson. Well, I think that is not related to it. 

ent to Mr. Moss. Oh, 1 think it is. 
ise Tor Mr. Ropertson. Perhaps. 
Mr. Moss. Did they ? 
Mr. Ronertrson. The supervisory representative hired an attorney to 
ed— lp him in his routine matters yes, 7 

Mr. Moss. Well, now, we have gotten 5 of this croup of the 16 dis- 
missed, or, I should say, of the 33 dismissed, so you have 28 remaining. 

Now, why were they di missed 7? : : 

Mr. Ropertson. I re gret to Ly some of them were dismissed for 
insubordination, and Is houl like to pul in the record a letter. 

d were | Mr. Moss. Was this a form letter? 
Mr. Ropertson A statement. 
Lctively Mr. Moss. Is this a form letter? 
Mr. Rorerrson. No; it is an affidavit. May I read it? 
e don’ Mr. Moss. Yes: go ahead : 


Mr. Rogperrson (reading 


saul co On Sunday, April 24, 1960, 2 days after the Long Beach Savings & Loan Ass« 
ation was taken over by the Federal Home Loan Bank Board, I had a telephone 
mversation with Mr. S. I. Bacon, vice president of Long Beach Federal. During 
the course of this conversation, Mr. Bacon instructed me not to quit my job, but 

t T don't to condu t myself in such an unpleasant manner that the examiner would have 
ifreme. He said, “Don’t quit your job, Patty, make them fire you.” He also 
told me that there would be a place for me in their new organization which they 
had been organizing before this happened. Several other employees told me that 

were il y had also been so instructed. This statement is given voluntarily; it was 
not requested of me. 

hired a Signed “Patricia Leni ock,” subscribed to before a notary. 


Mr. Moss. Is she still working at the institution ? 
Mr. ROBERTSON. So bien. as I] now, she is still working. 


You dis Mr. Moss. Ws ll, let’s establish the fact 


Mr. Ropertrson. Yes: she is still on the list. Patricia R. Lennock. 
nany di Mr. Moss. How did you get the affidavit? Who is it subscribed 
: to before ? 
) Mr. Ronerrson. Myrtle Leslie. notary publie in and for the county 


) : 
, of Los Angeles, State of Califor Ha. 

the num- Mr. Moss. And has it the notarial seal affixed ? 

Mr. Roy S-ERTSON, | do yn) ‘t see it. 

Mr. Moss. If it hasn't the not irial seal, then J am of the opinion 
tis not in accordance with the laws of California, and I would 
therefore receive it for the record. 
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Mr. Waxiuauser. The witness asked it be put in as a matter of 
record. 

Mr. Moss. It has been read. 

Mr. Watuuauser. You will not receive it for the record? 

Mr. Moss. I will receive it for the files. It is in the record. It is 
I point out, however, not properly sealed. 

Now, was it solicited ? 

Mr. Rogertson. It was not solicited. 

Mr. Moss. Do you know that of your own knowledge? 

Mr. Rospertson. No. 

Mr. Moss. You do not? 

Mr. Rogertson. No. 

Mr. Moss. Then your answer should have been do not know.” 

Mr. Roperrson. Well, I read that statement. She says, “This 
statement is given voluntarily; it was not requested of me.” } 

Mr. Moss. I know a lot of statements that are given voluntarily 
according to the statement, but are solicited, and quite vigorously, and 
I think you know some of those, too. ! 

Mr. Rogerrson. I accepted the statement as I read it. 

Mr. Moss. I am not quite as willing to accept it on that basis, 

Mr. Houtrievp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houtrtre Mr. ae are you aware of the fact that if 4 
person quits his ide in California, he is not entitled to unemployment 
re but that “if he is fi ired, he is entitled to une mployiment 


compensation ¢ 

Mr. Roperrson. I heard that discussed here Tuesday. ; 

Mr. Moss. There is a long waiting period involved in the two dif- 
ferent categories. 

Now, I want a list of the discharged employees, and a statement 
of the ground for dismissal supplied to this committee. I want that 
statement to be properly sworn to by the responsible officer at the 
bank or at the institution. 

I want to know whether the persons were interviewed. 

I want copies of any letters which might exist notifying them of th 
termination of their services, and at this point I would like to go 
briefly into tellers’ instructions regarding customers questions, whic 
I assume were issued to instruct the tellers how to reestablish con- 


fidence in the institution. 


S$. 
Cor 


( 
sul 
Sar 
dis 
Bos 
of | 
eve 

1 
ide 
ree 
lon; 

1 
sho 
em] 

" 
rec 
not 
wer 

2 
my 
wht 
in t 
whi 
Exh 
init 
Hay 

T 
for 
stat 
and 
asso 

T 
iden 
on t! 

TI 
iden 
fron 

Fi 


M. 


iter of 


It is 


intarily 
sly, and 


sls, 


hat if a 
slovment 
ylovinent 


two dit: 


statement 
vant that 
er at the 


em of the 
ike to 20 
ns. which 


phish col: 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 145 


(Subsequently, the following information was supplied :) 


SpaTe OF CALIFORNIA, 
county of Los Angeles, 88: 

©. B. Ault, being first duly sworn, deposes and says that he was appointed 
supervisory representative in charge to take charge of the Long Beach Federal 
Savings & Loan Association, Long Beach, Calif., and its affairs, pending further 
disposition of said association and its affairs, by the Federal Home Loan Bank 
Board Order No. 13,872, dated April 19, 1960, and that he thereafter took charge 
of said Long Beach Federal Savings & Loan Association on April 22, 1960, and 
ever since has been and is now in charge of said association and its affairs. 

That exhibit A, attached hereto and made a part hereof and initialed for 
identification, sets forth the names of persons who were shown by association 
records to be employed by the association on April 22, 1960, and who were no 
longer employed by the association as of June 10, 1960. 

That exhibit A discloses the name of the employee, the position held as 
shown by association records, date employment was terminated, and the reason 
employment was terminated. 

That due to the press of business during the first few days of the “takeover,” 
records of interviews with employees leaving the service of the association were 
not maintained; therefore, no statement can be made as to which employees 
were interviewed or the substance of any such interview that may have occurred. 

That, based upon my recent conversations with members of my staff, it is 
my understanding that employees, other than James A. Hayes and Evelyn Craig, 
whose services were terminated subsequent to April 22, 1960, were given a letter 
in the same form and of the same content of that letter marked “Exhibit B” 
which is attached hereto and made a part hereof and initialed for identification. 
Exhibits C and D, which are attached hereto and made a part hereof and 
initialed for identification, are copies of termination letters sent to James A. 
Hayes and Evelyn Craig, respectively. 

That exhibit E, which is attached hereto and made a part hereof and initialed 
for identification, is a letter of resignation received from Rhoda Dios which 
states that she was “in the legal department.” A review of association records 
and premises fail to disclose provisions for a legal department within the 
association’s premises. 

That exhibit F, attached hereto and made a part hereof and initialed for 
identification, shows the teller’s instructions which were supplied to the tellers 
on the morning of April 25, 1960. 

That exhibit G, attached hereto and made a part hereof and initialed for 
identification, sets forth the instructions given to the tellers from time to time 
from April 25 to June 10, 1960. 

Further, affiant saith not. 

Cc. EB. Avtt, 
Supervisory Representative in Charge, 
Long Beach Federal Savings & Loan Association. 
Subscribed and sworn to before me on this 19th day of June 1960. 
[SEAL] 
EDWIN N. CASEY, 
Notary Public in and for the State of California, 


County of Los Angeles. 
My commission expires March 24, 1961. 
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3 Ruploree were terminated for following reasons: 


Failure to cooperate. 
. Close relative of officer or director. 


Reduction in force. 


. Apparently worked in ‘Annex,’ 


DN Pomeroy! 


8 Part-time employee. 


. Entered into dealings with former management. 


. Close contact with existing conditions. 
’ not a part of association, per oral statement of T. A. Gregory, 
‘ Appomctty worked in the office of Charles K. Chapman, former association attorney. 

Resigned, with exception of Rhoda Dios, for reasons unknown. 
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ExHIsIT B 


LoNnG BEACH FEDERAL SAvines & LOAN ASSOCIATION, 
Long Beach, Calif., April 25, 1960. 

Dear Str (oR MADAM): Your services as an employee of this association are 
no longer required. You are hereby notified that your employment is terminated 
effective as of the termination of your regular working hours on April 25, 1960. 

A check for your wages to and including April 25, 1960, plus benefits and 
termination pay in lieu of notice will be mailed to you within a few days. In 
order that we may pay you the correct amount, please bring in your timecard as 
soon as possible. 

Very truly yours, 


C. E. AULT, 
Supervisory Representative in Charge. 


Exuisit C 


LonG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, 
April 30, 1960. 

Mr. James A. HAYES, 

Long Beach, Calif. 

Deak Mr. Hayes: This letter is to inform you that your employment by this 
association has been terminated as of April 22, 1960. 

Enclosed is: (1) Check No. 1775 representing your salary for the payroll pe- 
riod ending April 30, 1960; (2) Check No. 4541 representing 2 weeks severance 
pay and 3 weeks vacation pay. 

Very truly yours, 
C. E. AULT, 
Supervisory Representative in Charge. 
By Lewis C. HARRINGTON, 
Assistant Supervisory Representative in Charge. 





ExHIsIT D 


LONG BeacH FEDERAL SAvincs & LOAN ASSOCIATION, 


April 30, 1960. 
Mrs. EVELYN CRAIG, 


Long Beach, Calif. 


Deak Mrs. CrarG: This letter is to inform you that your employment by this 
association has been terminated as of April 22, 1960. 

Enclosed is: (1) Check No. 1762 representing your salary for the payroll 
period ending April 30, 1960; (2) Check No. 4540 representing 2 weeks severance 
pay and 2 weeks vacation pay. 

Very truly yours, 
C. E. Avtt, 
Supervisory Representative in Charge. 
By Lewis C. HARRINGTON, 
Assistant Supervisory Representative in Charge. 





ExuHIsit E 


Lone Beacod, Catir., April 25, 1960. 
Mr. C. B. AULT, 


Supervisory Representative in Charge, 


Long Beach Federal Savings & Loan Association, 
long Beach, Calif. 


Deak Mr. Autt: I am enclosing timesheets for the last 2 weeks of my em- 
Ployment with the Long Beach Federal Savings & Loan Association, terminat- 
ing Friday, April 22, 1960 at 5 p.m. 
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As mentioned to your assistant on the telephone yesterday, when he ing ui 
if I would be working at the association today, I do not believe you w —— 
continue as an employee since I am in the legal department. 

If you are able to do so, I would appreciate your sending the balance of sal 
due me to the above address, together with vacation pay, as May 1, 1960 won 
begin my fourth year with the association, and I now have 2 weeks’ vaeuie 
due me. In case you would prefer my picking up my pay in person, I will come 
to the association in a few days when the first rush has quieted down a little 

If you prepare W-2 forms for terminated employees at this time, | woen 
appreciate your having mine ready for me with my pay, or please make note of 
the above address for mailing said form when the time comes that they ar 
made out. a 

Thank you. 

Yours truly, 


ant me to 


e 


RuHopA Dios, 





ExHIBIT F 
rTELLERS’ INSTRUCTIONS REGARDING CUSTOMERS’ QUESTIONS 


Your conversation with the customer should be restricted to the following 
facts: There may be other questions. In that event, tell the customer that your 
knowledge of the situation is limited to these facts. ah 

1. The association is chartered by the Federal Home Loan Bank Board. 

2. The Federal Home Loan Bank as an agency of the United States Gover. 
ment, charters, regulates, examines, and supervises Federal savings and logy 
associations. 

3. The Federal Home Loan Bank Board determined that unsafe and ». 
sound practices engaged in by the Long Beach Federal Savings & Loan Asgso«- 
ation constituted an emergency situation requiring immediate action to protect 
the interests of the shareholders and the public. 

4. The Federal Home Loan Bank Board has appointed a supervisory repre 
sentative pending further action. 

5. The association will continue to provide all of the normal services of a Fei- 
eral savings and loan association; such as accepting deposits and paying with 
drawals. 

6. All withdrawals are being paid in full on demand. 

7. The share accounts are insured up to $10,000 by the Federal Savings & Loan 
Insurance Corporation, an instrumentality of the U.S. Government, supervised 
by the Federal Home Loan Bank Board. 

8. The dividend rate cannot be determined at this time. Dividends will be 
paid at the highest rate possible commensurate with a sound operation of the 


association. 





ExHIBIT G 


On the morning of April 25, 1960, the association tellers who returned to work 
were given instructions relative to certain questions which it was anticipated 
that they would be asked. This instruction period was held between the hours 
of 8:30 a.m. and 9 a.m. and was substantially as follows: 

Each teller was supplied with a sheet of answers entitled ‘Tellers’ Instruc 
tions Regarding Customers’ Questions.” 

The tellers were informed that they would receive many questions and that 
the answers on the mimeograph sheet could be used in most instances, but if 
question be asked of a teller which the mimeograph sheet would not cover, and 
appeared to be of an important nature, the teller should refer the question 
to the head of the department. 

In this instruction period a teller asked whether withdrawal requests would 
be honored in cash. It was made clear that all withdrawals would be honored 
by check for a variety of reasons, including anticipated withdrawals requirilg 


more-than-ordinary supply of funds and the fact that the association would be ! 


better protected against error and fraudulent withdrawals by the use of checks 

In addition to the above, the tellers were instructed that any transaction of 
an unusual nature of any kind was to be referred to the department head. The 
reason for this was that it should be, under such circumstances, the respons 
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bility of the department head and that the teller should not be burdened with 
yndue responsibility. 

This concluded the general instruction which was given to this group. 

Other instructions given to tellers were on an individual basis according to 
the problem at hand. 

Enclosed find exact copy of the memorandum referred to which was issued on 
ny instructions, prior to the opening of business on April 25, 1960. 


Mr. Moss. This will be exhibit B-3, and I will not have to ask per- 
mission because I am going to read it: 


Your conversation with the customer should be restricted to the following 
facts. There may be other questions, and in that event tell the customer that 
your knowledge of the situation is limited to these facts: 

"4. The association is chartered by the Federal Home Loan Bank Board. 

9, The Federal Home Loan Bank Board as an agency of the United States 
Government, charters, regulates, examines, and supervises Federal savings and 
joan associations. 

8 The Federal Home Loan Bank Board determined that unsafe and unsound 
practices engaged in by the Long Beach Federal Savings & Loan Association 
constituted an emergency situation requiring immediate action to protect the 
interests of the shareholders and the public. 

4, The Federal Home Loan Bank Board has appointed a supervisory repre- 
sentative pending further action. 

5. The association will continue to provide all of the normal services of a 
Federal savings and loan association; such as accepting deposits and paying 
withdrawals. 

6. All withdrawals are being paid in full on demand. 

7. The share accounts are insured up to $10,000 by the Federal Savings & Loan 
Insurance Corp., an instrumentality of the U.S. Government supervised by the 
Federal Home Loan Bank Board. 

8. The dividend rate cannot be determined at this time. Dividends will be 
paid at the highest rate possible commensurate with a sound operation of the 
association. 


Again, I note the omission of any cautioning of depositors that the 
withdrawals would tend to prejudice their rights to these undetermined 
dividends. 

Mr. Wauiuauser. Mr. Chairman, is it dated or signed in any way 
to identify it? 

Mr. Moss. Mr. Wallhauser, to put your mind at ease, I will hand 
this back to the Chairman of the Board and have him consult with 
his numerous staff and tell us whether or not that is the one that was 
put out. 

Mr. Honirretp. And when, the date it was issued. 

Mr. Moss. I don’t want anything that isn’t substantiated in this 
record. 

Mr. Rogertson. I have no doubt that this was put out. It doesn’t 
have a date on it, so I can’t subscribe—— 

Mr. Moss. You have a crew back there. Bring them up and con- 
sult with them. We have had lots of consultations today, so let’s have 
another one. 

Mr. Rogerson. I can’t tell you the date. I would say it was done 
promptly. 

Mr. Moss. First, was that the instruction issued at the institution 
by thenew management ¢ 

Mr. Rozerrson. I am sure that that is true. 

Mr. Moss. But I want it to be more than your just being sure. I 
want it to be a fact that it is true. 

Mr. Ronerrson. Well, I would just have to ascertain the fact, but 
Idon’t question it. 
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Mr. Moss. Who do you have present with you from the Long Beach | 
institution, your staff from that institution ? do: 
Mr. Rozertson. No, there is no staff of the Long Beach institutio. ior 
here. N 


Mr. Horirrecp. Mr. Wyman was out at Long Beach at the time, ) 
I am informed. Maybe Mr. Wyman could be sworn and give us th | kno 


information we lack, Mr. Chairman. N 
Mr. Moss. Can you determine from Mr. Wyman whether that wag | N 
an instruction issued ? y 
Mr. Rosertson. Mr. Wyman tells me he was not at Long Beach ) 
at the time of the takeover, he was there the next day. dec: 
Mr. Moss. We will ask then that you contact the Long Beach offig | 
and determine whether or not that was an instruction issued. \ 
Mr. Rozsertson. We will find out when it was issued. (See jp. | tion 
formation supplied by C. E. Ault, p. 148.) err’ 
Mr. Moss. We had an investigator in the field, and he secured it a M 
the institution. ligh 
Mr. Hoxtrrerp. Mr. Chairman, may I ask if, when Mr. Wyman M 
came in on the second day, he had any knowledge of this on the se. Ny 
ond day, when he came there ? M 
Mr. Rosrertson. Mr. Wyman says he does not. kno 
Mr. Moss. We will reserve on this at this point until we have made | _ hav 
that determination. is th 
Mr. Scher, you may proceed. M 
Mr. Scurr. Now, Mr. Robertson, those new employees who wer M 


hired, were they able to, or did they have access to depositors’ lists | that 
or get to know the people doing business with this association—th | ther 


new people you hired from other associations 4 at | 
Mr. Rozerrson. Well—— furr 
Mr. Scuer. They had contact with the public, didn’t they? had 
Mr. Rorertson. Yes, I was going to say, without being there and M 
seeing, I would say that their contact with the public was dealing M 
from time to time with the individual customers who came in. I am Y 
sure they didn’t go any further than that. They wouldn’t have time, | 990 
nor the occasion to do it. char 
Mr. Scuer. They would have to, in the due course of their busi. | itl 
ness, consult the depositors’ list, wouldn’t they, to verify withdrawals! I, 
Mr. Rozertson. The particular depositor they were waiting o,| '%t 
yes. coul 
Mr. Scuer. In fact, the complete list of depositors in one form| ™@ Y 
or another is in back of the cage within easy access, isn’t it? No teller, *me 
can operate without access to the depositors’ list, isn’t that correct! | Te 
Mr. Rosertson. Well, yes, he would have to have access to them} "Ve 
yes. ay 
Mr. Scrier. So these new people from the competing institutions did the « 
have access to the depositors’ lists of this institution ? "a 
Mr. Rosertson. Yes, I think within practical limitations. M 
Mr. Scuer. Mr. Robertson, if your Board had made a mistake ae 
in this seizure, what redress would the association have to corm) |. 
that mistake ? wa 
Mr. Rosertson. That I can’t answer. io 


Mr. Scuer. Is there none? a Fe 
Mr. Rorertrson. I don’t know. I do not know. 
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Mr. Scurr. Do you mean that you, as the head of this agency, 
do not know of any procedural way that a building and loan associa- 
tion could correct or redress an improper seizure 4 

Mr. Ropertson. I don’t know. 

Mr. Scurer. You don’t know of any, or is it that you just don’t 
know ? 

Mr. Rosertson. I don’t know how they would get redress; no. 

Mr. Scuer. Is there no redress? 

Mr. Rosertson. I don’t know that. 

Mr. Moss. Did you weigh this at the time of your order, or your 
decision to seize ? 

Mr. Rosertrson. The matter of redress ? 

Mr. Moss. Yes. Were you so certain of the rightness of your posi- 
tion that you never gave any consideration to the question of possible 
error ¢ 

Mr. Ropertson. Well, I can assure you the decision was not made 
lightly. J 

Mr. Houtrretp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houirretp. You have testified, Mr. Robertson, that you have no 
knowledge of any manner of redress which the institution would 
have in the present case in the appointment of a supervisor in charge, 
is that right ? 

Mr. Roperrson. I don’t know what redress they would have; no. 

Mr. Houirretp. Now, if a notice had been given to the association 
that a conservator or receiver was to be appointed after hearing, would 
there not have been an opportunity for the association to appear and 
at least have their day in the administrative hearing, and possibly 
furnish you some of the information which apparently you have not 
had ? 

Mr. Ronertson. I think I have lost track of your question. 

Mr. Horirrevp. [ will rephrase it. 

You have testified that you do not know of any redress which an 
association might have under the appointment of a supervisor in 
charge, in the event that the Home Loan Bank Board made a mistake 
intheir judgment. 

I, therefore, asked you if, under the statute of 1954, the amendment 
to the Housing Act, if you had chosen the alternative method, you 
could not have furnished the association an opportunity for redress 
in view of the fact that we in the Congress specifically put in the 
amendment that, in the event of a decision to « appoint a conservator or 
receiver, that the association would have the right to an administra- 
tive hearing prior to the appointment of such conservator or receiver. 

Now, my question, sir, is if you had chosen that method, would not 
the association have hi ad an opportunity for its day in the administra- 
tive court ? 


Mr. Rosertson. Well, it would still have an opportunity for its day 
inthe administrative court. 

Mr. Houtrretp. That is right, but in one event it would be prior to 
seizure and destruction of the institution, and in the second event it 
would mean destruction of the institution and then giving them their 
hearing in the administrative court, and I used the word “court” not as 
a Federal or State court, but as an administrative body. 
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Mr. Moss. You don’t know the answer? 

Mr. Roserrson. I don’t know the answer. 

Mr. Houirretp. You don’t know that the provisions of the 1954 
amendment provide for an administrative hearing prior to the appoint. 
ment of a conservator or receiver ? 

Mr. Roserrson. Oh, yes; I know that. 

Mr. Horirreip. Now, then, I ask you if the provision which Cop. 
gress wisely made, in my opinion—and I voted for this amendment, and 
it was specifically testified to by Mr. McAllister, who was then Chair. 
man of the Home Loan Bank Board, and it was testified to by My 
Cole, Housing and Home Finance Administrator at that time, that the 
purpose of this provision was to give an association the right to q 
hearing before seizure; you are aware of that, are you not ? 

Mr. Roperrson. Yes. 

Mr. Houirrevp. Then there was an alternative method which yoy 
could have taken which would have given the association the right to 
have its day in court prior to seizure; was there not ? | 

Mr. Ropvertson. Yes. 

Mr. Hourrreip. That is all, Mr. Chairman. 

Mr. Watiuavser. May I ask a question ? 

Mr. Moss. Mr. Wallhauser. 

Mr. Wauiuavuser. Mr. Robertson, Mr. Holifield’s question, as | 
understand it, presupposes that the placing of a representative in 
charge destroys an institution—I think he used the word “destrue- 
tion,” or some similar word. 

Mr. Hottrrecp. I am not presupposing. I am making my state. 
ment on the facts, and I will read them to the gentleman if he wants 
me to, that there has been $37 million withdrawn 

Mr. Wauunavser. I don’t yield at this point. May I complete my 
question ? 

Mr. Howtrtetp. Yes; go ahead. 

Mr. Wauiuauser. When you placed the supervisory representative 
in charge, did you have any idea of destroying the institution? 

Mr. Ropertson. Quite the contrary. 

Mr. Wauunavser. Your idea, in other words, was that there was an 
emergency, your Board agreed there was an emergency, and you 
thought you were taking the preservative step ¢ 

Mr. Ropertson. Yes. 

Mr. Watinavser. That is all, Mr. Chairman. 

Mr. Scurr. Mr. Robertson, why did you and your Board come to 
the conclusion that the arbitrary seizure of this institution was the 

better way to preserve this institution than to use the alternative 
method of a hearing and the appointment of a receiver or conservator! 

Mr. Rorerrson. Well, this is a matter which will be developed in 
the administrative hearing, and we cannot respond to that question at 
this time. 

Mr. Scuer. I reserve the right to return to this because again we 
have the claim of privilege, but I want to ask this. 

You did make a determination that the arbitrary seizure was 4 
better method than waiting for a hearing; is that right ? 

Mr. Rosertson. Yes. 

Mr. Scuer. Was it required in the emergency ? 

Mr. Rozertson. We were of the opinion that it was. 
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Mr. Scorer. Why? 

Mr. Rosertson. Those are facts which will be deveoped at the ad- 
ministrative hearing. 

Mr. Moss. Was it in imminent danger of collapse? 

Mr. Rosertson. That, again 

Mr. Moss. Was it in imminent danger of collapse ? 

Mr. Ropertson. I say it is something which will have to be de- 
veloped. 

r. Moss. Oh, let’s stop this for a moment and take a look at your 
press release, and your charges repeated time and time again that it 
was unsafe—unsafe—that is was restroing to unsound practices, in 
dealing with the question of emergency. 

Now how tightly do you think you can circumscribe the right of the 
Congress to inquire, where it has a strong legislative purpose and 
responsibility ? 

You know, you said this morning you were in the executive branch. 
You are not, sir; you are not in the executive branch. We tried to 
create you as an independent board. You are regulating for us. We 
could do it by law specifically in each instance, but you are regulating 
for us, the Congress, under our authority. You are not exercising 
powers of the President down here. We didn’t delegate them to him: 
we gave them to you, I think a most unwise delegation, but neverthe- 
less we have done it. 

Now, I ask, was it in imminent danger? I am not asking you to 
go ahead and discuss the facts which I don’t think you have clearly 
inmind because of your testimony here today, but was it in imminent 
danger of collapse? 

Mr. Ropertson. We feel that the charges as we put them speak for 
themselves. 

Mr. Moss. Oh, they don’t speak anything. They are the most in- 
nocuous gobbledygook I have looked at in a long time. You recite that 
for 13 years no payment of premiums had been made, and suddenly 
this becomes an emergency situation, suddenly. 

Mr. Hatianan. Did I understand you to say the charges were the 
most gobbledygook you heard of in a long time? 

Mr. Moss. You have your understanding. Let it go at that. I am 
not correcting the record, or apologizing. 

Mr. Hatnanan. [| wanted to be sure I heard. 

Mr. Moss. Listen closely, and then you can be sure in your mind 
what you hear, and I won’t take the time of the committee to respond 
to you. 

Mr. Horirretp. Mr. Chairman, the staff has handed me a facsimile 
reproduction of the San Francisco News-Call Bulletin of Wednesday, 
May 4, with the top title “Business-Finance-Industry,” and a large 
headline “Quick S. & L. Payoff Boon to Industry,” and it purports 
to be and states that it is an exclusive interview with the News-Call 
Bulletin by Mr. J. Alston Adams, president of the Federal Home 
Ioan Bank in San Francisco, and it follows along the line that 
although people queued up early Monday morning following the take- 
over 5 minutes before closing at 8 p.m. Friday, May 2, the line at all 
mes was “orderly, nobody got excited.” 

Mr. Adams pointed out that every depositor could withdraw any 
amount held in the institution, and the $10,000 insurance maximum 
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was no limitation. If you had an amount over $10,000, though the 
amount over $10,000 was not insured under the law, that need be no 
limitation, we will pay you anyway. 

Now this is the way to conserve an institution, to pay out as much 
as you can: 

The home loan bank chief in on the gory details that preceded and followed 
the takeover, said that by last weekend the lines already had started to dry up~ 
and at times disappear. While a queue again formed for several hours before 
last Friday’s close—probably the people who couldn’t make it during wor, 
hours—Mr. Adams said the operation now has pretty much settled down to g 
‘normal” routine. 

This, as I understand, was at a time when there were between $9 
and $3 million a day being withdrawn—that is normal routine, Mr, 
Adams said. 

In another section of this article, the following language appeared: 

After all, hasty intemperate withdrawal of large funds meant sacrifice of 
dividends. Will savers be paid the 41%4 percent promised by the ousted manage. 
ment of Long Beach Federal? 

It is well to know at this time that announcement was made if 
people would place funds on deposit, at the end of 6 months they would 
be paid at the rate of 4.5 percent per annum on their deposits. While 
this may not be a formal contract, it certainly was a commitment 
which is honored by every building and loan association that I know 
anything of, and I happen to be a director on a State-chartered insti- 
tution at the present time, and I would consider it a gross breach of 
faith with the depositors if they responded to an ad which promised 
them 4.5 percent per annum on their deposits, and then some action 
was taken to deny them that 4.5 percent. 

But Mr. Adams says that is still to be determined, as to whether 
they would be paid what they were promised or not. “The Board is 
deciding that now.” 

When the Board swooped down on Long Beach Federal just before the closing 
time May 22, it was fiscally fortified for the emergency. C. E. Ault, named 
supervisory representative in charge, was backed with a $10 million Treasury 
check. In addition to the resources of the bank in San Francisco, he had some 
$12 million in cash the association had in about 20 banks, plus $9 million in 
Government bonds, Mr. Adams observed. 

Mr. Adams is chairman of the Federal Home Loan Bank of San 
Francisco, the regional bank that is over these institutions in the 
eleventh district. 

I understand that the $10 million Treasury check was later increased 
to $20 million, so they were well fortified fiscally to take care of the 
emergency. 

That is all, Mr. Chairman. 

Mr. Moss, Well, I would observe there that the reporter who inter- 
viewed Mr. Adams was able to get more detail of the condition of the 
institution than we have in 2 days from the Chairman of the Federal 
Home Loan Bank Board. 

Now, I certainly would not at any time register any objection tos 
competent reporter being able to get information. I might be m- 
terested in hiring him as a member of the staff—maybe that would be 
helpful to us. But at least this record will show that he got that m- 
formation which is so cloaked with privilege here as to make it al- 
most—I don’t know what. 
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Mr. Saaru. Mr. Chairman. 

Mr. Moss. Mr. Smith. 

Mr. Smiru. In the normal course of fulfilling your duties, and in 
the event you take over an institution that is insolvent, do you pay out 
amounts In excess of $10,000 per account? 

Mr. Rozertson. In this connection, there was no insolvency, let me 

ut it that way. 

Mr. Hortrrecp. You have already put it, Mr. Robertson, you said 
there was no insolvency. 

Mr. Rozertson. No insolvency had been determined. 

Mr. Houirtetp. What ? 

Mr. Rozertson. We said in our statement that it was not possible 
to determine whether the association’s assets 

Mr. Hortrretp. May the record note that Mr. Robertson’s lawyer 
whispered to him before he had completed the sentence, and that he 

laced a different ending on his sentence. 

Mr. Smiru. In response to my question, Mr. Robertson, in the ordi- 
nary course of doing business and fulfilling your duties, in the event 
you take over an insolvent institution, you do not pay out more than 
$10,000 per account, do you? 

Mr. alc amen Do you mean as a receiver operation? The answer 
would be “ Yes” with respect toa receiver, yes, sir. 

Mr. Smirn. Isthe answer “Yes,” Mr. Robertson ? 

Mr. Roperrson. Yes. 

Mr. Smiru. It follows that you had to conclude this was a solvent 
organization or you couldn’t have paid out more than $10,000 per 
account, as was stated by your official here, isn’t that true? 

Mr. Hottrrevp. Let the record show that the lawyer, Mr. Creighton, 
isnow conferring with Mr. Robertson. 

Mr. Rosertson. I can’t answer that. 

Mr. Scuer. Mr. Robertson, do you seize solvent institutions? 

Mr. Rogertson. Yes—you say do we? We are authorized to. 

Mr. Scurr. Do you? 

Mr. Houirrevp. Let the record show the lawyer is again conferring 
with Mr. Robertson. 

Mr. Rosertson. I would say that we have, yes. 

Mr. Scurer. How many times have you seized solvent. institutions 
under the provision for that arbitrary seizure, without hearing? 

Mr. Rozerrson. I only know of one. 

Mr. Scuer. In how many years? 

Mr. Rozertson. I would say 5 years, to my knowledge. 

Mr. Scuer. Which one was that? Name it, please. 

Mr. Rozertson. The Beacon Federal Savings & Loan Association 
of Milwaukee. 

Mr. Moss. Now I have a question or two. 

I have a San Francisco News-Call Bulletin column from the issue 
of Friday, May 6, 1960, and it is headed “A Chessman Case? 
Charges Listed in S. & L. Battle,” by Jack Miller, News-Call Bulletin 
financial writer. 

It goes down and discusses the interview with Mr. Adams. This 
man seems to be far more willing to talk than you are, sir. I think 
wemight learn something from him. 
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Mr. Howtrtevp. It might be wise for the committee to discuss jp 
executive session the bringing of Mr. Adams back, as he seems ty 
be well informed in the case, ‘and is willing to talk to the newspaper 
reporters. Maybe he would be willing to talk to this committee. 

Mr. Moss. M: aybe if we make a seare ch of the files we might get the 
case without having to resort to that. 

The Board's order, issued when the 8. & L. was seized, further charged the as. 
sociation made long-term construction loans totalling $6 million to a corporate 
borrower at the time “substantially delinquent” in payments due on other 
loads. Mr. Adams told of one $25 million loan for a tract that has turned oyt 
to be a large white elephant. This tract, which Mr. Adams inspected, consists 
of “240 houses that are completed but unsold and unoccupied. It also hag 9 
other homes in various stages of construction, plus 90 more for which founda- 
tions have been poured.” The project has been idle since last August “without 
any activity” 


and that is in quotes— 


Mr. Adams related. With such a stack of charges against Long Beach Fed. 
eral running over such a long period, how come the Board didn’t act sooner? 


And Mr. Adams attempts to clarify this, and this is all in quotes: 


“The Board’s hands were tied while the legal pot kept boiling. Some recently 
won litigation finally made it possible to take over the institution,” Mr. Adams 
explained. 

What was the recently won litigation ? 

Mr. Rosertson. That is an unauthorized statement of which I have 
no knowledge, and I don’t know about-— 

Mr. Moss. Ishea responsible man—Mr. Adams? 

Mr. Roperrson. He is an intelligent man, yes. 

Mr. Moss. Is he a responsible man ? 

Mr. Roserrson. I would say he was responsible, yes. 

Mr. Moss. Are you convince ed that he is responsible ? 

Mr. Ropertson. Yes. 

Mr. Moss. Allright, fine. Is his statement accurate ? 

Mr. Roperrson. I don’t know. 

Mr. Moss. You don’t know? Now, now, now—you have acted on 
this. You, who have the responsibility. 

Mr. Rosertrson. We didn’t act on that statement. 

Mr. Moss. Is he telling the truth ? 

Mr. Roserrson. I just don’t have any knowledge of that statement. 

Mr. Moss. You don’t have any knowledge of the details of this $25 
million loan ? 

Mr. Roserrson. If you are talking about the $25 million loan, that 
is a question that is going to be involved in the administrative hearing. 

Mr. Moss. You will permit your subordinates to talk freely to 
everyone but the congressional committee about the intimate details 
of this institution ? 

Mr. Rozerrson. We did not authorize that statement, and have no 
knowledge of it, and have made no statements similar to it, or any 
statements ourselves. 

Mr. Moss. Have you taken steps to reprimand this gentleman for 
these statements ? 

Mr. Rosertson. We have told him the same thing that we are say- 
ing to you and ourselves, that these matters must not be discussed. 

Mr. Moss. But he has discussed them. Did you reprimand him! 

Mr. Ropertson. He had discussed them. 
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Mr. Moss. Did you reprimand him? 

Mr. Rozerrson. I didn’t. 

Mr. Moss. Did you then at that point, having seen that these state- 
ments were made, or having it brought to your attention, did you 
determine they were true or false? 

Mr. Rozerrson. That is a matter to be determined 

Mr. Moss. Oh, you determined this. You seized it. You are not 
going to seize it tomorrow. We are not talking about what you are 
going to do. You have seized this institution. Y ou have it, you have 
sized it. ‘This determination you have made. A further determina- 
tion you must make, the question of the appointment of a conservator. 

Mr. Adams is discussing the emergency. It seems in his opinion 
that the Board was ready and poised waiting for success in litigation 
to sweep in and take over the institution. 

Now, did you check to see whether that was true, or whether or not 
you were interested in the truthfulness of it? It is rather a mis- 
chievous statement. 

Did you take any action asa result of his statement? 

Mr. Rozerrson. As a matter of fact, I don’t know that I ever heard 
that statement before. 

Mr. Moss. Did you know that you acted to replace Mr. Adams 
with Mr. Wyman as the new spokesman for the San Francisco 
institution ? 

Mr. Rozertrson. I don’t know that. 

Mr. Moss. Well, here is the Long Beach Independent, Long Beach, 
Calif., dated Friday, April 29, 1960: 

San Francisco Home Loan Bank Board President, J. Alston Adams, was re- 
placed Thursday as spokesman for the Federal agency which seized Long Beach 
Federal Savings & Loan Association last Friday. Named as new spokesman was 


John M. Wyman, chief supervisor of Federal Home Loan Bank Board. No rea- 
son was given for the change. 





Mr. Rosertson. I know of no such action, and can’t be responsible 
for whatever—— 

Mr. Moss. Mr. Wyman, did you take over? 

Mr. Wyman. No. 

Mr. Moss. Did you become the new spokesman ? 

Mr. Wyman. No, I did not. 

Mr. Moss. Did you replace Mr. Adams in any function whatsoever? 

Mr. Wyman. No, sir, I did not. 

Mr. Moss. Well, Mr. Robertson, has Mr. Wyman ever made any 
statements to the press? 

Mr. Rosertson. I doubt it. I haven’t seen any. 

Mr. Moss. Would you ask him? 

Mr. Roserrson. Have you ever made any statements to the press ? 

Mr. Wyman. Not to the best of my recollection. Whenever news- 
paper people called or made inquiry from time to time, I don’t recall 
any discussion with any of them about any particular aspect of the 


matter other than that which was set out in the news release and in 
the attached order, 13372. 


Mr. Moss. This never came to your attention ? 
Mr. Ropertson. No, I don’t remember seeing it at all. 


Mr. Moss. Well, then, why was Mr. Adams told not to discuss the 
matter 


Mr. Rosertson. That was just a general instruction. 
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Mr. Moss. When was it sent out and how? Have you a copy of jt} 
Mr. Rosertson. I don’t think it was a formal instruction at all, 
Mr. Moss. Did you phone him? 

Mr. Rosertson. We talked to him on the phone several times, ang 
in the course of our conversations admonished him and everybody elg 
not to discuss this case. 

Mr. Ho.trretp. Mr. Chairman. 

Mr. Moss. This is Mr. Miller, again, from the News-Call Bulletin 
of the same date. 

Mr. Scuer. That is May 5. 

Mr. Moss. He says John M. Wyman, Director of the Board’s super. 
visory division, feels the “action will strengthen public regard for 
insured institutions and the Federal Savings and Loan Insuranee 
Corporation.” 

Did you have that interview? 

Mr. Wyman. I don’t recall such. I can only answer the question 
to the best of my recollection. I didn’t get the sense or significance of 
it. It looks to me, as I understood it, like it starts from nowhere and 
leads to nowhere. I didn’t get the context of it or the sense of it, 

Mr. Moss. I was just attempting to establish if you were hand. 
ing statements out, too, on this. 

Mr. Wyman. I suppose if some newspaper reporter called me on 
the phone and asked me a question, I would endeavor to give hima 
calm and sensible answer to his question within limits, without going 
into detail, but I gather that is the substance of that. 

Mr. Moss. We will get to you later in more detail on this. I was 
just trying to get this matter established in the record. 

So you don’t really know whether that is true or not, the state 
ments made by Mr. Adams about the $25 million loan? 

Mr. Rozertson. I would like to have you ask the question again. 

Mr. Moss. You don’t really know whether that statement made by 
Mr. Adams is true or not? , 

Mr. Rosertson. No; I say that is a question to be developed in the 
administrative hearing. 

Mr. Moss. I asked whether you knew whether or not it was true, 
Mr. Adams’ statement. I can bring Mr, Adams here from San Fran- 
cisco, sir. Would you suggest I doso? 

Mr. Rosertson. I can’t answer that question for you. 

Mr. Moss. He has pretty well opened up this subject, you know. I 
shall give it most serious consideration. 


Mr. Scuer. Mr. Robertson, were there any court battles going o | 


at the time of the seizure? 

Mr. Rosertson. Litigation, yes. I don’t know how to describe it, 
but there is a welter of litigation. 

Mr. Scuer. Could you briefly outline the litigation ? 

Mr. Ropertson. I could not. 

Mr. Scuer. Not briefly ? 

Mr. Ropertson. I couldn’t do it at all. 

Mr. Scuer. Was there any litigation involving the seizure in 1946! 

Mr. Cretcuton. There was. 

Mr. Hourrretp. Mr. Chairman, let the record show Mr. Robertson 
has been conferring with his lawyers before he gave his answers. 

Mr. Cretcuton. There was litigation going on which grew out 0 
the seizure of the Long Beach Savings & Loan Association in 1946. 
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Mr. Scuer. Iam sorry. 

Mr. Rosertson. I will repeat what Mr. Creighton said, that there 
was litigation going on which grew out of the seizure in 1946. 

Mr. Scuer. Was the association asking for some kind of damages 
orrecompense for that seizure ? 

Mr. Rosertson. Well, I just think the legal record will have to speak 
for itself. 

Mr. Scuer. What is your information on that? Was there a $10 
million claim against you at that time, in this litigation ? 

Mr. Creicuton. Mr. Chairman, may I suggest to you that with 
respect to all this litigation which grew out of the seizure in 1946, 
the Federal Home Loan Bank Board was represented by the Depart- 
ment of Justice, and in Washington Mr. MacGuineas has been in 
charge of that litigation, and can give you all the details and informa- 
tion with respect to it. 

Mr. Moss. Mr. Creighton, we are not interested in trying the litiga- 
tion here. We are asking whether or not there was litigation. 

Mr. CretcuTon. I said there was litigation, Mr. Chairman. 

Mr. Moss. And did it involve a claim by the institution against 
the Federal Home Loan Bank Board ? 

Mr. CreigGHTon. You are asking me to—— 

Mr. Moss. You know about this; don’t you? 

Mr. Cretcuron. I know there was across claim. 

Mr. Moss. Let’s put you under oath. 

(Mr. Thomas H. Creighton, Jr., was sworn by Mr. Moss.) 

Mr. Moss. Will you state your name and occupation for the record? 

Mr. Creicnton. Thomas H. Creighton, Jr., General Counsel of the 
Federal Home Loan Bank Board. 

Mr. Moss. Do you have general knowledge of the nature of the 
litigation in which the Long Beach Federal Savings & Loan Associa- 
tion and the Federal Home Loan Bank Board and Insurance Corpora- 
tion are now involved ? 

Mr. Creicuton. I do not have really detailed 

Mr. Moss. I asked you if you had general knowledge. 

Mr. Cretcuton. I have some general information with respect to 
that. 

Mr. Moss. Was there a counterclaim against the Board or against 
the Insurance Corporation as a result of the seizure in 1946 ? 

Mr. Cretcuton. There were claims asserted against the Board and 
the Insurance Corporation in a cross complaint that was filed in some 
of that litigation. 

Mr. Moss. Then the answer is “Yes” ? 

Mr. Creiguton. I think my answer speaks for itself. 

Mr. Moss. Mr. Scher. 

Mr. Scner. Mr. Chairman, I would like to introduce in the 
record. 

Mr. Moss. I think perhaps everyone here is as tired as I am at the 
moment. The subcommittee will now adjourn until 10 o’clock to- 
morrow morning. I will ask, Mr. Robertson, that you and your staff, 
your fellow members of the Board, return at that time. 

(Whereupon, at 5 :03 p.m., the subcommittee adjourned until 10 a.m., 
Friday, June 10, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


FRIDAY, JUNE 10, 1960 


Houser or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., George Washington Inn, Hon. 
John E. Moss (chairman of the subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; Jacob Scher, 
subcommittee counsel; and James A. Lanigan, associate general coun- 
sel, Committee on Government Operations. 

Mr. Moss. The subcommittee will be in order. 

Mr. Robertson, would you return to the stand, please? 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. 
DIXON, BOARD MEMBER; WILLIAM J. HALLAHAN, BOARD MEM- 
BER; THOMAS H. CREIGHTON, JR., GENERAL COUNSEL; EDWARD 
E. SLOANE AND SIMON H. TREVAS, ATTORNEY-ADVISERS; JOHN 
M. WYMAN, DIRECTOR, DIVISION OF SUPERVISION; AND LAW- 
RENCE M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF EXAM- 
INATION 


Mr. Moss. At the time of adjournment last evening, we were in the 
middle of the line of examination by Mr. Scher. Would you continue 
this morning ? 

Mr. Scuer. Mr. Chairman, before we start, I would like to intro- 
duce into the record, to save time, some of the news stories that ap- 
peared in the local press to indicate the concern and the hysteria that 
developed when this seizure was made. 

Mr. Moss. By “local press,” you mean the local press in Long Beach ? 

Mr. Scurr. Long Beach, Calif. 

Mr. Stoane. Excuse me just a moment, Mr. Chairman. Is he going 
to submit these in toto, or is he going to read excerpts as he did 
yesterday ? 

Mr. Moss. I don’t know, he hasn’t made his request yet. 

_ Mr. Stoane. I understood him to say he was going to submit them 
in the record. . 
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Mr. Scuer. Mr. Chairman, I am explaining why I am submitting 
them for the record. 

Mr. Moss. Again, that is a matter of the business of the committeg 
which the chairman must pass upon, and which the members of thg 
committee have a right to object to, but there is no right extendip 
to the witness, or the witness’ counsel on a matter which is peculiarly 
a matter of committee business. . 

Mr. Stoaner. I understand that, Mr. Moss. I was merely going to 
request that if they are submitted we be given an opportunity to goa 
them 

Mr. Moss. Well, let’s just wait and see what develops. Let’s not 
be impatient. 

Mr. Stoane. I am sorry, sir, if I seem impatient. 

Mr. Scuer. Mr. Chairman, I am submitting for the record and want 
permission to add later to the record the pertinent stories on this issue 
in the press of Long Beach and the surrounding area, and anywher 
else it was reported, to show pertinence, because the question was, on 
the testimony of Mr. Robertson, whether or not this seizure had a salu. 
brious or deleterious effect upon the business of this institution, 

First of all, I would like to put in 

Mr. Moss. First of all, we have put in the request that the articles 
be accepted for the record. Is there any objection? 

Mr. SLoANE. May we see them? 

Mr. Scuer. Yes. 

Mr. Moss. Now I am going to again tell you, as I had to yesterday, 
this is the committee’s business, not your business. ’ 

Is there objection ? 

Mr. Wautvnauser. I have no objection, but are we going to put in 
all of the stories that appeared, or certain stories? 

Mr. Moss. We have certain stories here, Mr. Wallhauser. 

Mr. Scuer. Only those that are pertinent. 

Mr. WauuHavuser. I am not objecting. I merely want to know 
whether we are putting in certain stories that were from one publica- 
tion, or all the publications. 

Mr. Moss. We have tried to get all of the publications in the area, 
so we would have a representative selection of stories. 

Mr. Houtrrevp. It is not every issue, because every paper carried 
daily issues, and, of course, they are only the ones that have been 
and in. 

Mr. Moss. Some are the Los Angeles Herald, Long Beach Press 
Telegram, the San Francisco News-Call Bulletin 
Mr. Watiuauser. That is all right, I am perfectly agreeable. 

Mr. Moss. Hearing no objection, the items will be admitted as they 
are discussed. 

The exhibits will start with a C series, 

Mr. Scuer. Exhibit C-1 is a headline “U.S. Seizes L.B. Loan Firm,’ 
“T.B.” for Long Beach. “ ‘Unfit? Claim Called False by Gregory.” 

(Exhibit C-1 appears in the appendix on p. 793.) 

Mr. Scuer. Here a story and a picture from the Herald American,& 
picture of the concern shown in the faces of the depositors who were 
withdrawing their money, as they stood in line, another picture of the 
crowds waiting outside, and the accompanying stories. 
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(These are marked as “Exhibits C-2a to C-2d” and appear in the 
appendix on pp. 794-798.) _ 

Jere is a story from the financial section. 

Mr. HoutriecD. May I correct the staff? Part of these are from the 
Press-Telegram in Long Beach and part from the Herald American. 

Mr. Scuer. That is right. 

I won’t take the subcommittee’s time with the rest of these, they 
are from the financial sections, some of them—— at 

Mr. Moss. I think it would be well to identify the publications. 

Mr. Scuer. All right, this is the News-Call Bulletin, here is an- 
other one from the News-Call Bulletin by the financial editor, and 
still a third one. 

This is from the Long Beach Independent, April 29. 

Mr. Chairman, we have appropriately numbered the exhibits C-1 
through C-—6. . . 

(Exhibits C-3, C-4, C-5, and C-6 appear in the appendix on 
pp. 799-802. ) ; 

Mr. Scuer. That is all, Mr. Chairman. 

Mr. Moss. Mr. Roback. 

Mr. Ropack. Mr. Chairman, will you ask counsel to step aside a 
bit, so I can communicate with the witness ? 

Mr. Cretcuron. I am sorry. 

Mr. Ropack. Thank you. 

While we are on the subject of the run on the bank, I may observe, 
Mr. Chairman, that the ramifications of this go far and wide. 

Here is a little item in the Corpus Christi Caller for April 26, 
which will be exhibit C-7, which says, among other things, and I 
quote this paragraph: 

Coal Newell, vice president of the Los Angeles Federal Home Loan Bank, 


said the run was expected. He said all legitimate demands for money were 
being paid, and depositors should have no concern about their funds which are 


insured up to $10,000 for each account. 

(Exhibit C-7 appears in the appendix on p. 803.) 

Mr. Rosackx. Now who is ¢ ‘oal Newell ? 

Mr. Roserrson. Coal Newell is vice president of the Federal Home 
Loan Bank of San Francisco. 

Mr. Rosack. He stated that the run was expected. You testified 
yesterday that when asked whether you thought that the press notice 
of the Board caused or had anything to do with the run on the bank, 


firs; you said you didn’t know, and then you surmised that it might 
have had some effect. 


Now did you anticipate a run on the bank? 

Mr. Rozertson. We were prepared to meet unusual demands. I 
have been in the banking business most. of my life, and have been 
through two depressions which resulted in bank difficulty. 

My experience has been that the best way to stop a run or appre- 
hensiveness is to have money available to pay the depositors or the 
shareholders promptly, and we were prepared to have ample funds 
in case there were unusual withdrawals. Nothing could have been 


more serious than to have not had enough money on hand to meet 
those withdrawals. 
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Mr. Rosack. So that when you decided or determined that there 
was an emergency, you took the prudence or the precaution as the 
head of the Board to see that runs would be countered by adequate 
cash ¢ 

Mr. Roperrson. Yes. 

Mr. Rosack. You anticipated a run, there is no question about 
that ? 

Mr. Rozertson. I would say we would expect a run. 

Mr. Ropackx. Now will you tell the committee in what way you 
undertook to prepare for the run which you anticipated when you 
made your Board order relating to seizure ? 

Mr. Rozerrson. We arranged with the Insurance Corporation to 
have funds available in Long Beach, or Los Angeles, to take care of 
any unusual demands. 

Mr. Ropack. Were these funds of the Insurance Corporation? 

Mr. Ropertson. Yes. 

Mr. Rosack. Were they in the custody of the Insurance Corpor. 
tion ? 

Mr. Ropertson. Yes. 

Mr. Rorpack. Were they—how were they made available? Were 
they in the form of a loan to the association / 

Mr. Ropertrson. Yes. 

Mr. Rogsack. So that you, having anticipated that your action 
would cause a run, you then loaned the seized institution the funds 
to deal with the run ? 

Mr. Roperrson. Yes, we arranged for the loans. 

Mr. Ropackx. When was that arrangement made, approximately! 

Mr. Rosertson. I think concurrently with the appointment of the 
supervisory representative in charge—I am not sure just when. 

Mr. Ropack. Well, Mr. Adams stated in Los Angeles that he heard 
about it some time between the 15th and the 19th of April, the days 
between the 15th a 19th. W #1 did you first hear about it ? 

Mr. Rosertson. I don’t know when I first heard a it, it re- 
quired some discussion. When I first heard about it, I don’t know. 

Mr. Rosack. What is the nature of that loan? Does it requir 
collateral, or is it a statutory obligation of the Insurance Corpor- 
tion ? 

Mr. Rosertson. I don’t think it requires collateral, although I 
think collateral is usually taken if it is available. 

Mr. Ropack. Was collateral given in this case, requested or given! 

Mr. Roserrson. I think yes. 

Mr. Rosack. What would it be, in the form of trust deeds and 
notes ? 

Mr. Rosertson. I can’t answer definitely, but I would think so. 

Mr. Rosack. So that the Insurance Company in effect had a lien 
on the real estate loans, is that what it came to? 

Mr. Ropertson. If they took it, they would have, yes. 

Mr. Ropack. Y don’t. know in fact what happened ? 

Mr. Rosertson. I don’t know precisely, no. 

Mr. Rorack. Now, you have stated to the committee that you had 
extensive experience in the banking industry. Are you aware, Mr. 
Robertson, that there has been a ‘certain amount of friendly ani: 
mosity between the banking industry and the savings and loan in- 
dustry ? 
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Mr. Rosertson. Well, in some areas. 

Mr. Rosack. Were you aware of that at the time you came to the 
Board ¢ 

Mr. Ropertrson. Yes. 

Mr. Ropack. Now, in view of your familiarity with banking, are 
you also familiar with the national banking laws? 

Mr. Roperrson. Somewhat. 

Mr. Rosack. Are you familiar with the banking laws relating to 
receivers and conservators ? 

Mr. Ropertson. No. 

Mr. Rosack. Have you ever inquired into the condition of employ- 
ment of receivers under the national banking laws ? 

Mr. Roperrson. No. 

Mr. Ronacx. Have you ever studied or considered the problem of 
solvency with regard to national banking laws? 

Mr. RoBeRTSON. No. 

Mr. Ropack. Have you ever examined the relationship between a 
conservator and receiver under the national banking laws? 

Mr. Rosertson. No. 

Mr. Ropackx. Have you ever examined the issue of solvenc y in re- 
lation to the appointment of a conservator under the nation: al bank- 
ing laws / 7 

Mr. Rorertrson. No. 

Mr. Ropack. Have you ever sought advice from counsel as to the 
construction of the statute governing the appointment of conservators 
under the national b: wnking laws? 

Mr. Rozertrson. No. 

Mr. Rozack. Have you ever studied the relationship between Y 
national banking laws, as they regard the appointment of conserv 
tors and receivers—have you ever studied that relat ionship to the sien s 
governing the Federal savings and loan system ¢ 

Mr. Rogertson. No. 

Mr. Ropack. Have you ever familiarized yourself with the legisla- 
tive history. of the issue of solvency in the statute which you are Ad- 
ministrator of / 

Mr. Rosertrson. No. 

Mr. Ropack. How many years, Mr. Chairman, have you been 
Chairman of that Board ? 

Mr. Rosnertson. Three and a half years. 

Mr. Rozack. Did you form any impression, even though you knew 
nothing about the legisl: ative history of the issue of solvenc y, did you 
form any impression when Mr. Holifield read the legislative history 
into the record ? 

Mr. Hourrrerp. That was the legislative histor vy, Mr. Robertson, 
which I read into the record of testimony given before the House and 
Senate committees by the Administrator of the Housing and Home 
Finance Agency, Mr. Albert LL. Cole, by the then Board Chairman of 
the Federal Home Loan Bank soard, Mr. McAllister, in response to 
questioning by Congressman Multer, and the remarks of C ongressman 
McDonough, of California, pertaining to the reason for the 1954 
amendment. That is what counsel refers to. 

Mr. Rogerrson. I remember your reading that, yes. 
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Mr. Ropack. Have you formed any impression about the isgye 
which i is presented, namely the relationship a en solvency and the 
appointment of a conservator or receiver ? 

Mr. Rosertson. I didn’t give that any consideration. I was inter. 
ested in what you read, but I didn’t 

Mr. Hourrienp. Just a minute, if I may interrupt. Counsel asked 
you if this made any impression upon you, the recital of the intent of 

Congress and the understanding of the Board Chairman and the 
Housing and Home Finance Administrator as to the intent of Con- 
gress when they passed the 1954 amendment. 

Now, did that, or did it not make any impression upon your mind as 
to the intent of Congress? 

Mr. Rozerrson. I think the statute is clear and s speaks for itself, 

Mr. Rosack. Mr. Robertson, as a man of long years of banking ex. 
perience, has it ever occurred to you whether the Seizure of an institu. 
tion by the appointment of a conservator or receiver should be in any 
way related to the financial condition of the institution ? 

Mr. Roserrson. Well, there are several grounds, as I recal]—— 

Mr. Rosack. I am not asking you what the statute recites. I am 
asking in your long years of banking experience if you have pondered 
the relationship between the seizure . of an institution by the appoint 
ment of a conservator or a receiver and its financial condition 

Mr. Hatianan. Mr. Chairman, could I address myself to the ques- 
tion of the interrogator ? 

Mr. Moss. That isn’t necessary, Mr. Hallahan. It is a simple ques- 
tion of his opinion. 

Mr. Harxianan. I thought maybe I could give some background 
for the committee. 

Mr. Moss. We merely want his opinion. 

Mr. Hotirrevp. You will have an opportunity later. 

Mr. Moss. We want just his opinion. 

Mr. Rosack. The witness hasn’t expressed puzzlement about the 
question. 

Mr. Hatianan. Your question appears to be—— 

Mr. Moss. Let’s have an end to it, now, and get on with the ques- 
tion. 

Mr. Rosertson. Yes, I would like to answer the question, if I am 
sure I understand it. 

Mr. Rorack. I will be glad to repeat it. 

Mr. Roserrson. Will you, please? 

Mr. Rosack. In your long and extensive experienec in the banking 
business, have you ever ponde red the question whether the summary 
seizure of a bank by the appointment either of a conservator or receiver 
is or should be in any way related to the financial condition of the i- 
stitution ? 

Mr. Rosertson. But it could be. 

Mr. Rosack. Did you ever ponder whether it should be / 

Mr. Roserrson. If your question means that insolvency would be 
the only reason for seizure, as you say, then I would say “No.” 

Mr. Ropack. Well, were you ever an ‘officer or director of a bank! 

Mr. Rosertson. Yes. 

Mr. Ronack. And did you ever contemplate conditions under whieh 
a Federal agency might take over your bank ? 
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Mr. Rozerrson. Yes. ' 

Mr. Ropack. I asked you whether you were familiar with the laws 
relating to such appointment, and you said you were not. 

Mr. Mibbwraw. I think that has nothing to do with the laws. I 
think that anyone who went through the depression of 1932 had to 
think something. 

Mr. Ropack. You see, Mr. Witness, the Congress is concerned about 
this matter because in some statutes it has legislated upon the issue of 
solvency, and in others it has not. One of the concerns when the 1954 
amendments were passed was that Congress thought it was enacting 
4 provision relating to solvency. 

r, Hattanan. Well, Mr. Chairman 

Mr. Moss. Now, just a moment. It is not necessary for an inter- 
jection from you. Thisis the gentleman onthe stand. _ 

Mr. Hatianan. But the gentleman was stating the intent 

Mr. Moss. This is not a free-wheeling hearing. You will be in 
order, every one of you. 

The man is competent to answer the questions addressed to him. 

Mr. HatnanHan. This wasn’t a question, this was a statement. 

Mr. Moss. Now, do you want to get to the back of the room? 

Mr. Hattanan. I might be as well off back there. 

Mr. Moss. All right, go ahead and get back. I will give you the 
time, we will stop for a minute until you do. 

Mr. Hatxanan. Do you order me to get to the back of the room? 


Mr. Moss, I asked if you wanted to, and you said you would be as 
well off back there. 


Mr. HattaHan. You order me to go back ? 

Mr. Moss. I order you to go back. 

Mr. Horrman. I want to disassociate myself, on the record, with 
any such order. 

Mr. Moss. Mr. Hoffman, unless there is specific evidence on this 
record that you have associated yourself with me, I assume auto- 
matically, and I think anyone who has observed the hearings would so 
assume, that you disassociate yourself. 

Mr. Horrman. I made my objection, and it is on the record, I hope. 

Mr. Moss. Do you want to make an objection ? 

Mr. Horrman. I said I was disassociating myself. 

Mr. Moss. That. is an assumption we will all join in. I am pleased 
that you have disassociated yourself, 

Mr. Horrman. Will you let me bring in a recorder? 

Mr. Moss. I will not let you bring in anything. You have a re- 
porter here. You tried that one, once before. 

Mr. Horrman. If I were a witness, I would refuse to testify and 
let you cite me for contempt and see how far you would get. 

_Mr. Moss. Well, you do all sorts of peculiar things, you have many 
times, 

Mr. Ronack. Mr. Robertson, you testified yesterday, or at least you 
presented the statement, and because you were not a lawyer you could 
not tell the committee anything about the significance or the purport 
of the legal citations. 

Now, I direct your attention to page 3 of your statement, the last 
paragraph which contains excerpts from Fahey v. Mallonee. I am not 


going to ask you a legal question, I am going to ask you a question about 
the banking business, 
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The court related in that paragraph the delicate nature of the instity. 
tions, meaning in this case the savings and loan type institutions, anq 
the impossibility, and I quote, “the impossibility of preserving credit 
during an investigation.” ; 

What does that mean to you? This is not a legal question and does 
not require legal counsel. It isa question about the nature of the bank. 
ing industry. 

Mr. Moss. Now, I want to caution Board counsel that when coungg| 
for this committee, or the staff of the committee states that it does 
not require legal counsel, unless the witness wishes to state that he jg 
referring a constitutional question, those questions will be answered 
by the witness without coaching, or assistance. 

Mr. Stoane. I am under a misapprehension. I understood Mp 
Roback was not counsel for the committee. 

Mr. Moss. Mr. Roback is at this moment acting as counsel for the 
committee in this particular instance. 

Mr. Sioane. I am not quarreling with you, sir, I just misunderstood, 

Mr. Moss. There are some questions here we want only Mr. Robert. 
son’s opinions on. 

Mr. Stoane. It would be helpful if you point that out, as you haye 
just done. 

Mr. Moss. Counsel has done so. 

Mr. Rosertson. Is that at the bottom of page 3, to which you refer! 

Mr. Rorpack. Yes. 

Mr. Roserrson. Well, it seems to me that the citation speaks for 
itself. 

Mr. Rogack. I didn’t ask you what the citation spoke in respect of, 
I asked you what you understood it to mean. 

Mr. Rosertson. Well, I understand 

Mr. Rosack. I am not asking the citation to explain itself. I am 
asking you to give me your understanding of it. You cited it befor 
the committee. 

Mr. Rospertson. My understanding of it is, as it says here— 





the impossibility of preserving credit during an investigation has made it a 
almost invariable custom to apply supervisory authority in this summary 
manner. 

Mr. Ropack. What does “the impossibility of preserving credit 
during an investigation” mean to you? 

Mr. Rosertson. Well, I think it would depend on what happened, 
what was developed during the investigation. I think the investigs- 
tion, what kind of investigation it was. 

Mr. Rosack. It is very important to understand this. You have 
cited this as a reason why you had a summary seizure of an institu: 
tion, or at least in some kind of explanation of it. I assume this wasno 
put in here merely because it was whimsy on your part, and it 1s i 
portant to understand whether you agree with it, and, furthermore, 
whether the court, when it said it, knew what it was talking about 

You understand this to mean—or do you understand this to mean 
the impossibility of preserving credit, that it is better to go m and 
seize an institution rather than investigate it because people would 
get. scared and take their money out before seizure; is that what 
means ¢ 

Mr. Rorerrson. It could mean that. 
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Mr. Ropack. You don’t know what it means ? 

Mr. Rosertson. I think I know what it means. 

Mr. Ronack. What does it mean ? 

Mr. Rosertson. I think it means just as it says; the impossibility 
of preserving credit during an investigation has made it an almost 
invariable custom to apply supervisory authority in this summary 
manner. 

Mr. Rogack. Do you subscribe to that statement as a banking man ? 

Mr. Rozertson. I think it could very well be. 

Mr. Ropack. So are you telling this committee it was better for 
the institution and the community that you seized the institution 
because, if you didn’t, people were liable to get panicky and take their 
money out? Isthat your testimony ? 

Mr. Rosertson. No. 

Mr. Rosack. Then will you restate it in such a way that it will be 
accurate @ 

Mr. Rozerrson. Well, the Board was of the opinion in this case 
the summary action was the better action. 

Mr. Rosack. Did that decision on the part of the Board relate to 
the impossibility of preserving credit during an investigation ? 

Mr. Houirretp. Mr. Chairman, let the record show that counsel for 
the Home Loan Bank Board is whispering to the witness. 

Mr. Stoane. Excuse me, sir; am I out of order in this respect? 
Counsel didn’t say he didn’t want me to consult. I am bewildered by 
this procedure. 

Mr. Moss. This is the same line of questioning I cautioned you on 
afew moments ago. 

Mr. Stoane. For my benefit, if you please, Mr. Moss, evidently as 
long as he is questioning him, up to some point—I don’t know at what 
point—I am precluded from discussing ans matters with the chair- 
man. Will you tell me when I can speak with him ? 

Mr. Moss. Yes; when Mr. Robertson seeks your counsel. I have 
not noted him seeking your counsel. I have noticed that both of you 
move in like a couple of birds of prey whenever a question is asked. 

Now I know that Mr. Robertson is capable of answering questions. 
You people apparently feel that he is incompetent. I don’t share that 
feeling. 

Mr. Stoanr. Well, I don’t accept your analysis. 

Mr. Moss. Let him seek your counsel. You are his counsel. 

Mr. Stoane. I understand that. 

Mr. WattHavser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuauser. As I understand it, at any time if Mr. Robertson 
asks for the benefit of counsel, you will rule on that point at that 
time; is that it? 

Mr. Moss. Certainly. 

Mr. Wattyauser. I would like to correct the impression that you 
may have left on the record, I am sure you don’t mean it, that his 
counsel thinks he is incompetent. I don’t think you can say what 
they think very well. 

Mr. Moss. Reasonable men may disagree. If I were on the witness 
stand, and I had two attorneys over here, and every time I was asked 
a question they started buzzing in at me, I would feel a little irritated 
that perhaps they didn’t think I had good enough sense to answer. 
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Mr. WaiuAvser. But without the opportunity to reply, I would 
like the record to show that is your opinion, not their opinion. 

Mr. Moss. You had the opportunity to reply. 

Mr. WatiHavser. I did, thank you very much. 

Mr. Hoxireip. Mr. Chairman, in order to clarify what might be 
a misunderstanding, the Chair has repeatedly ruled or SO 
that if Mr. Robertson wishes to seek the help of the counsel, and if 
the question at that time is deemed to be pertinent to the subject of 
consultation, the Chair will rule, one way or the other, whatever js 
necessary. 

Mr. Moss. And I will be most liberal in permitting counsel. 

Mr. Hatianan. A point of inquiry, Mr. Chairman. Does that 
apply to me likewise? 

Mr. Moss. Mr. Hallahan, when you are a witness before the com- 
mittee, we will lay out the rules for you as the problems arise. 

Mr. Hatianan. I merely make 

Mr. Moss. You are not on the stand. Why be concerned ? 

Mr. Hatianan. I am associated with the gentleman on the Board, 
and since this is a period for understanding, I merely wanted to know, 

Mr. Moss. It is merely understanding on this point, on this issue 
alone. It is on this alone. 

Mr. Houtrrerp. Mr. Chairman, I suggest that the committee seeks 
Mr. Robertson’s understanding as the Chairman of the Board. The 
time will come, and I hope soon, when Mr. Hallahan will be in the 
chair, and at that time we will seek his understanding of similar mat- 
ters. He will have at that time the opportunity to put his under. 
standing on the record, and it is not necessary for them to confer 
as to their mutual understanding. 

Mr. Moss. I will try now to clarify this situation. 

After almost 3 days of these hearings, I am just about to the point 
where I feel that there is every effort being made here to irritate the 
chairman. I have tried to show you gentlemen courteous treatment, 
but that courteous treatment does not extend to a lack of firmness, 
nor to a setting aside of the need for a proper respect to a committee of 
this Congress. 

Now I have had innumerable interruptions. You gentlemen are 
attorneys. You wouldn’t go into a court and presume to interrupt 
as you have here. You just wouldn’t dare, but you continually do it. 

I have undertaken to explain with great patience, and I believe 
courtesy, that we are seeking at this moment to receive the private 
opinions, the personal opinions, of Mr. Robertson. 

Now I submit that that is not a question on which counsel can give 
guidance. I have not ruled out, however, the privilege of seeking 
that guidance, but I object most strenuously to the two attorneys ac- 
companying Mr. Robertson, as I say, moving in and buzzing at him. 
He yesterday was finally forced to admit that counsel confused him, 
and then Mr. Hallahan injected himself on quite a number of oc- 
easions. He is not a witness at this moment. Mr. Robertson hasn't 
sought the advice of any of you gentlemen on the occasions when I 
have objected to your giving it. 

Now I am going to say that when he seeks it, we will consider the 
propriety of it: 

Mr. Stoane. May Isay one thing? 
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Mr. Moss. Within the full scope of the rules of the House. No, you 
may not, because I am not arguing with you. I am merely stating the 
chairman’s convictions, the rules of the game at this point. 

Now we will proceed, and I hope with a minimum of interference, 
and then the hearings can be orderly, we can treat each other with 
courtesy, and we can expedite them materially. | 

Mr. Rovertson. Mr. Chairman, I am afraid I have lost track of 
the question. 

Mr. Rosacxk. I was going to say that I have been endeavoring to 
get responses to questions which peculiarly affect the banking ex- 
perience of the witness, and they had to do with the effect or the rela- 
tionship between summary seizure action and the impact on the com- 
munity, and the reasons that might guide the Federal agency in mak- 
ing their decision. ‘This is of utmost importance to the committee 
because legislative changes that might emanate from this committee’s 
recommendations really revolve about that main issue, and it is very 
important. 

When the witness presented to this committee, as a kind of rationale 
for this action, an excerpt from Fahey v. Mallonee, a Supreme Court 
decision on the Long Beach case, the Court said it is a drastic pro- 
cedure to appoint in summary fashion, before a hearing, a conservator, 
but it is justified in view of the delicate nature of the industry and the 
impossibility of preserving credit during an investigation; and I 
asked the witness, because of his extensive banking experience, is it 
his opinion that the credit of an institution is impaired more by an 
investigation before seizure than as a consequence of the seizure, and 
hesaid it could be. 

Do you have an further observations to make on this? 

Mr. Rozertson. No. 

Mr. Rozack. But you had no doubt, because you prepared for it, 
that there would be a run on the bank. You already testified to that. 

Mr. Rorertson. It would have been imprudent not to have prepared 
for it. 

Mr. Rorack. Exactly. What techniques for supervisory control are 
within your power, and may I refine the question by saying, first, do 
you effect action by talking to people in conferences ? 

Mr. Rorrertson. Many of them—yes, most of them. 

Mr. Rosackx. And do you effect action by writing letters as a Board 
Chairman or member to people? 

Mr. Ropertson. Well, I don’t do it. It is done by our Division of 
Supervision. 

Mr. Ronack. You mean you don’t write letters in which you express 
policy issues, or concern ? 

Mr. Rozertson. Well, they would be unusual. 

Mr. Rosack. They would be written by the Director of Supervision ? 

Mr. Ropertson. Yes. 

Mr. Ropack. And after a letter is written, I mean in addition to 
letters that might be written, would there be supervisory notices that 
might be issued ? 

Mr. Ronertson. What do you mean by “supervisory notices” ? 

Mr. Ropack. Well, I am asking you. I somehow picked up the 


fugitive thought that maybe the Board did issue supervisory notices. 
r. Ronertson. No. 
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Mr. Rozack. Tell me, what is a supervisory notice 

Mr. nee ertson. I think it depends on what the problem is. 

Mr. Ronack. What is the purport of any supervisory notice? What 
is the purpose of it? Why did you issue supervisory notices? 

Mr. Rozerrson. To correct or endeavor to correct variances. 

Mr. Howirretp. Just a minute, Mr. Roback. To correct—do you 
mean to correct conditions which might be in contradiction to rules 
and regulations ? 

Mr. Ropnerrson. Yes. 

Mr. Houirtetp. To correct unsafe and unsound conditions / 

Mr. Roserrson. To correct unsafe and unsound practices. 

Mr. Houirretp. In other words, am I using the correct term when I 
say a “formal supervisory notice”’—is that the correct term? Let 
us take in point an example. Let us say that an institution is violat- 
ing a rule. You may have informal conferences or telephone calls, 
you may even have letters discussing the matter, but there comes a 
time when the institution continues to contravene or violate, in your 
opinion, a rule or regulation. 

At that point in time, is there a method by which you take formal 
action, a method of notification, a method which calls to their atten- 
tion the violation of a specific rule and regulation, or an unsafe or 
unsound practice in which they are participating, and is there at that 
time, in addition to the notification, an order of the Board to cease and 
to desist, or to correct such practices, or to correct such violations, and 
is that called a supervisory notice, or what is it called ? 

Mr. Rosertson. There are supervisory letters. There are super- 
visory conferences. There are informal discussions. 

Mr. Ho.trrern. But there comes a time when informal conferences 
and telephone conversations and personal letters discussing the mat- 
ter come to an end, and at that point, does the Board ever issue a 
formal notice to cease and desist, or to comply or to correct ? 

Mr. Roserrson. I must ask. Did you hear the question, Mr. 
Wyman? 

Mr. Horiritecp. Mr. Chairman, I suggest that Mr. Wyman come to 
the stand and that he be sworn properly. We had comments from 
him yesterday which were not under oath. 

Mr. Moss. Mr. W yman, will you come forward and be sworn? 

(Whereupon, John M. Wyman was duly sworn by Mr. Moss.) 

Mr. Moss. Will you state your name and position for the record? 

Mr. Wyman. My name is John M. Wyman, Director of the Divi- 
sion of Supervision of the Federal Home Loan Bank Board. 

Mr. Houirretp. Now, Mr. Chairman, I suggest that Mr. Robertson 
be allowed to confer with Mr. Wyman, who is in charge of that par- 
ticular part and that particular procedure of the Home Loan Bank 
Board, in order that he might answer my question. 

Mr. Moss. Well, Mr. Robertson is free, as I indicated before, to 
seek to consult. 

Mr. Rozerrson Did you hear the question ? 

Mr. Wyman. I didn’t understand the question, Mr. Holifield. 

Mr. Horirtevp. I shall repeat the question. 

When the Home Loan Bank Board determines that an association 
is not complying with rules and regulations of the Board, there are 
frequently informal conversations with the directors, or the chairman 
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of the board of directors of an association. There are sometimes phone 
calls, there are sometimes letters discussing the matter, but there does 
come a time when, if the association persists in not complying with 
the rules and regulations, or in proceeding on what the Board deter- 
mined to be unsafe and unsound practices, there does come a time 
when the Board takes formal action. 

Is one of those formal actions a formal notice to the offending as- 
sociation to cease and desist from their practices which are considered 
wrong, and to comply with the rules and regulations, or to correct 
some procedure which they are using which may be considered wrong? 

Mr. Roznertrson. Go ahead and answer. 

Mr. Hottrietp. Mr. Robertson, do you want Mr. Wyman to answer 
this question, or do you wish to answer it ? 

Mr. Rozertson. It doesn’t matter, I can answer it. 

Mr. Hotirtetp. Then as you are the witness, I suggest you answer 
it. 
Mr. Rovertrson. Mr. Wyman says that is generally the practice. 
Mr. Howirrevp. It is generally the practice at that point in time, as 
my question indicated, that you do issue a formal notice to correct 
the situation ? 

Mr. Wyman. Do you want me to answer? 

Mr. Rosack. Mr. Chairman, I would submit an answer to a simple 
routine question about the operation of the Board requires no con- 
ference at all. This thing has been going on for 25 or 30 years, and it 
has to do with how you supervise. Mr. Wyman has been with the 
Board at least 25 years. 

Mr. Roserrson. Mr. Wyman says that generally that is a correct 
statement of the procedure. 

Mr. Horitrrerp. And under what circumstances, Mr. Robertson, is 
it not correct for the Board to proceed with a formal notice of non- 
compliance with rules and regulations ? 

Mr. Rosertson. The whole purpose of the supervisory business is 
to communicate to the association—— 

Mr. Hovirrecp. For the purpose of regulation and for the purpose 
of correction. 

Mr. Ronerrson. Yes. 

Mr. Houirtetp. Of violations of rules and regulations? 

Mr. Roserrson. That can be done in conferences, it can be done 
informally, it can be done by spelling it out in some formal commu- 
nication. 

Mr. Hotirretp. But you will agree with me that phone calls and 
informal conversations, and even conversational-type letters discuss- 
ing this subject do not constitute a formal notice to cease and desist 
and correct ? 

Mr. Rogertson. I would say that it did, depending on 

Mr. Hourrretp. You would say it did? 

Mr. Rosertson. The substance of the conference—— 

Mr. Hortrretp. You would say a phone call from you to an asso- 
ciation member saying “You have too many employees,” that that 
consisted of the same notice to comply with your wishes as a formal 
notice to them to reduce the number of their employees? 


Mr. Rosertson. Well, no such communication as that would take 
place. 
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Mr. Hottrtevp. So if it is a matter of importance, and if the aggo. 
ciation fails to comply with your wishes or your Board’s wishes 
transmitted to them in Bred paw Roba afte or in phone calls, or jp 
ordinary type letters—I am excluding at this time a formal notice 
and I believe the chairman understands the point at issue—then there 
does come a time when, under the formal practices of the statutes 
of the regulations and rules which you have formulated under the 
statutes of Congress, under the authority of the statutes of Congress 
that you do give to that offender formal notice to cease and desist, to 
correct and comply ? 

Mr. Rosertson. I don’t think that is the universal practice, 

Mr. Houtrtevp. It is not the universal practice ? 

Mr. Ropertrson. No. 

Mr. Hottrretp. Do you mean to tell this committee that if a matter 
comes up which is of importance, that it is not the practice of the 
institution to give that offender formal notice? 

Mr. Rosertson. Well, that would be done in small, routine minor 
corrections, but if it gets to some fundamental matter, such as lend- 
ing practices and things of that sort, they can be much better laid 
out in a conference, so there will be no misunderstanding about what 
the problems are. 

Mr. Ho.trtetp. Are you telling this committee that informal con- 
ferences, phone calls, and conversational-type letters are the proper 
procedure in an institution once the point is reached where those 
conferences and phone calls do not acquire compliance ? 

Are you telling this committee that at that point, even though it 
be a matter of importance, it is not a proper function of your Board 
to issue a formal notice to desist and to cease such actions and to 
comply with such regulations as may be? 

Mr. Roserrson. If that were necessary to make the situation 
clear 

Mr. Ho.trrecp. Would it not be necessary to make it clear, as a 
matter of record? Is this procedure not practiced by the Interstate 
Commerce Commission, by the CAB, by all other regulatory bodies? 
Do they or do they not issue formal statements of notification of 
rule violation and demands for compliance ? 

Mr. Rosertson. I don’t know. 

Mr. Howirtetp. You don’t know. You are in a regulatory body, 
Mr. Robertson, of three men who have the control, the life and 
death control of institutions, associations, mutual associations, 
throughout the United States having a combined total deposit of 
over $39 billion, and you do not know how other regulatory bodies 

roceed to correct violations and infractions of their rules and regu- 
atti. You are telling this committee that, are you? 

Mr. Rosertson. I don’t know how the Interstate Commerce Com- 
mission does it ; no. 

Mr. Houirretp. Mr. Chairman. 

Mr. Moss. I think that the record must also show that until Mr. 
Robertson consulted with Mr. Wyman he was not in a position to 
respond to the question of how the Federal Home Loan Bank Board 
undertakes its supervisory role. 

Mr. Rozertson. Well, that is not correct, Mr. Chairman. I know 
what the Federal Home Loan Bank Board seeks to correct, what 
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jt aims to do, but I don’t know the technique in all of the many cases 
which vary from minor infractions to very serious ones. 1 don’t 
know how each of those is handled. 

Mr. Houirtetp. Mr. Chairman, may I be recognized further? 

Mr. Moss. Let me proceed. 

We write a statute, and then we delegate to the Board the power 
to make rules and regulations. — We do that to insure that there be 
flexibility in handling the business before the Board, but also we 
do it in order to insure that there will be uniformity in the treatment 
of the institutions under your jurisdiction. ' 

Now, as I have listened to the testimony—and I certainly want to 
be corrected if I am in error—it would appear that you use informal 
approaches on occasion, and that on occasion you use a form of 
supervisory letter to the institution saying that this practice must 
stop. AmI correct? 

Mr. Rozertson. That is right. 

Mr. Moss. But you have no rule or regulation setting forth a pro- 
eedure which finally brings you down to the point where all institu- 
tions continuing to ignore the expressed views of the Board are 
treated alike in this matter of receiving supervisory notice. Some 
of them apparently receive them, others do not receive them, and I 
assume because there is a general rather than a specific practice fol- 
lowed here that the same conditions in one institution would not call 
for the same remedial action on the part of the Board as would occur 
in another institution ? 

Mr. Ropertson. Yes. 

Mr. Moss. That is correct? 

Mr. Ropertson. Yes. 

Mr. Moss. So we have here a matter where there is not a rule of 
law, but one of personal whim, and in which a favored institution, 
and that is conceivable, could be treated very mildly, and an insti- 
tution where there might be some disagreement between the officers 
and the Board and the personnel of the Board—because I am very 
mindful of the observations of Congressman Utt here on Tuesday, 
where there appear to be personality issue involved, would be treated 
more harshly. 

Mr. Rosertson. I can’t acknowledge that; I can’t agree 

Mr. Moss. Would you agree with me it is quite possible, lacking any 
uniform rule of procedure ¢ 

Mr. Rozertson. The objective is always to bring about the correc- 
tion. Now, as to how it is done, it is not done in precisely the same 
way in each case, unless I am wrong. 

Mr. Moss. Let’s take a hypothetical case. 

Mr. Roznertson. Mr. Wyman said to me what I would say myself, 
that the action taken is related to the circumstances. 

Mr. Moss. Including the personal relations of the staff which would 
initiate the action and the officers of the institution. Lacking a rule 
of law, I think that is a reasonable conclusion on my part. 

Mr. Roperrson. I can’t answer that. I don’t know from my own 
knowledge. 

Mr. Moss. Shouldn’t an institution have a right to expect that the 


procedure it is subjected to will be the same procedures its neighbors 
are subjected to? 
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Mr. Ropertson. Well, the intent and objective of those procedures 
is the same in each case. 

Mr. Moss. What is the intent of Congress when it grants you the 
rulemaking authority, the authority to regulate ? 

Is it that you do it uniformly, or that you take each and every ease 
on all of the many facets of the circumstances of the movement? 

Mr. Roserrson. Well, I don’t know what the intent of the Con. 
gress was, but I would assume that it was to be done uniformly, 

Mr. Moss. I would, too, and I sit as a member of the Interstate ang 
Foreign Commerce Committee of this House, which has general super. 
vision over the actions of all of the regulatory bodies other than yours 
and when we grant rulemaking authority, we do it with the clear 
expectation that it will result in rules to be uniformly and impartially 
applied. fi 

We do it in order to minimize any impact of personal differences, 
and yet that doesn’t seem to be the practice followed here by this 
Board. 

Mr. Ropertson. Well, the practice is generally uniform, but there 
are exceptions depending on the gravity or the smallness of the 
situation. 

Mr. Moss. Well, now, let’s take the institution which is, I think, 
foremost in the minds of all of us at this time. 

How many supervisory letters directing actions have been sent by 
the Board to the Long Beach Federal Savings & Loan Association? 

Mr. Ropertson. Well, I would think, Mr. Chairman, that that was 
a question which would be involved in 

Mr. Moss. That is not a question involved, Mr. Robertson. I didn’t 
ask you for the content, I asked you for the number. 

Mr. Rosertrson. I do not know. 

Mr. Moss. I want the answer to that question, and I want to know 
when they were sent. 

Now, to avoid any injection of this into the matter of privilege, 
I am not asking for the content of those letters, but I want to see 
how diligent, and to quote the statute creating this committee, the 
efficiency of the agency here under inquiry. 

Mr. Wyman, are you in a position to supply that information? 

Mr. Wyman. I can’t answer that question now, Mr. Chairman, 
because I don’t know. 

Mr. Moss. Have you sent any ? 

Mr. Wyman. There have been some letters, but I don’t know— 

Mr. Moss. Recently? Now, Mr. Wyman, let’s not have any out here 
for not complying with the requests of this committee. I am talking 
of supervisory letters. 

Mr. Hotirtetp. Formal notices? 

Mr. Moss. A letter where you say “You must stop this practice.” I 
am not talking of informal matters at this point. 

Have you sent any such letters ? 

Mr. Wyman. I would have to check back into the record, Mr. Chair- 
man, to answer the question—I am under oath here. I would have 
to check back into the record. 

Mr. Moss. And how long will it take you to check back into the 
record # 
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Mr. Wyman. Well, I would try to get it done in a couple of hours, 
or so, if I might be permitted to do ‘that. 

Mr. Moss. Fine; we will hold the record at this point to receive the 
answer to that question, and after we receive it I will have some fur- 
their questions on that point. (See pp. 197ff.) 

Mr. Houtrtetp. Mr. Wyman, do you have any recollection of send- 
ing formal notices to the Long Beach Savings ‘and Loan Association 
within the last 12 years asking them to cease and desist, or directing 
them to cease and desist any practice which they were proceeding 
with, and to comply with any rule and regulation which in your 
opinion they were violating? 

Mr. Wyman. I believe there has been—— 

Mr. Horirrecp. I am talking about formal notifications, Mr. Wy- 
man, ordering them to comply with certain statutes. I am not talking 
about the orders which pertain to the 1946 seizure. 

Mr. Moss. Mr. Holifield, I would suggest that in view of his answer 
tomy question, when he stated that he can within the matter of a few 
hours secure this information, that rather than relying on the best of 
his recollection we return to this after he has supplied the precise 
information the committee asks. 

Mr. Horirreip. That will be satisfactory 

Mr. Moss. I would not want his best recollection; I would want the 
facts in this instance. 

Mr. Scuer. Mr. Chairman, may I suggest that he bring those docu- 
ments with him, and then we w ill discuss the propriety of their being 
introduced in evidence, but that he be asked to bring them with him. 

Mr. Moss. Would such copies be available to you 7 

Mr. Wyman. I can’t answer that question, Mr. Chairman, without 
onferring with counsel in view of the part 505 of the general regu- 
lations of the Board with respect to the release of documents, and I 
am subject to that regulation. I couldn’t answer the question. 

Mr. Moss. We have asked that you have them in your possession. 

Mr. Wyman. I may have misunderstood the question. I thought 
I understood it was for the purpose of the record. 

Mr. Moss. Mr. Holifield directed—or Mr. Scher referred to bring- 
ing them with you, without going into the question of whether or not 
they would then be sought for the record. 

Mr. Wyman. Well, ‘that is a matter as to which I would want to 
confer with counsel, Mr. Chairman, because I am subject to those 
regulations, and certainly I want to abide by those regulations if it is 
proper for me to do so—— 

Mr. Moss. We will take a 5-minute recess to permit the conference 
with counsel. 

(Whereupon, a short recess was taken.) 

Mr. Moss. Mr. Wyman. 

Mr. Wyman. I would like to inquire, if I may, what the specific 
request was, Mr. Chairman. 

Mr. Moss. The request was, Will you bring the letters with you? 

Mr. Wyman. Yes, I will. 

Mr. Moss. And when may we expect them ? 

Mr. Wyman. As fast as I can get them. 

Mr. Moss. By 2 o'clock? 
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Mr. Wyman. I will endeavor to do that by 2 o’clock, or as shortly 
thereafter as I can assemble them. (See pp. 1971f.) 

Mr. Moss. We will be reasonable on the matter of time. 

Mr. Hoxuirretp. The Home Loan Bank Board undoubtedly has a 
file on the Long Beach Association. The supervisor in chief, My. 
Ww yman, undoubtedly has access to that file. I submit that 2 o'clock 
gives 2 hours and 41 minutes for this gentleman to search the file that 
is entitled “Supervisory Orders.” 

Mr. Moss. Mr. Roback. 

Mr. Ropsack. We were discussing the various supervisory tech- 
niques. Now, is another superv isory technique for the Board to order 
an association to change its m: inagement, or to merge with another 
association, is that the technique? Do you know as a fact whether 
it is a technique? I am asking you now whether you know that is a 
technique of administration ? 

Mr. Ropertson. Yes, it is. 

Mr. Rosack. Very good. Now, when such techniques are utilized, 
is it the custom for Mr. Wyman, perhaps accompanied by counsel, 
to go and sit with the board of directors and make sure that they 
change or increase or decrease the board of local associations as your 
Board directs, is that the custom ? 

Mr. Moss. Will you speak louder ? 

Mr. Rogack. This is not a matter of privilege. It has nothing to 
do with the order. Iam talking about supervisory technique. 

Mr. Ropserrson. I was told 1 might consult counsel. I don’t know 
that it is—— 

Mr. Rosack. You should not assume in advance that every question 
is privileged. 

Mr. Stoanr. Excuse me, Mr. Moss, at the risk of incurring your 
wrath—— 

Mr. Moss. Now, just a moment. 

Mr. Rosack. I was inquiring about supervisory techniques of the 
Board. It has no legal implication whatsoever, or any bearing upon 
the Board order which led to this summary seizure. 

Mr. Stoane. As we understood the chairman’s rule, when the 
witness wished to confer 

Mr. Moss. I don’t want to hear from you at this point. 

Mr. Ropertson. That technique has ‘been used, yes, if I recall your 
question correctly. 

Mr. Rozack. Who selects the new board of directors to the local 
association, or approves—who selects or approves them? Does the 
Board ¢ 

Mr. Roserrson. I don’t know that the Board—I think the rules or 
regulations require that they be people not objectionable to the 
supervisory agent, is that the wording? 

Mr. Wyman. It isn’t the regulation. 

Mr. Ropack. I am now asking you, Mr. Wyman, do you approve or 
select any of these boards of directors for local associations ? 

Mr. Rosertson. We approve them. 

Mr. Ropack. I asked whether Mr. Wyman did. I will ask sepa- 
rately whether the Board does. 

Mr. Roserrson. I don’t know that the Board does. 
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Mr. Ropackx. Do you, Mr. Wyman, select or approve the local board 
of directors when you don’t like the management ¢ 

Mr. Wyman. No, that isn’t correct. 

Mr. Rosack. I asked you a question, and I want it answered under 
oath, whether you approve or select, or both, the local board of di- 
rectors ¢ ; ; 

Mr. Wyman. I am answering the question, | am going to answer 
it in my Own Way. 

The way you asked the question, the answer is no, with the very 
rare exceptions, and I can think of not more than two or three over 
more than a quarter of a century in this work where we have aflirma- 
tively undertaken to find what we believe to be suitable directors. 

That matter is left in the reorganization of a board to the directors 
who under the reorganization would remain and continue as directors 
to find persons who are people of responsibility, and appear to be 
qualified to serve as directors of the association. 

Mr. Rosack. We are not going into the qualifications. Iam asking 
you whether you approve or select in cases where you are dissatisfied 
with the management. 

Mr. Wyman. I will answer the question in my own way. 

Mr. Moss. You may or may not, Mr. Wyman. 
tion straight. 

Let’s have the question again, Mr. Roback. 

Mr. Rosack. | have asked at least three times, Mr. Chairman, 
whether Mr. Wyman either approves or selects, or both, boards of di- 
rectors or any director of any local association in cases where the 
Board wants to change the management. 

Mr. Moss. Now, does this go to whether it has occurred in 1 instance, 
or 100 ¢ 

Mr. Ropack. I will ask as a separate question in how many cases it 
occurred. 

Mr. Moss. You want to know whether it occurred at all? 

Mr. Rosack. I want to know whether he approves or selects. 

Mr. Moss. Even if in one instance ? 

Mr. Ronack. Right. 

Mr. Moss. I think that can be answered yes or no. 

Mr. Wyman. Continuing with the answer I have already given to 
the question, in situations where it is felt necessary in the course of 
supervision to bring about such a reorganization, we reserve 

Mr. Ropack. Felt necessary by whom? 

Mr. Wyman. We reserve the right of veto or disapproval. 

Mr. Ropack. Felt necessary by whom ? 

Mr. Wyman. What we require is 

Mr. Stoane. Can’t he answer one question at a time? 

Mr. Wyman. What we require is that persons be selected who 
would be not objectionable based on their experience and their back- 
ground and their standing in the community. 

Mr. Ropacx. The answer is not responsive to the question. 

Mr. Wyman. Frankly, I can’t think of more than one or possi- 
bly —— 

Mr. Moss. The answer, then, is that you do? 

Mr. Wyman. Do what? 

Mr. Watiuauser. Might I make an observation for the record? 

Mr. Moss. Yes. 


Let’s get the ques- 
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Mr. Watimauser. I believe Mr. Wyman is physically hard of 
hearing, I am told, and it is possible he may not be hearing counsel, 

Mr. Rozerrson. If you don’t mind, I will undertake to repeat the 
things he didn’t understand. 

Mr. Moss. I think now we can get this. 

Your answer is yes, you do undertake to select or to approve the 
appointment of directors ? 

Mr. Wyman. No, that was not my answer. 

Mr. Moss. You said you have done so only in one or two instances, 

Mr. Wyman. In one or possibly two instances. 

Mr. Moss. Then the answer is yes, and we will get to the number 
of instances in a subsequent question. 

Now, you can continue with the next question. 

Mr. Horrman. W ell, I ask that the witness, Mr. Chairman, be per- 
mitted to answer and give his own views 

Mr. Moss. Your request is noted for the record, Mr. Hoffman. 

Mr. Horrman. And denied? 

Mr. Moss. And denied. 

Mr. Rorackx. Now, Mr. Robertson, in regard to changing the man- 
agement, how often is that utilized as a supervisory tec hnique? 

Mr. Rovertson. I only know of one or two instances that have come 
to my attention. 

Mr. Ropacx. And does the Board have anything to say about those 
directors or other officers that are approved or recommended by Mr. 
Wyman? Does the Board pass upon them? 

Mr. Rozertson. No. 

Mr. Rosack. The Board does not pass upon them ? 

Mr. Rosertson. Not formally, no. 

Mr. Rosackx. What do the rules or regulations of the Board say 
about instructing Mr. Wyman’s behavior in such a way that he will 
not give pre ferential treatment, let us say, to individuals, or coerce the 
association by the types of individuals he might select? Do the rules 
or regulations say anything about that 2 

Mr. Rosertson. No. 

Mr. Ronack. They do not? 

Mr. Rosertrson. I don’t know that they do. 

Mr. Rozacx. Did you want to say something ? 

Mr. Roserrson. No; I just asked if there was a regulation. 

Mr. Rorack. Are you familiar with the Greater “Delaware Valley 
Association ? 

Mr. Roperrson. Yes. 

Mr. Ropack. Are you familiar with that case? 

Mr. Ropertrson. Yes. 

Mr. Rosack. Now, was it not the case that the Board, or representa- 
tives of the Board, instructed the association to either change its man- 
agement or merge with another association ? 

Mr. Rosertson. Yes. I must correct my answer. Mr. Wyman said 
that that association was informed that it should change its manage- 
ment or the Board would proceed under 5(d) of the act. 

Mr. Rorack. In other words, if they didn’t do what the Board said, 
the Board would appoint a conservator ? 


Mr. Rorertson. We would proceed under 5(d). We didn’t say how. 


Mr. Ropack. You would appoint a conservator ? 
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Mr. Trevas. I don’t want to appear out of order, Mr. Moss. 

Mr, Moss. Just a moment. Mr. Robertson is still answering, and 
we will get it clarified. I don’t need all of you diligent people to help 
me. I will get the answer. 

Mr. Trevas. I have only one remark—— 

Mr. Moss. I don’t want the remark. 

Mr. Trevas. The interrogator puts—— 

Mr. Moss. I don’t want the remark. Mr. Robertson didn’t ask you 
to speak up for him. 

Mr. Hourtevp. Mr. Chairman, I suggest that Mr. Robertson avail 
himself of his counsel any time that he wants to. 

Mr. Moss. He has been doing it, and I have permitted it. 

Mr. Horirrevp. That has been said repeatedly, that you can consult 
with your counsel, but it interrupts the hearing when counsel speaks 
up when a question has been addressed to you, sir. The committee 
wants to be fair with you and give you access to counsel, but we can’t 
conduct a hearing where people all over the room are speaking up in 
your behalf, and I hope you understand we are trying to be courteous 
to you. la 

Mr. Rozerrson. I understand, but I am not sure about the 5(d). 

Mr. Horirtetp. If you are not sure, you have access to counsel or Mr. 
Wyman, and you may verify the fact. 

Mr. Moss. Or you may say you are not sure. 

Mr. Rogerson. I am not sure. 

Mr. Hoxirieip. You can find out from your counsel or associates 
there and give us the answer. 

Mr. Rozertson. I am a little unclear. 

Mr. Ropack. You said you were familiar with the Greater Delaware 
case; were you not‘ 

Mr. Ronerrson. Yes, but just a moment—I want to speak to Mr. 
Creighton for just a second. 

Mr. Moss. Let’s have order in the room, please. 

Mr. Ronertson. What Mr. Creighton tells me confirms my own 
understanding that Mr. Wyman went to the association with the un- 
derstanding that he would undertake to—— 

Mr. Moss. Would you suspend for just a moment. There is en- 
tirely too much conversation in the room. This is not an ideal hear- 
ing room, the acoustics are very poor, and it is extremely difficult to 
communicate between the two tables here. 

Now, Mr. Robertson. 

Mr. Ropertson. Reorganize the management, or merge with some 
other institution, or that the Board would proceed under 5(d) (2), 
but we did not say in which manner. 

Mr. Ropack. 5(d) (2), that has to do with either a supervisory 
representative or a conservator ? 

Mr, Rosertrson. That is right. 

Mr. Rozack. Now, was it called to your attention, or do you under- 
stand that, that being the case, the association sought some kind of 
a restraining order in the courts to prevent what it termed a threat 
by the Board, or in effect blackmail by the Board, to get something 
done, do you remember that ? 

Mr. Rosrrrson. I must ask Mr. Creighton that question. 
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Mr. Creighton tells me that some time following that they sought 
an injunction to prevent the Board from proceeding under—— ~ 

Mr. Creicuton. For the appointment of a supervisory representa. 
tive in charge. 

Mr. Rosack. I will ask the next several questions of Mr. Creighton 
if I may. . 

Mr. Moss. Youmay. Mr. Creighton has been sworn. 

_Mr. Rosacx. On this point it will save time, because it involves 
this case. 

Now, is it the case that the court ruled that the Board had no right 
to utilize the supervisory technique? The district court ? c 

Mr. Creiguron. I don’t recall the district court’s principle right 
now, but I believe there was something of that general nature jn the 
lower court’s decision. 

Mr. Rozack. And is it not the case that the Board appealed the de. 
cision ¢ 

Mr. Creicutron. We did. 

Mr. Rogack. And the circuit court of appeals in that circuit ruled 
it was permissible for the Board to utilize threat as an administra. 
tive technique ¢ 

Mr. Creicuron. It said that the Board could advise the people that 
they could avail themselves of the provisions of the statute. 

Mr. Ropack. And the court said in effect that you can go and tell 
the association to do something under pain of being seized, and that 
is permissible under the rules and regulations; did not the court say 
that in effect ? ; 

Mr. Creicuron. Permissible under the statute. 

Mr. Ropack. And the rules and regulations, I assume. 

Mr. Creiauton. They didn’t talk about rules and regulations, 

Mr. Ropack. Let the committee understand that the Board ruled 
that under the statute you can order an association to do things, 
change its management or merge, under pain of being seized 

Mr. Stoangr. He said the Board ruled; I think he meant the 
court. 

Mr. Moss. Again, now, you are asking for it, sir. I have had at 
least 25 interruptions from you in 2 days. Now, I told you yester- 
day exactly what I have to do, I have tried every possible means 
to avoid doing it. Now you are going to have to move away from 
the table there. 

Mr. Stoaner. All right, sir; are you requesting me to move back? 

Mr. Moss. I am directing you to move away. 

Mr. Horrman. To do what? 

Mr. Wauuuavser. Move away from the table. 

Mr. Moss. I have had no less than 25 interruptions by that young 
man in the last 2 days. I have cautioned him time and time and 
time again. My patience has a limit. 

Mr. Horrman. You don’t have to look at me; I am not at fault. 

Mr. Creicutron. Mr. Chairman, in order that there may be no 
doubt about what the court said, I have a copy of the opinion which 
I would like to put in the record. Le 

Mr. Moss. Would you read the pertinent portion of the opimion 
and then we will receive it for the record ? 
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Mr, CreicuTon (reading) : 

Section 5(d) authorizes the ex parte appointment of a supervisory represent- 
ative in charge as a preliminary and temporary expedient for the carrying on 
and, at the same time, adequately protecting the business of the association until 
the more deliberate process of hearing and decision prerequisite to the appoint- 
ment of a receiver or Conservator can be accomplished. This section also ex- 
pressly provides for judicial review after this decisional culmination of the 
second stage of administrative action, but it neither authorizes nor in any way 
suggests judicial interjection at an earlier stage. Indeed, the language used is 
not consistent with judicial intervention at the outset. It is provided that the 
“Board shall have exclusive jurisdiction to appoint a supervisory representative 
in charge.” 

Mr. Rornack. Mr. Creighton, does that bear on the question of 
the permissibility of the threat? Read the section that relates to 
the permissibility of the use of threat. 

Mr. Moss. Will you hand the document to the Chair? 

Mr. CretauTon. Yes, sir. 

Mr. Moss. We will receive it at this point in evidence, and I will 
ask counsel for the subcommittee to undertake to read the pertinent 
section. That will be marked “Exhibit C—8.” 

(Exhibit C-8 appears in the appendix on p. 804.) 

Mr. Ropack (reading) : 


Finally the opinion of the court below suggests that the allegation that the 
Board made a “threat” 


with quotes around “threat”— 

to take over management and control of the affairs of the association unless 
certain steps should be taken to correct a situation viewed by the Board as 
dangerous and improper, charges a special impropriety which adds to the case 
for judicial intervention. But we cannot see how a threat of a party to follow 
a course can give the Board a greater power than an actual decision to adopt 
that course, or even action to implement such a decision. 

In other words—and I am not interested in a refined discussion of 
the whole case but only to establish the point for the committee—the 
court ruled that if the Board threatened a conservatorship in an 
effort to get certain action done, the court would not object at this 
stage of the proceeding. 

Now, is it not the case, Mr. Creighton, that coneurrent with or 
subsequent to these proceedings, that association undertook to convert 
toa State institution ? 

Mr. Creiguron. Yes, sir. 

Mr. Rosack. Is it not a fact the Board then undertook to restrain, 
in one form or another, and by court action, that conversion ? 

Mr. Cretcuton. That is correct. If I may add there, in the mean- 
time the Board had brought an administrative proceeding for the 
appointment of a conservator. 

Mr. Ropack. If I understand correctly—in other words, since the 
court in the other case had said it is perfectly all right for the Board 
to act, the Board then proceeded to arrange for the appointment of a 
conservator in one of the preliminaries ? 

Mr. Cretcuron. They called an administrative hearing for de- 
termination whether grounds existed for the appointment of a con- 
servator. 

Mr. Rornackx. Then in the meantime the association obtained a 
certificate from the State to permit it to convert. to a State institution, 
is that not correct ? 
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Mr. Creiguron. That is correct. 

Mr. Roracx. And the Board undertook to restrain that action, 

Mr. Creiguron. The Board did. 

Mr. Rogsack. Did the Board argue the case that the association w 
trying to ev vade disciplinary action ! 

Mr. Cretenton. It did. 

Mr. Ropack. And what was the decision of the court with respect 
to the specific issue as to whether the Board’s permission was needed 
in this case ? 

Mr. Creicuron. The court held against the Board on all three issues 
raised therein. 

Mr. Ropack. So, in effect, the association, so long as it could get 
a charter from the State to convert, and got the necessary votes from 
the member shareholders of the association, the Board had no business 

saying it could not do it ? 

‘Mr. Creicuton. That is the way that court held. 

Mr. Horrman. Might I ask two questions, Mr. Chairman? 

Mr. Creitcuton. The time has not expired for filing a petition for 
certioriari in this case. 

Mr. Rosack. Is it a privileged matter as to whether you will appeal? 

Mr. Cretcu Ton. That decision has not been made. 

Mr. Horrman. Is that the Pennsylvania case, the case Mr. William 
Francis McKenna appeared in ? 

Mr. Rogpack. I don’t know whether that shows in the decision, 

Mr. Horrman. I will check it. 

Mr. Moss. It is the Pennsylvania case, 

Mr Horrman. The former counsel of the committee appeared, I 
think, in behalf of the conversion to the State. 

Mr. Moss. I don’t know who appeared in that instance. 

Mr. Rorack. Mr. Robertson, did you have in mind the experience 
of the Greater Delaware Valley case when you considered the pro- 
priety of making a Board order for the summary seizure of Long 
Beach ? 

Mr. Rosertson. That is a question which involves the—in my 
opinion involves the factual matters in the pending administrative 
hearing, and I must respectfully decline to answer 

Mr. Moss. Will the reporter read the question ? 

(Question read.) 

Mr. Moss. Now, will you specifically relate that question by 
elaborating on what you mean by “did you have it in mind”? 

Mr. Rozack. Did a decision as to whether you should order the 
summary seizure of Long Beach, did that decision take into account 
anything which happened i in the Greater Delaware Valley case? 

Mr. Ropertson. I would like to ask Mr. Creighton. 

Mr. Scuer. Mr. Chairman, may the record show a conference? 

Mr Moss. Yes, the record may so show. 

Mr. Rosack. May it show an extended conference, Mr Chairman! 

Mr. Moss. It will so show. 

Mr. Ropertrson. The answer is “No.” 

Mr. Rosack. You had nothing of that experience in mind? Then! 
will ask a further question. 

Mr. Moss. Just a moment. There is entirely too much conversa- 
tion. I am going to have to start resorting to the procedure of re 


as 








mo 


wa 
ore 
hac 


De 
for 

} 
wo 
the 
qu 


ing 


con 
tec 
po 
ati 


bt bod 


oO 
—* 
et ea 


ans 


ma 
yo 


of 


= ys 


ans 


dec 


a fh. £4 eo 


ion, 

On was 
respect 
needed 
Issues 
uld get 


S from 
usiness 


ion for 
ippeal ? 
Villiam 


n. 
ared, I 


erience 
he pro- 
f Long 


-In my 
strative 


tion by 
9 


‘der the 
account 
se? 
ice ? 


1irman? 


Then I 


onversa- 
‘e of re- 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 185 


moving from the hearing room those who persist in getting up and 
wandering about and holding conversations. I am going to have 
order here if I have no one left but the witness and the press. You 
had better take me very seriously on that point. 

Mr. Rosack. Mr. Creighton, did you have in mind the Greater 
Delaware Valley situation when you were confronted with the request 
for legal advice on the properiety of the seizure? 

Mr. Cretenton. Mr. Chairman, I respectfully suggest that the 
workings of my mind and what influenced me and how I arrived at 
the conclusion is something which this committee has no right to in- 
quire into of me, or of the witness. 

Mr. Rozack. Let me explain the significance of the line of question- 
ing, if I may. : 

Now, let us suppose for a minute that in the case of Long Beach as 
compared to the case of Greater Delaware Valley, if you adopted the 
technique of summary seizure, you wouldn’t be confronted with the 
possibility, or at least as readily, with the possibility that the associ- 
ation could convert, isn’t that the case ? 

Mr. CretcutTon. I don’t know whether that is the case or not. 

Mr. Rosackx. Were you oblivious to that possibility, that the asso- 
ciation might convert unless you seized it ? 

Mr. Cretcuton. I don’t know whether they can convert now or not. 

Mr. Rozack. I didn’t ask you that question. I will hold getting the 
answer to that, and I will ask Mr, Robertson. 

Were you oblivious to the consideration, when you ordered suin- 
mary seizure of Long Beach, that the association might convert unless 
you ordered summary seizure rather than utilize any other technique 
of supervisory control ? 

Mr. Creiauton. I will say that I was aware- 

Mr. Ropack. I am asking the question of Mr. Robertson. 

Mr. Rozertson. Well, I think perhaps I would have to give the same 
answer that Mr. Creighton has suggested. We were aware of the 
decision. 

Mr. Ropack. You say you were aware of the decision ? 

Mr. Rosertson. Certainly. 

Mr. Moss. Let me ask a question here. 

Mr. Robertson, are you willing to state here under oath that the 
planned conversion of Long Beach Federal to a State institution had 
absolutely nothing at all to do with the emergency seizures / 

I point out that this is not a specification either in the order of 
April 19, or the order to hold an administrative hearing on June 27. 

Mr. Cretenron. May I make a statement, Mr. Chairman ? 

Mr. Moss. No, I want Mr. Robertson’s answer to my question. That 
isa matter of fact. Iam asking him. He does not have to seek any 
advice to establish what he knows. 

Mr. Rosertson. My answer would be “No.” 

Mr. Moss. It had absolutely nothing to at all to do with the emer- 
gency seizure of Long Beach ? 

Mr. Rorertson. No. 

Mr. Moss. Mr. Creighton, I would be happy to hear from you. 

Mr. Cretauton. The witness has answered the question. I have 
nothing tosay. I made astatement 
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Mr. Rosack. I asked the same question of Mr. Creighton, because 
it is conceivable, and possible, and the testimony might suggest, that 
the Board member didn’t know what consideration went into the 
order—it is conceivable from the testimony. 

Mr. Creicuron. | stated that insofar as arriving at any conclu- 
sion, and what facts I took into consideration, the process of my 
mind was— 

Mr. Rosack. We are not asking you for the psychological vagaries 
of your mental process. 

Mr. Moss. We are asking if you had this in mind. 

Mr, Creircuron. I want to say to this committee certainly I w 
aware of this decision. If I was not aware of it—— 

Mr. Moss. I wasn’t asking about the decision. I had asked if you 
were willing to state under oath that the planned conversion of Long 
Beach Federal to a State institution had absolutely nothing at all to 
do with the emergency seizure of that institution ? 

Mr. Crerauron, I didn’t make the determination that an emergency 
existed. That is not one of my functions. 

Mr. Rozacx. Mr. Creighton, did you advise the Board, when the 
decision was presented to you for legal review, that seizure would 
preclude conversion ¢ 

Mr. Creiauron. I do not believe—I don’t think I have to tell you 
what I advised the Board. I think that is a privilege that I must 
assert. 

Mr. Rosack. I will leave that question to other counsel. 

Now, Mr. Robertson—— 

Mr. Moss. Let us say at the moment we will suspend the judgment 
on the question of privilege in this instance, and we will go into that 

at another time. 

Mr. Ropack. My silence is not an acceptance of the answer. I will 
leave that for the time bei ing, Mr. Chairman. 

Mr. Moss. Will this be a fact to be considered by the hearing ex- 
aminer in connection with determining whether or not a conservator 
should be appointed ¢ 

Mr. Rorerrson. I can’t tell what might develop in the administra- 
tive hearing, whether that question will be raised or not, and I would 
like also to say for my own part I don’t know what might have been 
going through the minds of the other two Board members, but for 
my own part the conversion of Greater Delaware Valley had nothing 
to do with it. 

Mr. Moss. I wasn’t talking about Greater Delaware Valley. I con- 
fined my question, Mr. Robertson, specifically to the planned conver- 
sion of Long Beach Federal, not in any way with relation to the other 
institution, and your answer is still no, that it had absolutely nothing 
to do with the Board’s decision. 

Mr. Roserrson. With my decision. 

Mr. Moss. When you reach this point, who sends up a recommenda- 
tion to you that things have reached the state where such action is 
necessary or desirable / 7 

Mr. Rosertrson. Well, we receive recommendations from many, 
many members of the staff. 

Mr. Moss. Well, now, the Board acts on something, doesn’t it? 
What does it act on? 
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Mr. Rosertson. It acts on a composite of all of the information that 
it has from all sources. 

Mr. Moss. Who flashes the red flag ? 

Mr. Ropertson. Usually the assoc ciation. 

Mr. Moss. The association? The association says, “Gentlemen, you 
had better seize us” 

Mr. Rosertrson. No, I misunderstood your figure of speech, “who 
flashes the red flag.” 

Mr. Moss. W: ell, j in maintaining records of many types, you some- 
times flag something that looks like it might become a problem, or you 
flag it at the point w here it becomes a problem. 

Mr. Roperrson. I was thinking of a red flag as a danger signal. 

Mr. Houirietp. It wasa danger signal tothe institution, a very dan- 
gerous danger signal. 

Mr. Moss. That would be open to varying interpretations. As I 
am using it, does Mr. Wyman alert you to this problem / 

Mr. Cretanron. May I ask, what was the question of the Chairman, 
what roe : 

Mr. Moss. Mr. Robertson is answering the questions. If he doesn’t 
understand, he can ask me again, Mr. Creighton. 

Mr. Ronerrson. [can’t answer that question. 

Mr. Moss. What ? 

Mr. Roperrson. I can’t answer that question. As the testimony 
here shows, this matter had been going on for years and years, and 
when I first ne ‘ame aware of it I couldn’t tell you, 

Mr. Moss. I didn’t ask when you first became aware of it. 

You three members of the Board have a ve ry heavy responsibility, 
and I imagine you are kept quite bus sy in dise harging that responsi- 
bility. 

Now you have “X” number of institutions, I don’t know how many, 
that you supervise, and somebody—and I assume it must be some- 
body—finally brings to the Board’s attention problems of a critical 
nature. 

Is it through your supervisory personnel, those actively undertaking 
the role of supervising the institutions under the deleg rated authority 
of the Board, such as Mr. Wyman? 

At some point this is brought in to your attention for action. It 
had to be in this instance. Who does that? 

Mr. Rosertson. Ordinarily it comes through Mr. Wayman’s divi- 
sion, the division of supervision. 

Mr. Moss. And it comes up with a recommendation for Board ac- 
tion, saying these are the facts and we recommend that the Board act 
in this manner ? 

Mr. Ronerrson. Ordinarily that is the procedure. 

Mr. Moss. Well, in this instance, is that what happened? Is this 
an ordinary procedure ? 

Mr. Ronerrson. I am not sure that I should discuss this. 

Mr. Moss. Well, now, this gets into a matter of procedure within 
your agency. Now, you can’t just cloak everything you do with 
privilege. 

Mr, Rozerrson. The reason it is difficult to answer this is that it 


had been going on so long, and various aspects developed from time to 
time. 
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Mr. Moss. And the Board then had actively on the desk of the 
Board an open file where you accumulated, and at some point the 
Board initiated the action; it did not come up in the way of a recom. 
mendation, because this had been going on for such a long time? 

Mr. Roperrson. Excuse me, sir. 

We requested from many members of our staff information on this 
case. 

Mr. Moss. You said, “Here is a case that is a problem, we want all 
you boys out in the field to alert us to every little thing that goes 
on in this case, and we will run a continuing evaluation on it”? 

Mr. Roperrson. I can’t answer that question yes or no. 

Mr. Moss. Well, did you or didn’t you? 

Mr. Rosack. Mr. Chairman, may I interpose and observe that the 
Long Beach case—and this can be verified by the witness—has been 
under the Washington headquarters’ direction for many years, and 
not ordinarily by the supervisory staff associated with the regional 
bank? 

Mr. Roperrson. Well, Mr. Chairman, every problem case of any 
duration or significance is brought to the attention of the Board, and 
the Board seeks to get all the information it can from every available 
source at. its disposal. 

Mr. Moss. I regard that answer as most evasive. 

Mr. Roserrson. Well, I think it is a correct answer, sir. 

Mr. Moss. The Board has all these cases under its immediate super- 
vision and jurisdiction, and it receives and coordinates information, 
and at some point the Board acts without benefit of staff recommenda- 
tion. 

Will you send me an organizational chart of the Federal Home 
Loan Bank Board with proper flow lines showing authority and re- 
sponsibility? I want a list of all those who report to the Board, and 
the nature of the general content and type of reports they file with the 
Board. I want typical illustrations. 

I want now to know exactly how your Board works in all of its 
detail, it being so difficult to determine in simple questions which could 
be answered very directly how that is accomplished. 

I want that information supplied as quickly as it can be gathered, 
and if need be, Mr. Robertson, we will undertake to examine in de- 
tail on each position. 

(Subsequently the Board submitted various documents on its opera- 
tions which are held in the subcommittee files.) 

Mr. Moss. You people can claim privilege, and you people can 
evade, and you can equivocate, but somehow I am going to get the 
answers to my questions, and it can be made more difficult for you and 
more difficult for me. Iam perfectly willing to undertake in all detail 
the difficulty of that task. 

Mr. Smiru. Mr. Chairman. 

Mr. Moss. Mr. Smith. 

Mr. Smiru. Mr. Wyman, did you in the case of the Long Beach 
seizure of April 19, or prior to that, recommend to the Board that they 
use the emergency action rather than an alternative method ? 

Mr. Wyman. What I recommended to the Board would be a matter 
of privilege. It involves a confidential relationship between me and 
the Board, and I respectfully decline to answer the question. 
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Mr. Sxrru. What kind of confidential relationship is this? You 
are not an attorney for the Board ; are you 4 Va 

Mr. Wyman. A confidential relationship between me, as a member 
of the Board’s staff, and the Board, and it would be a privileged 
. —— Did you make a recommendation, without regard to 
what kind of recommendation it was 4 df 

Mr. Wyman. That also I regard as a privileged matter. 

Mr. Moss. That is not privileged, and you are directed by the Chair 
toanswer. You are not being asked as to content, but as to a function 
of your office. om ; 

Do you make, and did you in this instance make, a recommendation 
to the Board? 

Mr. Wyman. I make recommendations to the Board; yes. 

Mr. Moss. You are instructed to answer this question. Did you 
make a recommendation to the Board? I am not at this point in- 
terested in the content of that recommendation. This goes to function 
and not the nature of the advice. 

Mr. Wyman. I am sure I made recommendations to the Board. 

Mr. Moss. Did you make a recommendation—yes, or no? 

Mr. Wyman. I make recommendations; yes. 
question. 

Mr. Moss. You did not. 

Mr. Wyman. I did. 

Mr. Moss. Did you make it in this instance—yes or no? 

Mr. Wyman. I make recommendations to the Board. 

Mr. Moss. Did you make it in this instance—yes, or no? 

Mr. Wyman. I am not sure I understand. 


I answered your 


Mr. Moss. Did you make a recommendation in this instance to the 
Board 


Mr. Creicuton. Mr. Chairman, I think he said—— 

Mr. Wyman. I am not going to answer your question until I know 
what it means. 

Mr. Moss. Are you now refusing to answer the question of this 
chairman ? 

Mr. Wyman. No, sir; I am not refusing to answer. I am trying to 
find out what you mean by “did you in this instance make a recom- 
mendation to the Board.” 

_ Mr. Moss. Did you in the instance of the Long Beach Federal Sav- 
ings &€ Loan Association seizure action make a recommendation to 
the Federal Home Loan Bank Board ? 


Mr. Wrman. I don’t recall that I made such a recommendation at 
the time of the Board’s action. 


Mr. Moss. You used the phrase “such a recommendation.” I am 


not asking for the nature of a recommendation, but rather the fact 
of a recommendation. 


Mr. Crercuron. May I speak to Mr. Wyman? 

Mr. Moss. No; this is his knowledge. I want his knowledge. 

Mr. Creianton. Well, could I advise him as counsel ? . 

Mr. Moss. This is his knowledge. You will not make further in- 
terruptions until I have my question answered. 

Mr. Wyman. I think the question whether or not I made a recom- 
mendation to the Board in connection with, or at or about the time 
of the Board’s action, as I understand to be the meaning of your 
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question, I believe is a matter of personal privilege and involves 
confidential relationship between me and the Board. 

Mr. Moss. The content of that might, the content of it might, but the 
fact of it does not. 

Mr. CretcutTon. Mr. Chairman—— 

Mr. Moss. This relates to your function, Mr. Wyman. 

Mr. Wyman. I would like to have the privilege—— 

Mr. Moss. You might make a case for privilege on the content, but 
not on the fact. 

Mr. Creienton. I think Mr. Wyman should answer the question, 
He should say—— 

Mr. Moss. Mr. Creighton, Mr. Wyman here is bordering on con- 
tempt of this committee. 

Mr. Creiguron. And I am advising him of that fact, and advising 
him to answer the question. 

Mr. Moss. And I am saying to you that this matter of privilege 
is personal. He must make that decision and invoke it. 

Mr. Creicgutron. He can have advice of counsel, can’t he? 

Mr. Moss. I haven’t heard him ask you one single question. You 
‘e bordering on contempt. 

Mr. Creiguton. Very well, sir. 

Mr. Moss. Now I want an answer. 

Mr. Wyman. I discussed the matter with the Board. 

Mr. Moss. I didn’t ask you that. Iam asking you a simple factual 
question, did you in this instance make a recommendation. 

Mr. Wyman. Informally, I think I made a recommendation. 

Mr. Moss. Did you make a recommendation ¢ 

Mr. Wyman. Yes. 

Mr. Rosack. Mr. Chairman, since we are discussing the administra- 
tive aspect of the Board, may I inquire what Feder ral funds are in- 
volved in the administration of the Board ? 

Mr. Roperrson. Tax funds? 

Mr. Ropack. Yes. 

Mr. Roperrson. None. 

Mr. Ropackx. Are any employees involved in any way in any kind 
of retirement fund, or anything that involves Federal funds? 

Mr. Ropserrson. Oh, yes, they belong to the civil service retirement 
fund. 

Mr. Rorack. In some way, directly or indirectly, there are Federal 
funds involved. 

Mr. Rogertson. Yes. 

Mr. Rozackx. Where do the Board members, including yourself, get 
their salaries?) Who pays them? 

Mr. Ropertson. We get ours from assessments made by the Board 
against the district banks, the Insurance C orporation, and the Divi- 
sion of Examination. 

Mr. Ropack. The district banks make money by lending money, 
do they ; is that how they get their money, their funds? 

Mr. Roserrson. That is the principal source, their principal source 
of income. 

Mr. Rosack. When you send examiners into local associations, 
who pays for them / 

Mr. Rosertrson. The association. 


a 


os 


an ta 


ead be be 


abili 
M 
M 
with 
M 
or a 
to tl 


t, but 
stion, 
1 con- 
vising 


vilege 


You 


Factual 


nistra- 
are in- 


iy kind 
irement 


Federal 


self, get 


» Board 
ie Divi- 


money, 


1 source 


ejations, 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 19] 


Mr. Rorack. Is it a practice of members of the Board, including 
yourself, to attend conventions of the industry ? 

Mr. Ropertrson. Yes. 

Mr. Rogvack. Frequently ? 

Mr. Rosertson. Not frequently. 

Mr. Rosack. How many conventions have you attended in the last 
3 years, roughly—approximately ? 

‘Mr. Rowertson. Oh, of one kind or another, I would think 15 or 
90, probably. 

Mr. Rosack. Within the past 3 years? 

Mr. RoBERTSON. Maybe. 

Mr. Rosack. Who pays your expenses in attending conventions, 
Mr. Robertson 4 

Mr. Rorertson. ‘The Board pays my travel expenses. 

Mr. Ropack. They pay your travel. Who pays your hotel and other 
recreational or incidental expenses assoc iated with it 7 

Mr. Roserrson. Well, it depends on the occasion. Usually, if 
is an industry convention, the host league will pay my hotel bill. 

Mr. Ronack. You mean the convention may be sponsored by a trade 
association of the industry, and it will invite you and pay your hotel 
bill ? 

Mr. Rozertrson. If they invite me to make a speech, they ordi- 
narily pay my hotel bill. That is not invariable, but ordinarily they 
do. 

Mr. Rosack. And do associations pick up the tab for any of these 
expenses ¢ 

Mr. Ronertson. Any particular one? 

Mr. Rosack. Yes. ‘ 

Mr. Rorerrson. Not to my knowledge. 

Mr. Rorack. Is it an allowable e ‘xpense to the association to sponsor 
your travel to a convention, or any visit ? 

Mr. Rosertson. Of an association 

Mr. Ropack. Yes. 

Mr. Roserrson. I don’t know. I have never been a guest of an 
association. 

Mr. Ropack. Have you ever been presented | with an examination 
report which disallows certain types of expenses ? 

Mr. Roserrson. Have I? 

Mr. Ropack. Yes. 

Mr. Roperrson. An examination ? 

Mr. Ronack. Let me refine the question. 

When you review, if you ever do, the examination reports, do these 
reports concern the mselves with the allowability of certain types of 
association expenses / 

Mr. Roserrson. I would assume they do. I have never seen one. 

Mr. Rowack. Is there a Board regulation regarding the allow- 
ability of expenses ? 

Mr. Ronerrson. I don’t know. I don’t know of any. 

Mr. Cretguron. I don’t think there is a Board regulation dealing 
with that particular subject. 

Mr. Rornack. Does the Board have a rule, a declaration of policy, 
or any understanding among its members and with its employees as 
to their conduct in ac cepting fees, gratuities, entertainment expenses 
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or anything else from either associations or trade associations in the 
industry ¢ 

Mr. Roperrson. I will ask Mr. Walters that question—I am not 
aware of any. 

Mr. Ropack. You are not aware that the Board has ever beep 
concerned with the problem ? 

Mr. Rozserrson. I don’t know that it has had occasion to. I don‘ 
recall it. 

Mr. Walters tells me the examiners are specifically forbidden to 
‘cept any gratuities of any kind. 

Mr. Ropack. From the association in which they examine? 

Mr. Rozerrson. That is right. 

Mr. Ropack. But as far as the Board members go, so far as the em- 
ployees here in Washington go, there are no inhibitions or restrictions 
on them ¢ 

Mr. Rosrerrson. Not that I know of. 

Mr. Rozack. So if they accepted the hospitality or any other kind 
of favor or treatment, preferential or otherwise, dispensation from 
any association or trade association in the industry, you wouldn’ 
know about it, and you really wouldn't care 4 

Mr. Rosrrrson. Well, I don’t think that is correct. We don’t know 
of any. 

Mr. Rospack. If you cared about it, you would have some kind of 
policy on it. Eve: vbody else does. 

Mr. Ropertson. I think there is a general understanding—TI don't 
know what it is, I know what it is as far as I am concerned. 

Mr. Moss. Do you have responsibility over the employees of the 
soard / 

Mr. Roserrson. No, not—well, I suppose the Board has a general 
responsibility over its employees. I have no particular responsibility, 

Mr. Moss. Who is the head of the Board ¢ 

Mr. Creienton. Mr. Chairman, the statute, in 1955, when the Board 
was given its independence—prior to that time, the Chairman of the 
Board had the administrative function of the Board including its 
personnel and all that, and when that statute was amended, I believe 
in 1955, they took that power away from the Chairman and gave it to 
the Board as a whole. 

Mr. Moss. And my question was to the matter of the Board, does 
the Board have this responsibility ? 

Mr. CretcutTon. I thought you were asking if he did. 

Mr. Moss. Then the answer is “yes,” the Board does have the re- 
sponsibility of supervising its personnel. 

Mr. Rosertson. That is right; yes. I thought you were directing 
it to me, and I had in mind the refinement Mr. Creighton spoke of. 

Mr. Moss. If you have such responsibility, the employees operate 
under your policies ? 

Mr. Rosertson. That is right. 

Mr. Moss. And I am using the term “your” referring to all three 
members. 

The Board then has not adopted any policy guiding the conduct 
of its employees? 

Mr. Rozertson. I don’t know of a formal policy. 

Mr. Moss, Well, let’s then have your understanding of what the 
policy is. 
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Mr. Rozertson. Well, the policy is that they shall accept no gratui- 
ties or any favors, or any 

Mr. Moss. Hospitality? Travel expenses? 

Mr. Rozerrson. They don’t accept travel expenses, that is absolutely 
clear. Lam clear : about that. 

On hospitality, 1 wouldn’t know when they might go to dinner 
with an acquaintance, or be a guest, but so far as travel expense, that 
is definite. 

Mr. Moss. They can’t accept travel expenses to go to an assoc lation 
meeting, a trade group meeting, and what is the form of this prohibi- 
tion against the acceptance of such travel expenses ? 

Mr. Ronerrson. W ell, we are a small agency, and therefore there 
are relatively few people who make these trips. 

Mr. Moss. How many employees do you have? 

Mr. Rozertson. Well, we have in Washington a little over 200, I 
think, and-——— 

Mr. Moss. You are small for a Federal agency. 

Mr. Roserrson. And among those are a great many clerks and 
typists, and people who would have no occasion to do any traveling. 
] don’t suppose there are more than six or seven of us who travel 
around. 

Mr. Moss. And there are supervisory personnel ? 

Mr. Rosertson. Well, that would be 

Mr. Moss. Administrative personnel ? 

Mr. Rosertson. They wouldn’t be attending many conventions. 

Mr. Moss. The answer was that examiners are prohibited. What 
is the form of the prohibition to the examiners? Is this a rule or 

regulation, an order, or what / 

Mr. Ronerrsoy. That is more necessary. There are around 900 
examiners who travel all the time. I will have to ask Mr. Walter 
that. 

Mr. Walter tells me that the examiner’s manual has that thoroughly 
laid out. 

Mr. Moss. Is that a formal instruction to them as to their conduct ? 

Mr. Rozerrson. Mr. Walter says it is. 

Pep Moss. Now, other than examiners, how do you impart know]l- 

dge of policy to the other employees of the Board ? 

ie Rozertson. Well, I would think by just a common under- 
standing. 

Mr. Moss. How do you arrive at a common understanding? 

Mr. Ronerrson. Well, I know how I do. We just don’t. 

Mr. Moss. Who did you have your understanding with—yourself ? 

Mr. Rosertson. Myself. 

Mr. Moss. It is rather an exclusively common understanding? 

Mr. Rozerrson. Well, I am sure that my associates have the same 
one for themselves. They will have to speak for themselves. 

Mr. Moss. I don’t question but what. they have, but does each em- 
ployee then have that common understanding with himself ? 

Mr. Rozerrson. I think they would have that understanding with 
us, 

Mr. Moss. Have you ever told them ? 

Mr. Rozerrson. It is discussed periodically. 

Mr. Moss. How and where? 
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Mr. Rosertson. Well, I would say just informally in the matter 
of some—— 

Mr. Moss. “Joe, you know you shouldn’t travel on expenses of an 
association,” “You shouldn’t go out and spend a week at a country 
lodge,” these are things that are discussed ¢ , 

Mr. Roserrson. Except they don’t do it. 

Mr. Moss. How do you know they don’t ? 

Mr. Rosertrson. Well, I couldn’t account for—— 

Mr. Moss. I spent 214 years on Legislative Oversight. I am 
skeptical. 

Mr. Roserrson. I couldn’t account for them all the time, but J 
know pretty well what everybody is doing. 

Mr. Moss. How do you know that? ¢ 

Mr. Rozerrson. Well, they are in the office or they aren’t, and if 
they aren’t they have gone somewhere, and I know where they have 
gone. 
~ Mr. Moss. How m: iny persons in your employ are you conse iously 
aware of in any one business day as to whether or not they are pres- 
ent or missing? 

Mr. Rosertson. In the top echelon of management, I would say 
I knew about everybody. 

Mr. Moss. And how many are involved ? 

Mr. Roserrson. Twenty—I am guessing at that figure. 

Mr. Moss. Well, now, we have 180 below them. 

Mr. Rozertson. They don’t do any-— 

Mr. Moss. How do you know? 

Mr. Roserrson. Because they get our permission before they go, 
and they tell us where they are going and what—— 

Mr. Moss. What they are going to do? 

Mr. Rosertrson. What they are going to do. 

Mr. Moss. How do they ee the it to you? 

Mr. Roserrson. Before they go, the xy say “T hi ave an invitation to 
go to such and such a convention pit make a speech.” 

Mr. Moss. Do you let them go? 

Mr. Rogerrson. Sometimes. 

Mr. Moss. Who pays the ex cpenses then ? 

Mr. Roserrson. Well, the Board pays their traveling expenses, and 
depending on the nature of their invitation and the nature of their 
duty, the host organization, which is one of the leagues, may pay their 
hotel e xpense and their expenses while they are there. 

Mr. Moss. Do you have a limitation on that? You always pay the 
travel expenses ? 

Mr. Rorerrson. We always pay the travel expenses; yes. 

Mr. Moss. Always, no exceptions? 

Mr. Ropertson. None that I know of. 

Mr. Moss. Would you know? 

Mr. Roserrson. I think I would, because one group offered to pay 
my expenses, and [ inquired about it, and was told- 

Mr. Moss. I am not talking about you, I am talking about the 
other employees. 
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Mr. Rosertson. I asked about accepting it, thinking it might be a 
saving to the Government to pay the railroad fare, and I was told by 
the administrative officer that that was not permitted, so I sent the 
check back and I assumed that that applied to everybody. 

Mr. Moss. You assumed it applied ? 

Mr. Roserrson. If it was a general instruction that applied to me, 
[assumed it applied to everybody else. 

Mr. Houirietp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houirtevp. I am hoping we can adjourn by 12:30, and before 
we adjourn, I would like to direct one or two questions to Mr. Robert- 
son. 

Mr. Moss. All right, you may proceed. 

Mr. Houirtetp. Mr. Robertson, I am going to propose to you a hypo- 
thetical case, and I am going to ask you what would happen in that case. 

Let us assume that an association has $100 million in deposits, and 
that it has $110 million in assets. In the event of seizure and liquida- 
tion, the depositors would be paid off, $100 million would pay off the 
depositors. There would be $10 million left in assets. 

What becomes of that surplus over obligations in such an event ? 

Mr. Rozertson. I don’t know, because I don’t think—— 

Mr. Houirretp. Would you like to consult with some of your people 
and find out? This is a hypothetical question that has no relation 
toany particular incident. 

Mr. Roserrson. I don’t know whether you pursued your question 
that far, but you presume liquidation ? 

Mr. Houirrevp. | not only presume it, I stated in the case of seizure 
and liquidation of a concern, a Federal mutual association, and if the 
final outcome of it was that you had assets over and above the obliga- 
tions—and I used the hypothetical case of $100 million in obliga- 
tions and $110 million in assets, leaving a sum, or equity value in some 
sort of real or other type of property of $10 million, where would the 
$10 million go? 

Mr. Rozertson. If it is a mutual institution, that would be distrib- 
uted to the shareholders. 

Mr. Hourrreip. To the shareholders of a Federal institution ? 

Mr. Ropertrson. Yes. 

Mr. Creiguron. The withdrawable account holders as of the date 
of liquidation share, pro rata, based upon their interest in the so-called 
capital. 

Mr. Houirrerp. Have you ever liquidated institutions ? 

Mr. Creiguron. I never have; no, sir. 

Mr. Houirietp. Mr. Robertson, has the Board ever seized and liqui- 
dated institutions ? 

Mr. Rozertson. I assume it has—but not in my experience. 

Mr. Howitrietp. Now, in the event of liquidation—I notive Mr. 
Wyman answered that question for you, to you, and I will direct this 
question, then. 

In the case of specific liquidations which have occurred in which 
there were additional assets over obligations, how did you dispose of 
those surplus assets ? 

Mr. Wyman. The only liquidation I call to mind at the moment has 
been in the case of Federal associations which went into receivership 
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and which under the statute required that the Insurance Corporation 
be appointed as receiver for the purpose of liquidation. I am noting 
position to answer that question precisely, Mr. Holifield, at the moment, 

Mr. Ho.irretp. Because of lack of remembrance, sir ? 

Mr. Wyman. Yes. 

Mr. Houtrtevp. Will you during the noon hour phone the responsible 
party in the agency and obtain that information and give it to the 
committee upon reconvening ¢ 

Mr. Wyman. I will be glad todo that. 

Mr. Houtrtevp. Is that satisfactory ? 

Mr. Rosertson. Oh, = 

(Subsequently the following information was supplied.) 

There have been two instances in which the Insurance Corporation was the 
receiver and in which the assets liquidated for amounts in excess of creditor 
and share liabilities. These excesses were distributed to the shareholders. Ip 
the case of the Security Federal Saving & Loan Association of Guymon, Okla., 
shareholders received 101.1 percent of their share account balances. In the 
case of the Community Federal Savings & Loan Association, Independence, Mo, 
shareholders received 107.7 percent of their share account balances. 

Mr. Moss. The subcommittee will now recess until 2 :30. 

(Whereupon, at 12:30 p.m., the subcommittee recessed until 2:30 
p.m. the same day.) 

AFTERNOON SESSION 


Mr. Moss. The subcommittee will now be in order. 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. 
DIXON, BOARD MEMBER; WILLIAM J. HALLAHAN, BOARD MEM- 
BER; THOMAS H. CREIGHTON, JR., GENERAL COUNSEL; EDWARD 
E. SLOANE AND SIMON H. TREVAS, ATTORNEY-ADVISERS; JOHN 
M. WYMAN, DIRECTOR, DIVISION OF SUPERVISION; AND LAW- 
RENCE M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF EX. 
AMINATION 


Mr. Sloane, the Chair’s instruction of this morning still stands. 

Mr. Sioane. It still prevails? 

Mr. Moss. The Chair’s instruction still stands. 

Mr. Stoane. All right. 

Mr. Moss. And, in connection with that, I want the record to show 
that in the Chair taking the action it did this morning, that it did not 
deprive the Board Chairman of adequate counsel. 

Mr. Stoane. Of course, it did deprive him of my counsel. 

Mr. Moss. I am going to deprive you of the room if you are not 
careful. 

Who is the attorney for the Board ? 

Mr. Ropertson. Mr. Creighton. 

Mr. Moss. And the gentleman on the other side? 

Mr. Rogerrson. Simon Trevas, 

Mr. Moss. And Mr. Trevas is in what capacity / 

Mr. Creicuton. He isan attorney on my staff. 

Mr. Moss. He would be an adviser to you ¢ 

Mr. Cretenton. That is right. 
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Mr. Moss. And you are the adviser to the Board ? 

Mr. CreicuTon. I am General Counsel to the Board. 

Mr. Moss. The record will show that the General Counsel to the 
Board is present. And Mr. Sloane’s capacity ? 

Mr. CretcutTon. He is on my staff, also. 

Mr. Moss. What is his rating? 

Mr. CretcuTon. He isa 15. 

Mr. Moss. And Mr. Trevas? 

Mr. Cretanton. Heis a GS-14. 

Mr. Moss. The record will show, then, that the Board is represented 
by counsel, and not being deprived of the right to counsel as stipu- 
lated by the rules. 

Mr. Scher. 

Mr. Scurer. Mr. Chairman, Mr. Wyman was instructed to produce 
or to bring with him all communications that might have been had in 
relation to—— 

Mr. Moss. No; let’s be more specific on that. 

The orders, or supervisory letters, or formal action instructing 
Long Beach Federal in matters of management or rule violation. 

Mr. Scuer. Do you have those with you, Mr. Wyman? 

Mr. WyMAn. Yes. 

Mr. Scuer. Can you tell us on what dates you communicated with 
the Long Beach Federal ? 

Mr. Wyman. They were on various dates. I haven’t had time, Mr. 
Chairman, to analyze these letters. It was quite a load on our staff 
to get them together in the short time that we had and make copies. 

Mr. Moss. How many are there? 

Mr. Wyman. I haven’t had time to analyze them. Altogether, I 
would say there are probably two dozen, but they are not all super- 
visory letters within the purview of the question which was raised. 
Thave not had time to analyze them from that standpoint. 

Mr. Moss. Well, let’s take the time to do it. Take the first one. 

Mr. Scner. What is the date? 

Mr. Wyman. The first one, February 16, 1949. 

Mr. Moss. Is that a supervisory letter ? 

Mr. Wyman. Yes, sir. 

Mr. Scurr. Just to establish it for the record, your seizure had 
ended on what date—the 1946 seizure? 

Mr. Wyman. I believe it was January 24, 1948. 

Mr. Scurr. Sothis was after that? 

Mr. Wyman. Yes. 

Mr. Scuer. All right. 

Mr. Moss. What is the date of No. 2? 

Mr. Wyman. June 21, 1954. 

Mr. Moss. Is that a supervisory letter ? 

Mr. Wyman. It was a supervisory letter which was transmitted to 
the association’s board of directors on June 29, 1954. 

Mr. Moss. The third one. 

Mr. Wyman. December 7, 1954. 

Mr. Moss. And that was a supervisory letter? 

Mr. Wyman. Yes. 

Mr. Moss. The next one? 

Mr. Wyman. August 21, 1958. 
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Mr. Moss. That was a supervisory letter ? 

Mr. Wyman. Yes. 

The next is June 26, 1959. 

Mr. Moss. A supervisory letter ? 

Mr. Wyman. Yes. 

Mr. Moss. Is that all of them ? 

Mr. Wyman. That is all. Now, I have not included in that list 
a number of letters which were merely letters transmitting to the as- 
sociation’s board of directors a copy of the report of examination, 
but without comment. 

Mr. Moss. Those would not be supervisory letters ? 

Mr. Wyman. Yes. They were not accompanied by a supervisory 
letter of comment, but merely a transmittal, and I did not include 
them because I thought it would not. be proper. 

Mr. Moss. Now, in each of these letters, of which there are five, 
was an instruction issued to Long Beach Federal ? 

Mr. Wyman. That, in my opinion, would involve factual matters 
that relate to the charges which are included in the Board’s Orders 
Nos. 13372 and 13440, ‘and I am instructed by the Board to respect- 
fully decline to testify for the reasons set out in the Board’s general 
statement. 

Mr. Moss. Now, my question was, In each of these instances was an 
instruction issued to Long Beach Federal ? 

Mr. Wyman. I am not permitted and, as a matter of fact, I am pro- 
hibited by part 505 of the Board’s general regulations from testi- 
fying 

Mr. Moss. Will you read that to me? 

Mr. Wyman. Yes, sir. 

Mr. Moss. And also read the portion of it which instructs you to 
withhold from the Congress. 

Mr. Wyman. It isa rather lengthy section. 

Mr. Moss. And then the authority of the Board to instruct you to 
withhold from Congress, where we have delegated that legislative 
function to the Board. 

Mr. Wyman. Section 505.11 of the general regulations by the 
Board reads as follows: 





All records in the control of any person, including any of the Federal Home 
Loan Banks or the Federal Savings and Loan Insurance Corporation, in the 
capacity as agents of the Board, or in the hands of any officer or employee 
of the Board, must be considered deemed to be privileged and confidential, and 
such records are in their custody and control for purposes relating to the powers, 
duties and authorities of the Board under the provisions of the Federal Home 
Loan Bank Act, as amended, the Home Owners Loan Act of 1933, as amended, 
and Reorganization Plan No. 3 of 1947. 


Mr. Moss. All right, now, let’s have the pertinent portions of those 
acts—— 

Mr. Wyman. That is not all of it. 

Mr. Moss. Continue. 

Mr. WyMan (reading) : 
They have no control over them and no discretion with regard to permitting 
the use of them for any purpose. All such agents are hereby prohibited from 


giving out any official information obtained by any of them on behalf of the 
Board, or any of such records, to any private person or to any local officer or to 
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any court, inefuding the production of such records or copies thereof made 
pursuant to their official duties, whether in answer to a subpena duces tecum 
or otherwise. 

Mr. Moss. Now, then, am I a private person as chairman of this 
committee ¢ 

Mr. Wyman. I haven’t finished reading it. 

Mr. Moss. That is all right; I am asking you a question. You can 
keep your place. Am I a private person? Is the chairman of this 
subcommittee a private person at this moment in making this request ? 

Mr. Trevas. He is asking you the question, Is he a private person? 

Mr. Wyman. I would suppose no. Iam not qualified to answer the 
legal aspect. 

Mr. Moss. Oh, you invoke privilege. No one else does that for you. 
AmTa private person at this point ? 

Mr. Wyman. I would not say so; that would be my reaction. 

Mr. Moss. Am I an officer of a local association ? 

Mr. Wyman. I don’t know. 

Mr. Moss. Am I an officer of a local association, sitting here as 
chairman of this committee ? 

Mr. Wyman. Well, [have no knowledge that you are. 

Mr. Moss. Am I, in my capacity as chairman of this committee, 
making this request, an officer of a local association ? 

Mr. Wyman. No; I would say not. 

Mr. Moss. AmI a member of a court ? 

Mr. Wyman. I would say not. 

Mr. Moss. You are saying it shall not be available to a private per- 
son. officer of a local association, or toa court. 

Mr. Wyman. I didn’t get the question. 

Mr. Moss. It isn’t a question. I will repeat it for you. You have 
read where you are prohibited, so the regulation says, from divulging 
it toa private person, an officer of a local association, or to the court. 
Then will you read the section which says you shall not respond to a 
member of a committee of Congress ? 

Mr. Wyman. I would like to finish reading the applicable provi- 
sion, if I may. 

Mr. Moss. That is what I want you to do. 

Mr. WyMan (reading) : 

Whenever any such subpena have been served upon any of them, they will 
appear in court in answer thereto and respectfully decline to produce the records 
called for on the ground of being prohibited therefrom by the rules and regula- 
tions in this part. 

Section 505.12, which is the next succeeding section of these general 
regulations, reads as follows: 

The giving out of any such records or information or documents relative 
thereto by any of the persons referred to in sections 505.10 and 505.11 is held to 
be contrary to public policy by reason of its privileged and confidential character, 
involving delicate and sensitive matters relating to the condition and affairs of 
financial institutions, and not to be permitted. In all cases where any such 
documents or records or copies thereof are desired by or on behalf of any private 
party, or parties to a suit, whether any court of the United States or any other, 
such information or copies shall be furnished only upon the written authoriza- 


tion or approval of the Board, or such person or persons as may be authorized 
by it to grant such authorization or approval. 
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Mr. Scuer. Mr. Chairman, now may I have the honor of reading 
the following section, the immediately following section? Are you 
familiar with it, or is it there? 

Section 505.13: 

Availability of opinions, orders, rules and regulations for public inspection, 
Notwithstanding any provisions of sections 505.10, 505.11 and 505.12, all final 
opinions or orders in the adjudication of cases, and all rules and regulations for 
the Federal Home Loan Bank System now or hereafter in force and effect except 
such final opinions, and orders as are required for good cause to be held confi. 
dential and not cited as precedents, shall be made available for public inspection 
at the office of the Secretary, Federal Home Loan Bank Board, Federal Home 
Loan Bank Board Building, 101 Indiana Avenue NW., Washington 25, D.o, 

Sir, the supervisory letters you sent to this association, were they in 
any way an order or a regulation upon the conduct of that association! 

Mr. Wyman. No, sir; they were not. 

Mr. Scner. Were they merely advisory letters ? 

Mr. Wyman. They were advisory 

Mr. Scuer. Are you going to use those letters or information con- 
tained in those letters in the hearing that you have set 

Mr. Wyman. I am unable to tell you what will be used in that 
hearing. 

Mr. Scuer. Do you understand the statute said they can’t be cited as 
authority ? 

Mr. Wyman. I am not a lawyer, I am not sufficiently familiar 
with 

Mr. Scuer. There is no mystery about being a lawyer, Mr. Wyman. 

Mr. Wyman. The legal limitations or requirements, prohibitions 
and so on- 

Mr. Scuer. Are the statutes and regulations, particularly the regu- 
lations of your organization, couched only for the understanding of 
lawyers ? 

Mr. Wyman. They are not intended to be so. 

Mr. Moss. Now, hand me that first portion of the regulations, 

I want to get down to what we mean here, and specify those who 
shall not receive them. “To any private person.” Mr. Creighton, is 
this committee a private person ? 

Mr. Crerenron. You want me to speak? 

Mr. Moss. Yes. 

Mr. Creienton. It is my opinion, Mr. Chairman, that this com- 
mittee is not a private person. However, it is my opinion that these 
are official files in an executive agency of the Government, in the 
executive department, an independent agency in the executive branch 
of the Government. 

Mr. Moss. An independent agency in the executive department. 
I want that to be very clear on the record. 

Mr. Cretcutron. That is what the statute says. 

Mr. Moss. Now, are you claiming executive privilege? 

Mr. Creieuron. I say that these files and records—we claim execu- 
tive privilege with respect to these files and records, at this time. 
Furthermore, we say that they may involve facts that may be used 
in the administrative proceeding which has been set, and therefore— 

Mr. Moss. You are not relying on 505.11? 

Mr. Creicuton. Not altogether, sir, except that all the Board’ 
records are confidential. 
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Mr. Moss. All of them are confidential ? 

Mr. Creicuton. Yes. 

Mr. Moss. And all beyond reach of a court? 

Mr. Creicuton. I wouldn’t say 

Mr. Moss. Or beyond the reach of a committee of Congress ? 

Mr. Crercuron. I didn’t say they were all beyond. In my judg- 
ment, if the Board so determines that it wants to assert its judicial 
privilege pardon me, the executive privilege—with respect to these 
documents, you say that that is the Board’s determination, and if 
they make that assertion, then if this committee deems it advisable 
or desires to do so, it may cite the Board for contempt of this 
committee. 

Mr. Moss. Now, let me point out to you, sir, that the Board has 
made no determination, and that your colleague here has cited 505.11 
as authority for refusing to this committee an answer to a question 
which we will go into at greater length, and this specifically not in 
general terms, but specific ally says that he shall not make them avail- 
able to a private citizen, or to a local officer, or to any court—and that 
isit. That is his instruction. 

Now, having cited this regulation as authority, I want it to be 
applied to this particular question. I want to know what type of 
fish or fowl this committee constitutes. We are either, in citing this, 
a private person, a local officer, or a court. Which are we? 

Mr. CreicgHron. You are a committee of the Congress of the United 
States, I assume. 

Mr. Moss. Oh, but that isn’t in here. 

Mr. Creteu'ron. I didn’t say it was in here, but I say the substance 
of these rules—— 

Mr. Moss. Mr. Wyman cited this section, this section as authority. 

Mr. Creicuton. These rules, in my opinion, say that all of the 
records of the Board are confidential, and I think under the general 
theory —— 

Mr. Moss. What theory ? 

Mr. Creicuron. The theory of the separation of functions 

Mr. Moss. Where is that mentioned ? 

Mr. Creicuton. I didn’t say it was mentioned in these regulations. 

Mr. Moss. Where is it mentioned any place ? 

Mr. Cretcuton. The principle of law that there are three depart- 
nents of government, judiciary, executive, and legislative. 

Mr. Moss. Three hostile branches of government ? 

Mr. Creiauton. I didn’t say they were hostile. 

Mr. Moss. Noncooperative { 

Mr. Creicutron. There comes a time, as you well know, Mr. Chair- 
man, where the Attorney General of the United States and the Pres- 
ident of the United States have said—— 

Mr. Moss. The Attorney General has made no such ruling. 

Mr. Creiguton. The Attorney General says it is up to eé wch exec: 
utive agency to make its own determination whether it will be in the 
public interest. to release it or not. 

Mr. Moss. And will you give me that citation ? 

Mr. Creteuton. I will furnish it to you. 

Mr. Moss. I want it now. We are discussing it now. 

Mr. Creiguton. That is my view. 
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Mr. Moss. I want it now. 

Mr. CreicuTon. Well, what if I don’t have it now? 

Mr. Moss. I will give you time to get it now. 

Mr. CreigutTon. Let me read to you from the Attorney General's 
opinion prepared for delivery before a subcommittee on constitu. 
tional rights—— 

Mr. Moss. Is this an opinion of the Attorney General ? 

Mr. CreienTon. It is testimony of the Attorney General. 

Mr. Moss. It is not an opinion then of the Attorney General. 

Mr. Creignton. It expresses his views, and he is the chief law 
oflicer of the United States, and I respect those views expressed by 
him. 

Mr. Moss. You have more respect for them than I have. TLowever, 
you can continue. 

Mr. Creieutron. That is a matter for you to decide. 

Mr. Moss. Of personal opinion. 

Mr. Creicuron. That is right. 

Mr. Moss. And I have made my opinion. 

Mr. Cretanron. And I have mine. I have a high regard for him, 

Mr. Moss. I have not taken into issue a person: ul regard, but rather 
regard for the position he has taken. There is no opinion on this, is 
there? 

Mr. Creicuton. I imagine there are opinions upon this Roig 

Mr. Moss. Yes, one drafted, the last one dealing with it, in 1925 
by the then Attorney General where he found diffe rently. "That was 
an opinion, and the only one I know of. 

Now, you are asse rting, then, not the privilege or the instruction 
of the Board, Mr. Wyman—you are not relying upon 505.112 

Mr. Wymay. I am relying upon instruction of the Board. TI de- 
cline to testify as to these letters, the contents or nature of the let- 
vorse——— 

Mr. Moss. Did I ask you about the content, the specific content? 

Mr. Wyman. Not only on that ground, but also a the ground that 
it might involve factual matters ‘rel: ating to order 13372 and 13440, 
as to which I am instructed by the Board not to testify. 

Mr. Moss. Then it is your testimony that all of these letters, all of 
them, relate to matters encompassed within 13372, and 134404 

Mr. Wyman. They may involve matters, factual matters—— 

Mr. Moss. But do you know whether they do or not ? 

Mr. Wyman. That would relate to the charges made in those orders 
and regulations. 

Mr. Moss. How related? Do you mean that an instruction issued 
in 1948 suddenly becomes emergent in 1960? 

Mr. Wyman. The factual matters referred to in those letters. 

Mr. Moss. The Board then had the patience for 11 long years, and 
suddenly it lost its patience. That was the emergency, then, is that it! 

You see, you can plead privilege, but I can keep going around and 
trying to find out just what you people are doing. 

Mr. Creicuron. You are trying to get us to waive the privilege 

Mr. Moss. I am not trying to get you to do anything but tell the 
truth and do it frankly to this committee. I am only trying to do 
that because I feel that is my responsibility, and you can sit and duel 
with me all day, and we will keep the duel going until we get more 
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information than we have gotten so far, and there are many ways to 
get it. 

Now, it is my understanding, then, that these matters in each in- 
stance deal with the issues involved i in the nine charges in 13372 4 

Mr. Wyman. Or any one of them, or one or more of them. 

Mr. Moss. All right, then, let’s go back and take a supervisory 
letter to institution X. What is the general format of a supervisory 
letter ¢ 

Mr. Wyman. The general format of a supervisory letter is to state 
the essential fact under consideration insofar as the facts are dis- 
closed to us by reports of examination, and any other permanent re- 
ports that we might have on the matter, such as monthly and annual 
reports made by an association. 

Mr. Moss. Does it direct an action ? 

Mr. Wyman. And to point out wherein the practice or operation 
with respect to particular phases of the business are, in our judgment, 
improper or unsafe or unsound, or if it is in viol: ation of a law or regu- 
lation to point that out, and to ask the association’s directors and 
management for steps that would correct the practice or the condition 
so that the occasion for criticism would be removed from the operation. 

Mr. Moss. Does it direct an action ? 

Mr. Wyman. I didn’t get that. 

Mr. Moss. Does it direct an action ? 

Mr. Wyman. Well, as a rule, Mr. Chairman, we don’t go in for di- 
rectives, let’s say. As a rule, these matters are handled on a rather 
informal basis as distinguished from orders or directives, because 
certainly only in rare instances does a board of directors or manage- 
ment wish to do anything other than operate the business soundly and 
properly, and generally those things are a correction of those defects 
brought about by that means. 

Now, in addition to that, of course, as was testified here this 
morning, we have conferences in some instances—in many instances, 
I would say, if you want to extend it back over enough years, and 
around the table problems, faults or flaws in operation are usually 
brought to a sound conclusion and the matter disposed of. 

Sometimes those conferences are held in the association. Occasion- 
ally a board of directors or some committee of the board will come 
in to talk with us, or with me, or someone here in Washington gen- 
erally in my division, and by that means correction is brought about 
of most of the problems as they arise in these institutions, in what 
might be termed an informal fashion, but — in a construc- 
tive and effective way, by leadership, persuasion, or however you wish 
to express it, our efforts and hope always being to ‘effec tuate that kind 
of a solution to any problem that arises. 

Mr. Houirrerp. Mr. Chairman. 

Mr. Moss. Now, wait a minute, I want to be sure this gentleman 
has full opportunity here to state his position, because he has just 
made a nice ring-around-the-rosey on my question. 

Mr. Wyman. These were not. directives in what I understand to 
be the meaning of that term in the formal sense of the word. 

Mr. Moss. We asked you this morning the nature of a supervisory 
letter, and I might say it was a very painful, slow, and laborious pro- 
cedure to fin: ally get a reasonably accurate description of such letters 
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on the record, as it has been in establishing even the simplest proced- 
ural facts throughout these hearings, but we did, I thought, and we 
established that there was a device called a supervisory letter, and 
this was used when you finally found that there had to be a more 
definitive action than was accomplished through the means of the 
informal letters and the conferences and the telephone calls, and then 
I asked if any had been issued in connection with the operation of 
this institution, and you couldn’t recall, but you thought there might 
have been, and then we agreed that you would come here with those 
and be able to tell us whether or not there had been, and, if so, how 
many. 

Then upon the checking through your file in the five instances, I 
asked you at the conclusion of each whether it was a supervisory 
letter. 

Now, I did not do that idly. I did it because I wanted to establish 
on the record that these were supervisory letters in context with the 
definition so painfully elicited here this morning. Now, that was 
established. 

Now, in that same context, I want to know the general format of 
the supervisory letter, and specifically does it instruct, does it dic- 
tate, does it order an action ? 

Mr. Wyman. We don’t consider a supervisory letter an order at 
all. 

Mr. Moss. What do you consider it ? 

Mr. Wyman. We consider an order the formal act by the Board. 

Mr. Moss. The formal act by the Board ? 

Mr. Wyman. By the Board, an order directing an association to do 
or not to do a certain thing. 

Mr. Moss. Well, prior to 13372, had the Board drafted any formal 
orders directed at this institution between the period of its return in 
1948 and its seizure in 1960 ? 

Mr. Wyman. I would like to talk with counsel about that, because 
I have 

Mr. Moss. The record will show there is a long and involved con- 
ference on that simple question from the man who has been actively 
associated with this case since its inception. 

Mr. Wyman. I would say the answer to that question might in- 
volve factual matters relating to charges included in Order 13372 
and Resolution 13440 and that I am instructed to decline respectfully 
to testify—— 

Mr. Moss. Who instructed you ? 

Mr. Wyman. The Board. 

Mr. Moss. Mr. Robertson, is that true? Have you instructed Mr. 
Wyman not to answer whether or not a formal order has been issued 
by your Board in an 11-year period prior to the issuance of 13372 

Mr. Rozertson. Not specifically. 

Mr. Moss. You have not so instructed Mr. Wyman? 

Mr. Rosertson. We 

Mr. Moss. Have you instructed him to evade this committee? 

Mr. Rozertson. No. 

Mr. Moss. Can you think of any sound reason why that question— 
a simple matter of fact—should not be answered ? 

Mr. Rosertson. No; unless it is the reason which Mr.—— 
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Mr. Moss. Then, Mr. Robertson, I will ask you. Has the Board 
issued a formal order to the Long Beach Federal Savings & Loan 
Association in the intervening 11 years from the date of return under 
order of the court to the issuance of order 13372? 

Mr. Roserrson. I would not know from my own knowledge. 

Mr. Moss. You would not know. How long would it take you to 
determine that fact ? 

Mr. Rosertson. Well, I can’t tell, I don’t know. 

Mr. Moss. Are orders of the Board serially numbered ¢ 

Mr. Ropertson. Yes. 

Mr. Moss. Do they represent the final action of the Board on 
matters which terminate in that order? 

Mr. Rosertson. I would say so. 

Mr. Moss. All right, that is a public record—an order. You even 
made this highly privileged document available to me. Am I to 
understand that you are not going to tell me even whether others 
exist ? 

Mr. Rozertson. I am not saying that, sir. I said that I did not 
know. 

Mr. Moss. Well, your employee, your subordinate tells me that 
under your instruction he won’t respond to me. You tell me you have 
not so instructed him. 

Mr. Wyman, when were you instructed? And I don’t want counsel 
advising on this question. 

Mr. Trevas. I am not. 

Mr. Moss. When were you instructed ? 

Mr. Wyman. I believe it was last Monday. 

Mr. Moss. Last Monday. Who instructed you? 

Mr. Wyman. Those were instructions by the Board. 

Mr. Rosertson. May I—— 

Mr. Moss. No; I want to get this now, because we have here a direct 
contradiction between the two of you. 

How were you instructed ? 

Mr. Wyman. That with respect to—— 

Mr. Moss. Speak up so we can hear you. 

Mr. Wyman. That with respect to matters which might involve 
factual matters included in the charges contained in the order 13372 
and 13440-——— 

Mr. Moss. Now, how 

Mr. Wyman. Can I finish answering the question ? 

Mr. Moss. No; you can’t. I haven’t too much patience with you 
right now. 

Mr. Wyman. I want to finish answering the question, and I am 
going to finish answering it. 

Mr. Moss. You will not. I am running this committee, not you. 
You are here to respond to my questions, not to satisfy yourself. 

How does the existence, the fact of existence of an order bear on 
this case ? 

Mr. Houirterp. Mr. Chairman, at this point I ask for a 5-minute 
recess. 


Mr. Moss. Let’s wait for a moment. I want to get this point 
developed. 
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Now, I am raising my voice—for the benefit of the audience | 
understand the gentleman on the stand is slightly deaf, and I have 
been told that it is necessary to speak loudly in order for him to hear, 
and I want him to hear 

Mr. Wyman. Would you read the question back to me, please? 

Mr. Moss. How does the fact of existence of an order bear on this 
case 4 

Mr. Wyman. I would like to consult counsel. 

Mr. Moss. The Chair is going to recess for 5 minutes, and I am 
then going to let you, Mr. Wyman, sit there and confer at great 
length with your counsel, and then I want you to be prepared to 

respond to my questions. 

(Whereupon, a short recess was taken. ) 

Mr. Moss. Mr. Holifield. 

Mr. Houirrevp. Mr. Chairman, I wish to bring up a matter of 
business not relating to the direct question of Mr. Wyman at this time, 

Mr. Moss. You have the floor. 

Mr. Houtrretp. Mr. Dixon, one of the members of the Board, has 
handed me a letter from his doctor which certifies that Mr. Dixon 
has been a patient for treatment under his care. 

He has recommended that Mr. Dixon be excused from further 
participation in the hearings and take a rest for a couple of weeks, so 
at this time—I happen to know Mr. Dixon and consider him as a per- 
sonal friend, and in view of the doctor's letter and the fact that I 
know personally Mr. Dixon has been ill, I would ask at this time, Mr, 
Chairman, that we excuse Mr. Dixon from further partic ipation in 
these hearings, unless there is objection from the Chairman of the 
Board, and that such matters as may need to be taken up with Mr. 
Dixon in the intervening period during his rest be taken up in writing. 

Mr. Moss. Well, the Chair can’t speak, of course, for the Board, but 
the Chair can rule that insofar as this committee is concerned, the 
committee does excuse Mr. Dixon under those circumstances, and it 
will be not necessary for you to continue in attendance at this session 
of the hearing or at subsequent sessions. 

Mr. Dixon. Thank you, sir. 

Mr. Moss. And I would extend my very best wishes that you have 
a good rest anda spe edly recovery. 

“Mr. Rosertson. Thank you, Mr. Chairman. 

Mr. Hortrretp. May I extend also my best. wishes to you, sir, and 
hope that you will have a good rest. 

At Mr. Dixon’s own request, he has asked me to place this in the 
record, and I will ask that it be received. 

Mr. Moss. Is there objection ? 

(The letter referred to follows:) 


JUNE 10, 1960. 
RE Ira Dixon. 
To Whom It May Concern: 

This is to certify that Mr. Ira Dixon has been a patient under my professional 
care since 1952 for coronary heart disease. In November of 1957 he had an 
operation on the vocal cords. 

After his examination made this date I have to recommend that he be re- 
quired to take a vacation of not less than 2 weeks and out of the city of Wash- 
ington. 
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He has been instructed as to his limited capacity for work or exercise until 
he is again examined at the end of the period of 2 weeks. 

It is hoped that after this period he will have improved sufficiently to return 
to the office. 

Very sincerely yours, 
PAUL F. DICKENS, M.D. 

Mr. Watimavser. May I wish Mr. Dixon a speedy recovery, and 
may I ask the reporter to correct the name “Nixon” to “Dixon.” 

Mr. Hortrterp. I will amend my request. Good day, sir. 

Mr. Ropserrson. Thank you, Mr. Chairman, we are sorry to lose 
Mr. Dixon’s counsel, but we understand the situation. 

Mr. Moss. Mr. Wyman, we have a question pending and I would 
like an answer to it. 

Mr. Wyman. After consulting counsel, and studying it through 
in the light of their views on it, I believe that perhaps I should not 
have claimed privilege on this particular order, and I would like to 
change my testimony accordingly. 

Mr. Moss. Then do I understand that there has been a formal Board 
order issued to Long Beach between the time of its return to its man- 
agement under court order , and the issuance of 13372 ? 

“Mr. Wyman. Yes. 

Mr. Moss. And what isthe number of that order? 

Mr. Wyman. No. 2015, dated September 9, 1949. 

Mr. Moss. And what was the number again ? 

Mr. Wyman. 2015. 

Mr. Moss. And is that the only order issued ? 

Mr. Wyman. To the best of my knowledge, that is the only one, 
Mr. Chairman. 

Mr. Moss. Now, then, let’s go back to this matter of supervisory let- 
ters. As you have described them this afternoon, you leave me with 
the feeling that supervisory letters are informal communications. 

Mr. Wyman. Well, I didn’t mean to convey that impression. The 
supervisory letters naturally vary with the facts which are involved 
ina particular case—whether or not it might be some relatively minor 
infraction of rules, let’s say, or regulation, or whether it might go to 
the substance of unsafe or unsound operation, or whether it might in- 
volve a repetitious or habitual practice, let’s say, of violating regula- 
tions year after year with little or no regard for the requirement, and 
what may be necessary in order to have a situation of that sort cor- 
rected, and have the institution operate along proper lines. 

Mr. Moss. Are they sent when there isa minor infraction or a minor 
condition to be corrected 

Mr.Wyman. Yes, they are sent. 

Mr. Moss. That isn’t the case, then, where you use the informal 
approach ¢ 

Mr. Wyman. I don’t know what your definition is- 

Mr. Moss. Well, then, let’s go on to this. 

Mr. Wyman. Formal or informal. 

Mr. Moss. The matter may be major or minor, but what is the im- 
pact of the letter? Does it, one, call it to the attention of the Board, 
and, two, advise that steps must be taken to correct it ? 

Mr. Wyman. Or to request correction of it. 

Mr. Moss. Well, a request is for all practical purposes an order, 
isit not? 
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Mr. Wyman. Well, for practical purposes, a request might be tanta- 
mount to an order, although it is not babsinieally so. 

Mr. Moss. Are these institutions usually rather willing to comply 
with your requests or instructions ? 

Mr. Wyman. Yes, they generally are. 

Mr. Moss. And this supervisory letter is a little bit more emphatic 
than the informal approach; is that correct ? 

Mr. Wyman. Well, if I may say so, with your permission, I think 
that there may be some misunderstanding of terms or definition of 
terms here. In a sense, I suppose any letter might be considered in- 
formal as compared to a formal order, although certs iin types of letters 
perhaps move more in the direction of a directive or order than would 
be true where you are endeavoring to bring about correction of some 
relatively minor infraction of rules or some departure from accepted, 
recognized practice. 

Mr. Moss. Is there a manual of instruction to supervisory person- 
nel, personnel engaged in supervising these institutions ? 

Mr. Wyman. Not in that sense. Each letter has to be constructed 
on the basis of the facts of the particular case, and we certainly don't 
undertake to do the job in any boilerplate sort of fashion, because it is 
not the type of job that lends itself to that sort of approch, so the letter 
is constructed in the light of the facts of the particular case. There is 
no hard and fast rule or manual, let’s say, that a letter in this type of 

case has to be written this way, and in another case another way. 

Mr. Moss. There is no point at which there is a uniform policy of 
reducing to writing the complaint of the Board or of the supervisor 
against the institution ? 

Mr. Wyman. Well, not until you come to the issuance of a formal 
order or directive, and that follows, naturally, a certain pattern which 
is worked out by the legal staff. 

Mr. Moss. I would imagine that is the case. It is these steps in 
between the formal order that I am inquiring about. 

Mr. Wyman. If [ understand your question, and I am not sure I 
do, Mr. Chairman, but if I understand it, I have tried to answer it to 
the very best of my ability. 

There is no hard and fast rule as to the exact format of a supervisory 
letter. It is constructed to deal with the facts of the particular case, 
and those facts, themselves, pretty much determine the shape of the 
letter, let’s say, and its substance, and its whole approach. 

Mr. Moss. That would be necessary. 

Mr. Wyman. Yes; that would be, of course, an absolute necessity, 
and, as I say, it is not a boilerplate type of approach like picking 
out stock paragraphs from some other letter that has been written 
to somebody else at some other time or something of that sort, and 
incorporating them over here in this letter. It isn t handled that way. 

Mr. Moss. Do these supervisory letters have any characteristics 
in common, one to the other? Is there any one element which would 
be present in a supervisory letter to distinguish it as such? 

Mr. Wyman. Basically, yes. 

Mr. Moss. Now those are the things we want on this record, Mr. 
Wyman. 

Mr. Wyman. Basically throughout all of the supervisory letters, 
we endeavor to deal with the matter at hand in a dignified way, ina 
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respectable fashion, straight to the point, however, and lending such 
emphasis as may be necessary in the light of the particular case, and 
the substance or import of the matter under criticism, let’s say. 

Mr. Moss. Do you require that the institution inform you of the 
action it has taken in response to such a letter ? 

Mr. Wyman. Yes. 

Mr. Moss. That is always the case ? 

Mr. Wyman. That, of course, is a very inclusive term. I am under 
oath here. I can’t say that that has always been done, that there 
has never been a single exception to that, what with thousands of 
letters over a long period. 

Mr. Moss. Then to make it easier for you to reply, to the best of your 
recollection can you recall an instance where that requirement of 
report back was not included ? : 

Mr. Wyman. I don’t recall any instance where requests were made 
to correct particular practices where the request was not also made 
that the association advise us as to the action taken. That is gen- 
erally and almost invariably the practice. To say there has never 
been exception to that, of course I couldn’t testify to that. 

Mr. Moss. Then we have established three characteristics: 

One, a recitation of the nature of the complaint or of the deficiency ; 
two, a recommended course to correct; and, three, a requirement to 
report back on action taken. 

Now have you received a report back on the letter of February 
16, 1949 ? 

Mr. Wyman. I can’t answer that question. 

Mr. Moss. You don’t know ? 

Mr. Wyman. Not at the moment, I don’t know. 

Mr. Moss. How long would it take to establish whether or not you 
had ? 

Mr. Wyman. It would take a search of the files. 

Mr. Moss. Can you supply that information on Monday morning? 

(Subsequently the following information was supplied :) 


The Board has received no report from Long Beach Federal Savings & Loan 
Association on the letter of February 16, 1949. 


Mr. Cretieuton. Mr. Chairman, may I be heard for a moment, 
please, with respect to this matter? 

Mr. Moss. Yes. 

Mr. Crerauton. If my recollection serves me right, and I don’t 
want to make this a positive statement, I believe after this formal 
order went out, an injunction was obtained against the Board from 
holding that hearing which was called for in this particular order. 

Mr. Moss. No; we are not asking about 2015. 

Mr. Cretan ton. I thought that was the one 

Mr. Moss. No; we are asking about the supervisory letter of Feb- 
ruary 16, 1949. 

Mr. Cretcuron. Then I beg your pardon. I misunderstood you. 

Mr. Wyman. We could search the files and ascertain from our files 
whether or not a reply was received, and endeavor to get that. How- 


ever, the end result and the end fact is that the request made in that 
letter was never complied with. 
Mr. Moss. The what ? 
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Mr. Wyman. The end result is that the request made was not to my 
knowledge complied with. 

Mr. Moss. Is that a matter which was in litigation ? 

Mr. Wyman. I will have to check into the files. 

Mr. Moss. Is that dealing with a matter which was in litigation? 

Mr. Wyman. No. 

Mr. Moss. This does not deal with a matter which was in litigation? 

Mr. Wyman. No, it did not. 

Mr. Moss. It did not deal with a matter which was in litigation! 

Mr. Wyman. Not at that time. 

Mr. Moss. Did it deal with a matter which became a matter of litiga. 
tion within a reasonably short period thereafter ? 

Mr. Wyman. May I confer with counsel for a moment ? I don't 
know what the answer is to that question. 

Mr. Moss. You don’t know what the answer is to that question, 

Can you establish that fact for the committee ? 

Mr. Wyman. That is a matter as to which our attorneys would haye 
to advise me, because I am not familiar with all of the details of the 
litigation, and they would have to advise, if I may suggest that, be. 
cause I am not qualified to advise on that pattie ular point. 

The litigation became quite involved— 

Mr. Moss. I can appreciate that. I ha ave tried to familiarize myself 
with it in a matter of less than a week. It is very involved. 

Will you consult with counsel and be prepared to respond to that 
when we resume on Monday ? 

Mr. Wyman. Yes, we will do that. 

Mr. Moss. On this order 2015, have you a copy of that with you! 

Mr. Wyman. Yes; I have a copy. 

Mr. Moss. What does that deal with ? 

Mr. Wyman. Well, that isa matter, of course, of record 

Mr. Houirrmetp. When you say “record,” do you mean public record, 
Mr. Wyman? 

Mr. Wyman. As J understand it, it is a public record. 

Mr. Moss. Why? Why is that order a public record ? 

Mr. Wyman. I can’t answer that question. I am advised by cou- 
sel that it was, but I am not personally—not to my personal know! 
edge. 

Mr. Moss. Is a copy available for this committee ? 

Mr. Creiauton. Yes, sir. 

Mr. Moss. Are copies of all orders available to this committee? 

Mr. Creicuton. Well, it depends upon the nature of the order. 
This is an order, Mr. Chairman, if I may say so, that sets forth cer- 
tain allegations with respect to the failure of the association to take 
certain actions and it sets an administrative hearing for a determina 
tion of those issues, and for that. reason I think we would be perfectly 
willing— 

Mr. Moss. Then did the court grant an injunction on that order! 

Mr. Creiauton. This is the case I thought you were speaking about 
a while ago. That is my best ree ollection. “I tried for many years 
after I went with the Board to become divorced from what. happened 
before with respect to the old background. The records are so vo 
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was issued an injunction was issued. I would have to check to make 
sure that that is a correct statement, sir. 

Mr. Scuer. Was the order withdrawn or was the injunction dis- 
solved ¢ 

Mr. Creicuton. If it is the case I am speaking of, the injunction 
was dissolved, I believe, by the Court of Appe als for the Ninth Cir- 
cuit. I believe the injunction was issued and later on dissolved by 
the Cireuit Court of Appeals. 

Mr. Scuer. Did the Board then rescind this order ? 

Mr. Creieuton. I can’t tell you that. 

Mr. Scuer. Oh, now, this is a matter of public record. 

Mr. Creiguton. I said I couldn't tell you that, because I don’t know 
asa fact whether they did or didn’t. 

Mr. Scuer. Ask Mr. W yman, then, please. 

Mr. Wyman. I don’t know. 

Mr. Scuer. Mr. Chairman, will you indulge me for just a minute? 
Tam very curious about this. 

Mr. Moss. Yes. 

Mr. Screr. An order was issued by the Board. Appeal was made 
for an injunction. The i injunet ion was dissolved, and then the Board 
did not, to your knowledge—either of you, particularly Mr. Wyman’s 
knowledge—the Board apparently did not, to your knowledge, repeal 
the order or recast it? Mr. Wyman was there all this time. What 
happened ? 

Mr. Wyman. I don’t know whether it was repealed or not. I 
would have to check on that. 

Mr. Scuer. Was it enforced ? 

Mr. Wyman, to refresh your recollection, one of the problems was 
the payment of premiums for insurance. This was a big case, wasn’t 
it, Mr. Wyman—it was important enough to go to court and plead an 
injunction matter upon ? 

Mr. Wyman. Yes, it was rather involved. 

Mr. Scner. And you have no memory on it / 

Mr. Wyman. Yes, but I don’t remember whether the order was 
rescinded, this 2015, or dissolved—I don’t know. I can’t answer the 
question at the moment. 

Mr. Scupr. Was there an administrative hearing held as the order 
demands ¢ 

Mr. Wyman. No. 

Mr. Scuer. Why not? 

Mr. Wyman. I don’t know that, I don’t know that. 

Mr. Houirietp. Was there an order issued at a later date on the 
same matter ¢ 

Mr. Wyman. I don’t recall it. 

Mr. Scuer. There couldn’t have been, if this was the only order 
issued, is that right ? 

Mr. Wyman. I don’t recall any other order issued until order 
13372. 

Mr. Scurr. The present one at issue ? 

Mr. Wyman. Yes. 

Mr. Hortrieip. Order 2015 was under date of September 1949 ? 

Mr. Wyman. That is correct. 

Mr. Houirtetp. Approximately 11 years ago. 
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Mr. Wyman. Well, there was extensive litigation, as I recal] it, 
after that. 

Mr. Hottrtetp. But notwithstanding the fact that the injunction 
was dissolved and the Board was free to go ahead and reinstitute an 
order and proceed to an administrative hearing, you did not, or you 
have no knowledge of the renewal of a similar order ? 

Mr. Wyman. No, sir, I do not. 

Mr. Hontrrevp. For 11 years. 

Mr. Wyman. I do not. 

Mr. Scurr. Mr. Chairman, I would like to ask Mr. Creighton one 
question. 

What is the name of the case in which this order was involved? 

Mr. Crerenton. I don’t recall it right now. 

Mr. Scuer. Sir? 

Mr. Cretcuton. I don’t recall the name of the case right now, there 
have been so many cases on this. 

Mr. Scuer. Mr. C reighton, how could it be possible that you ad- 
vised on the new order—you did advise on these new orders we are 
now concerned with, didn’t you? Isthat right? 

Mr. Cretcuon. I think I made myself clear on that this morning, 
that any information or discussions that I had— 

Mr. Scurr. Oh, you are counsel, you can say y whether you advised 
or not. 

Mr. Cretcuton. I advise on many matters. 

Mr. Scuer. You are being paid by the Government to advise, 

Mr. Cretcuron. I am being paid to advise, that is right. 

Mr. Scner. And you don’t remember the name of the case involved 
in this order ? 

Mr. CretcuTon. I told you I don’t remember what the title of the 
case was. 

Mr. Scuer. All right, that is on the record, sir. 

Mr. Moss. Well, in order that we not waste the time, let’s get the 
name on the record, if Mr. Scher will give it tous. W hich one was it! 

Mr. Scuer. It was the case they cited in their brief, A/allonee vy. 
Fahey, the one they cite for withholding information. 

Mr. Cretcnton. I don’t think that is ‘right. 

Mr. Scurr. That is in Federal Rules Decisions, volume 14. There 
were a number of other cases. 

Mr. Creicuton. There were a lot of cases, there is no question 
about that. 

Mr. Watiuavser. What was the case? 

Mr. Scuer. Mallonee v. Fahey, the one they cited in their brief. 

Mr. WatuuAuser. Counsel disagreed. 

Mr. Scuer. Does Mallonee v. Fahey involve this particular order! 

Mr. Cretcuton. I don’t believe that is the particular case. If that 
is correct, I will accept it. 

(The subcommittee was advised by its staff as follows :) 

(Board Order No. 2015, issued Sept. 9, 1949, was the subject of litigation in 
the U.S. District Court for the Southern District of California, Central Di- 
vision, in Mallonee v. Fahey, 14 F.R.D. 273 (1949) ; and reviewed by the Ninth 
Circuit Court of Appeals in Home Loan Bank Board vy. Mallonee, 196 F. 2d 336 


(1952). Rehearing was denied on Nov. 13, 1952, and certiorari was denied by 
the U.S. Supreme Court on June 8, 1953.) 


Mr. Moss. Proceed, Mr. Scher. 
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Mr. Scuer. I have just one minor matter, Mr. Chairman, which I 
can dispose of very quickly. 

Yesterday, in his testimony, Mr. Robertson said—and this is on 
page 292 of the transcript of yesterday 

Mr. Moss. Isa copy available to supply to the witness? 

Mr. Scuer. It is very simple, and I will just read it. 

Mr. Moss. All right. 

Mr. Scuer (reading) : 





Mr. ScHER. Were there regular tellers on duty at that time during those 
2 weeks? 

Mr. Ropertson. Yes. 

Mr. ScHerR. Who were they? 

Mr. Rosertson. I don’t know their names. 

Mr. Scuer. Were they the regular number you usually have there? 

Mr. RozertTson. More than the regular number. 

Mr. Chairman, I submit in evidence an affidavit by an attorney, 
James A. Hayes, in which he says that he visited this establishment 
after the seizure and that only one teller was on duty during the course 
of the business day—during a period during the business day. 

I would like to have the Board examine that, to inform them of 
what might happen during a seizure. 

There were lines of people outside, the attorney testifies—there 
were lines outside waiting to get their money, and there was only one 
teller on duty in the association office or establishment. 

Mr. Rozertson. Are you asking me to respond? 

Mr. Scurer. No; I am just putting that in the record, sir, and I 
am presenting it to you for your information. I know that you per- 
sonally can’t be held accountable for what a subordinate might be 
doing in the way of preventing the proper operation of that, but 
technically I suppose you do have the responsibility. 

Iam not placing the burden on you at this moment. It is a matter 
of information for the record. 

Mr. Horirretp. May I ask on what date that was? 

Mr. Scorer. What date does the incident concern ? 

Mr. Rozertson. Without reading all of it, there is the date, about 
05 p.m. on April 29 is the date I see. 

Mr. Houtrrecp. Mr. Chairman, I have in hand a letter of May 19 
from Mr. Robertson in which he furnishes me certain information 
which I requested in regard to the number of tellers operating at the 
seized institution. I will be glad to submit the whole letter for the 
record, but at this time I point out that under Mr. Robertson’s signa- 
ture, on the date of April 28, he reported to me that he had 13 windows 
operating, a high of 13 and a low of 8. This pertains to the date to 
which the affidavit pertains. I submit the letter. 

Mr. Moss. The affidavit will become exhibit C-9, and the letter 
exhibit C—10. 

(Exhibit C-9 appears in the appendix on p. 810; exhibit C—10 ap- 
pears in the appendix on p. 813.) 

Mr. Houirretp. Mr. Chairman, I wish to further point out that the 
exhibits which were accepted this morning from local newspapers 
show crowds of people, in some instances a block long, and we have 
had statements that those crowds had from 100 to 1,000 people in them, 
and I submit that this was at a very hot time of the year, that there 


bo 
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were hundreds of old people standing in the sun for hours on end 
attempting to get into the institution because of the publicity that had 
been given this incident by the Federal Home Loan Bank Board. that 
far from the regular number of windows that were available ther 
being operated, there were at all times a lesser number than could 
have’ been possible, that guards stood at the doorway and allowed 
small groups ranging from two to eight in at a time to be serviced and 
then let them out. 

This, of course, resulted in the maintenance of long lines of people, 
many of them elderly people, standing in the sun for hours to with. 
draw that which belonged to them; namely, their deposits; and ] 
submit that the humane thing to have been pursued under these cir. 
cumstances would have been to man the maximum number of windoys, 
and to pay these people as quickly and promptly as possible in order to 
accommodate them to allay their fears and their anguish, and also to 
expedite the elimination of the lines which formed a daily advertise. 
ment that there was a run on this sensitive financial institution, and 
therefore caused pictures to be taken which were circulated on different 
days in newspapers and other public periodicals, and which further 
augmented the anguish and the concern of depositors and caused 
additional depositors possibly to join the line and await their turn to 
be serviced by the Federal Home Loan Bank Board. 

Mr. Watinavuser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuauser. Without meaning to debate the issue with Mr, 
Holifield, which I am not attempting to do, I wish to say that I have 
witnessed a run on a bank, and that the same procedure was fol- 
lowed as apparently was just described. This was a case of the 
largest mutual savings bank in the State of New Jersey, in which 
there were long lines of people, with guards at the door admitting them 
very slowly, paying out very slowly, so that I just make the point 
that it is not unusual in a case of a run that this practice is followed, 

Mr. Howtrieip. Does the gentleman approve those practices? 

Mr. Watriuauser. I am not required to answer that, sir, I am 
just making the point that there is another viewpoint. 

Mr. Houtrieip. There certainly is. That is evidenced by the pic- 
tures in the newspaper. 

Mr. Scner. Mr. Chairman, the point I was making was that T hoped 
Mr. Robertson would correct his statement on page 292 of yester- 
day’s record in which he said that more than the regular number of 
tellers were on duty at all times. Apparently there was one occasion 
on which there was only one teller on duty with large crowds out- 
side waiting to come in. 

Would you consider that a possibility? You didn’t know of your 
own knowledge how many tellers there were ? 

Mr. Roserrson. But I made as full and complete inquiry as it was 
possible to make. 

Mr. Scuer. From your subordinates ? 

Mr. Roserrson. From my subordinates, and IT would like to say 
that our instructions initially and throughout the entire first few 
days or weeks was to do everything possible to take care of the custo- 
mers as rapidly as could be done, ‘and I don’t believe that I can con- 
scientiously correct my statement, because I believed—-and I made as 
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careful inquiry as I could without being there—that they set up more 
tellers ths in were the normal number. 

Mr. Hortrretp. May I say, Mr. Chairman, in introducing this letter, 
[ would like to explain the circumstances. I called up Mr. Robe rtson 
and reported to him that there were not enough tellers on the windows 
to take care of the people. He promised me that he would secure a 
report from his subordinates. 

He followed through on that promise, and he gave me this letter. 
[am not accusing Mr. Robertson of bad faith in presenting the letter, 
but 1 am wondering, Mr. Robertson, why this type of information 
was given to you here in Washington from your subordinates at the 
local level, w hen this affidavit—and there are other affidavits available 
if the committee needs them—is contrary to the contents of your letter. 

Mr. Rozertson. I can’t explain that. 

Mr. Houtrrevp. I don’t ask youto. I just put it in the record at that 
point. . 

Mr. Scuer. Then we might add to your answer in that circumstance 
“tothe best of my knowledge” ¢ 

Mr. Moss. ‘That is all he was testifying to at that point. 

Mr. Rozertson. And may I add this, that I have here a report of 
the day-by-day customers in and out, and the waiting lines, and at 
no time is the figure higher than 200. I think the figure of a thousand 
was mentioned. 

Mr. Hotirtetp. Two hundred in the line? 

Mr. Rosertson. In the line. That is the largest figure, and these 
reports again I can only get from the best sources ] know. They were 
turned in on the officer’s daily reports of the American Plant Protection 
Co., which I suppose were the guards who were policing the line. 

Mr. Hourrmeip. Mr. Robertson, I hold in my hand what purports to 
bea facsimile of the Press-Telegram of Long Beach, Calif., under date 
of April 25. It shows pictures of crowds waiting for the doors to open. 
The heading for this particular news item under the byline of Warren 
Walters says : 

ONE THOUSAND Derposrrors THroNG LONG BEACH Firm Seizep By U.S 


Nearly 1,000 confused, apprehensive depositors thronged the office of the Long 
Beach Federal Savings & Loan Association this morning in the wake of the firm’s 
seizure Friday by a Federal agency. The crowd blocked the sidewalk in front of 
the firm’s office at 328 Long Beach Boulevard as early as 7:45 a.m., and shortly 
after police officers were called to keep order and establish lines. By 9 a.m., 
when the doors opened, the crowd stretched from Third to Fourth Streets and 
was still growing. Police called for emergency barricades at 10 a.m. Special 
Officer D. Lee, who went on duty at 7 a.m., reported the crowd as orderly. No 
incidents were reported by the at least 10 Long Beach police officers called to patrol 
the area. 


Talso hold in my hand a picture of the crowd, and while of course it 
isimpossible ae the numbers in the crowd—— 

Mr. Roserrson. I should like to correct my statement. 

Mr. Horirtexp. It is only a portion of the block, it is only the are: 
of the block that extends in front of the Long Beach Post Office, which 
isacross an alley from the savings and loan association. It is roped in, 


and you can see that there are at least several hundred in that portion 
of the picture. 
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Mr. Rorertson. I would like to correct my statement. I was lookin 
at the tabulation, and the first day I looked at was April 26, which was 
of course the second day. 

The opening line of the report said, “On April 25, the security guard’. 
report showed 150 people in the line when the door was closed a 
4 o'clock. We were unable to determine the number of people in 
line prior to that time.” 

Mr. Ho.irtetp. That was 150 people that didn’t get served that day, 
and the record doesn’t show how many hours they stood in line, or 
how far back they were when they started. 

Mr. Roserrson. And this record doesn’t give the report of the first 
day, as I thought it did. 

Mr. Scuer. Mr. Chairman, I would like to suggest, in order to gaye 
time on this matter, if Mr. Robertson is willing—if not, we can argue 
it out—to provide us with his records on the effect of the seizure, that is 
the records on the crowds and the withdrawals, and so forth. 

Mr. Rozerrson. I would be glad to give you this. 

Mr. Scuer. Good. That will save us a lot of time, Mr. Robertson, 

I will offer it in evidence, Mr. Chairman. 

Mr. Moss. It will be received as exhibit C—11. 

(Exhibit C-11 appears in the appendix on p. 815.) 

Mr. Scuer. Mr. Robertson, did you send a letter to Mr. T. A, 
Gregory, president of the Long Beach Federal Savings & Loan As. 
sociation, on January 5, 1960? 

Mr. Rozertson. You apparently have a copy of the letter. 

Mr. Scuer. If you will identify that, we won’t have any trouble, 

Is that a copy of the letter, is that complete ? 

Mr. Rosertson. I would say so. 

Mr. Scuer. Is this a supervisory letter ? 

Mr. Rosertson. Not strictly supervisory, it is not a formal super- 
visory letter. 

(The letter referred to above follows :) 

FepERAL HoME LOAN BANK Boarp, 
Washington, D.C., January 5, 1960. 
Mr. T. A. GREGORY, 
President, Long Beach Federal Savings & Loan Association, 
Long Beach, Calif. 

DEAR Mr. Grecory: We have received your letter of November 27, with copies 
to Messrs. Dixon and Hallahan. After reading it against the background of 
previous correspondence and conferences it seems to us that it is time to come to 
grips with the real problems as they now exist. 

Your letter continues to refer to alleged improprieties of former members of 
this Board and of its staff, and it implies that the allegations which you make 
are a justification of the current operations of the Long Beach Federal Savings 
& Loan Association. Nothing can be gained by debating this issue. This Board 
is interested solely in the safe and sound operations of the Long Beach Associa- 
tion and with the association’s recognition of the laws and regulations pertain- 
ing to such operations. 

At our conference held on November 2 and 3 of 1959, a number of questions 
bearing directly on such considerations were explored with yourself and Messrs. 
Chapman and Wells. Perhaps all of the matters need not be mentioned in this 
letter but among the most obvious are: 

“The unusual concentration of investment of the Long Beach Federal’s funds 
in the so-called Bellehurst loans. It has never been explained to our satisfac- 
tion why this concentration does not constitute an unsafe and unsound opera- 
tion. Furthermore, there has been no evidence brought to the Board’s attention 
that the corporate borrowers in this huge project have ever invested any capital 
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of consequence in the development, nor is there any evidence that any one of 
them was oris ina financial position to do so.” 

At our November meeting we believe it was made clear that we were seriously 
concerned because a substantial portion of interest being received by the associa- 
tion from the Bellehurst loans was being paid out of the proceeds of loans made 
by the association to these borrowers. Also, we believe it was made clear that 
this, together with the practice of generating in this manner a substantial por- 
tion of the association’s income for the payment of dividends and the use of 
reserves for the payment of dividends, is unsafe and unsound. Your further 
admissions that the builders of the homes were reluctant to sell them and make 
payments on the loans is very disturbing. It is very difficult for us to recognize 
such a program as being in the best interests of the association’s shareholders. 

In your November 27 letter you also refer to your “offer of settlement.” 
When we met with you in Washington in October of 1958 we informed you that 
we would defer any further consideration of this so-called offer until we saw 
what the next examination, then about to be started, would develop. The facts 
disclosed by that examination were disappointing. 

There are actions you could have taken to demonstrate your intention to 
operate the association in accordance with law and regulations. One of these 
would have been to pay your insurance premiums into the Insurance Corpora- 
tion. Your shareholders have been having the protection of insurance yet the 
Corporation does not have either the premiums or the income therefrom. This 
is hard to understand since in March of 1954 the Board agreed to accept imme- 
diate payment of so much of the premium as was based on share liability and 
undisputed creditor liabilities, the Corporation and the association reserving 
their respective positions as to the remainder of the premiums claimed to be 
due by the Corporation. Another is your failure to purchase the required 
amount of Bank stock. This, as you well know, is another statutory require- 
ment of all Federal savings and loan associations. 

You mention a plan to convert to a State chartered mutual association and 
state that this Board’s approval is not necessary for this conversion. Whether 
or not this is the case, there seems to be little question that the approval of the 
California savings and loan commissioner is necessary. Until he is prepared to 
consider the matter it is idle for you to imply that this Board is impeding such 
a program. If, as you indicate, it is your desire to liquidate the association 
and distribute to the shareholders the value of their share accounts, plus their 
pro rata interest in the reserves, we can see no necessity to convert to a State 
association to accomplish that purpose. In any event we do not see anything 
to be gained by the shareholders, the Board, or the association in transferring 
the existing supervisory problems and the litigation to the same association 
operating under a different name and form. 

Furthermore, since under any plan of conversion the resulting association 
would be insured, the Board is of the present view that it could not look with 
favor upon any plan of conversion and ultimate liquidation that did not assure, 
in advance, that all supervisory problems would be or had been resolved and 
that all existing litigation had been terminated. In this connection it is our 
view that the proposals of October 17, 1957, are not acceptable as to the specific 
matters contained therein, particularly those matters dealing with (a) payment 
of Mr. Chapman’s fee, (b) dismissal of litigation, and (c) the overriding condi- 
tions of all proposals as stipulated by the association. 

This communication is not intended to be a formal supervisory letter nor does 
it attempt to discuss point by point the many items mentioned in your letter of 
November 27 and all the supervisory problems discussed at our conference in 
November, many of which have been gone over time and again to no purpose. 
It is intended primarily to point out some of the major problems which are of 
grave concern to the Board and which must be met and solved. 

Sincerely, 
ALBERT J. ROBERTSON, Chairman. 

Mr. Scner. It is not a formal letter at all, is it? Is it what Mr. 
Wyman has characterized as an informal communication ? 

Mr. Rosertson. I would say so. 

Mr. Scurr. Now, it is getting a little late in the afternoon, Mr. 


Robertson, but I want to propose a philosophical problem to you, so 
let’s relax just a bit. 
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This is an old problem in philosophy. You probably know about jt. 
It is the dilemma of Buridan’s ass. This donkey stood equidist: ant 
between two stacks of hay, absolutely equidistant. Each pile of hay 
was just as luscious, and the poor donkey had to decide which hay 
he was going to turn to nibble at first, on the right or on the lefi. 

Some have insisted that, everything being equal, he would starve to 
death. 

Have you heard of this, or are you familiar with it ? 

Mr. Rosertson. I have heard of it. 

Mr. Scuer. Theoretically, he would starve to death, because every- 
thing is completely equal, ‘and I want to tell you what I am getting 
at before we start into this, to get your mind ready for 

If the last communication that your agency sent to the whe B each 
Federal association was on January 5, 1960—incidentally, is that 
correct? Is January 5, 1960, the d: ate of the last letter that was writ. 
ten by your agency to Long Beach Federal ? 

Mr. Rosertrson. That is the last letter that I wrote. 

Mr. Scuer. Were there any other communications—I might ask Mr, 
Wyman. 

Mr. Wyman. Not tomy knowledge. 

Mr. Scnuer. And the last supervisory letter was on June 26, 1959, | 
thought that was your testimony, Mr. W yman. 

Mr. Moss. That is correct, June 26, 1959. 

Mr. Scuer. I think Mr. Wyman testified to that. 

January 5, 1960, was the last informal communication on your 
part. 

Mr. Chairman, I should like to read this letter. Tt is addressed to 
Mr. T. A. Gregory, as I said, Long Beach F ederal S savings & Loan 
Association, 328 American Avenue, Long Beach 12, Calif.: 

DEAR Mr. GreGorY : We have received your letter of November 27th, with copies 
to Messrs. Dixon and Hallahan. After reading it against the background of 
previous correspondence and conferences it seems to us that it is time to come to 
grips with the real problems as they now exist. 

Your letter continues to refer to alleged improprieties of former members of 
this Board and of its staff, and it implies that the allegations which you made 
are a justification of the current operations of the Long Beach Federal Savings 
& Loan Association. Nothing can be gained by debating this issue. The Board 
is interested solely in the safe and sound operations of the Long Beach associa- 
tion, and with the association’s recognition of the laws and regulations per- 
taining to such operations. 

Mr. Robertson, I ask you whether or not there is anything involved 
in that particular area to which you refer which can be the basis for 
any of the remedies you have against this particular association! 

Mr. Roserrson. I wish you would state the question again, sir. 

Mr. Scuer. Is there anything involved in that paragraph that I 
just read which could be e basis for any legal action on the part of 
your agency comparable, , to the recent seizure, or to the setting 
down of a hearing for the sacoteent of a receiver or conservator! 
Tam talking about your two alternatives under the act. 

Mr. Rorertrson. I don’t know how to answer that, but I think it 
might well be. 

Mr. Scuer. Do I understand you to say there might well be 
material involved in the matters to ‘whic th you refer in this paragraph 
which would be pertinent to your seizure of the Long Beach Federal 
association? There might be ? 
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Mr. Roverrson. Yes, I think there might be. 

Mr. Scuer. Do you have a copy of this before you? 

Mr. Roverrson. Yes, I have it now. 

Mr. Scuer. That will make it easier. The next paragraph says: 

At our conference of November 1959 a number of questions bearing directly 
on such considerations were explored with yourselves and Messrs. Chapman and 
Wells. Perhaps all of the matter need not be mentioned in this letter, but 
among the most obvious are: 

We need not worry about that paragraph, we will proceed to the 
following paragraph : 

The unusual concentration of investment of the Long Beach Federal’s funds in 
the so-called Bellehurst loans. It has never been explained to our satisfaction 
why this concentration does not constitute an unsafe and unsound operation. 
Furthermore, there has been no evidence brought to the Board’s attention that 
the corporate borrowers in this huge project have ever invested any capital of 
consequence in the development, nor is there any evidence that any one of them 
was or is in a financial position to do so. 

Is there anything involved in that paragraph which may have bear- 
ing upon t he seizure, or the coming hear ing! 

Mr. Rovertrson. Yes, there might well be. 

Mr. Scuer. On that, did you in June 1959 visit the Bellehurst 
site, the building site ? 

Mr. Rosertrson. I think that is the date, yes. 

Mr. Scuer. Sometime in June. Do you remember the exact date, 
sir ¢ 

Mr. Rosertrson. No, I don’t. 

Mr. Scuer. It was in about June 1959, the summer. 

Mr. Ropertson. I don’t question that date. 

Mr. Scuer. And who was with you at the time? 

Mr. Roperrson. Mr. Coal Newell, vice president of the San Fran- 
cisco bank. 

Mr. Scner. You inspected the Bellehurst properties ? 

Mr. Rozerrson. I wouldn’t say I inspected them. I rode around 
them, saw them, saw part of them at least. 

Mr. Scorer. How many hours did you stay there, sir? Roughly? 

Mr. Ronertson. Four or five, or five or six. 

Mr. Scuer. Did you have lunch there? 

Mr. Roperrson. I had lunch there. I left Los Angeles in the morn- 
ing and got back to Los Angeles in the early evening. 

Mr. Scner. And was this a friendly visit 

Mr. Ropertrson. Yes. 

Mr. Scuer. Did you discuss the problems involved in those prop- 
erties with any official of the Long Beach association ? 

Mr. Ropertrson. No, not deeply. 

Mr. Scuer. What was the reason for your visit ? 

Mr. Rosertrson. I wanted to see—in the first place, I was out there 
on other business, and I was interested in seeing the project so that 
as it was discussed subsequently I would have some idea of what it 
looked like. 

Mr. Scorer. Was there anyone with you from the association ? 

Mr. Roserrson. Several people. 

Mr. Scorer. Who were they ? 

Mr. Ronerrson. Mr. Gregory, Mr. Wells, I think Mr. Reddick, and 
one or two others whom I don’t remember. 
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Mr. Scuer. There wasn’t much discussion at the time, you say, 
about the nature of the properties and the investment ? 

Mr. Rogertrson. That depends on how deeply you want to go into 
it. I would say it was certainly not an analysis of the project, 

Mr. Scuzr. W ell, did you discuss the size of the project? How 
many houses were init? How many lots? 

Mr. Rozerrson. No; I don’t think we made a count at that time, | 
think we had that information. 

Mr. Scuer. Well, then, why did you visit it personally ? 

Mr. Rozertson. I have been, again, in the money lending business 
a good deal of my life, and I find that I can learn more, frequently, j in 
visiting a plant or an operation or a business than I can from analyzing 
figures, at least it helps a great deal to know what you are talking 
about. 

Mr. Scuer. Then now, as a person who has knowledge and experi- 
ence in this field, you came to some conclusion about it, didn’t you! 
You thought of it in terms of money, investment possibilities, and so 
forth ? 

Mr. Rosertson. I didn’t think of it in connection with—— 

Mr. Scuer. Well, again I ask you, sir—and I ask this in all friendli- 
ness—why did you go? 

Mr. Rosertrson. I have undertaken to answer that question. I 
wanted to see what the project looked like. 

Mr. Scuer. To assess it, to give some judgment on it? 

Mr. Rosertson. No; to be able to relate the { figures, the mathe- 
matics, to the actual project. 

Mr. Scuer. Well, sir, I submit to you that is a judgment, isn't 
it? What is your definition of “judgment”? Isn’t it that you take 
some facts and give them some relational evaluation ? 

Mr. Rovertson. I am afraid it is a little difficult for me to answer 
that, because that was not the subject under consideration. I was 
visiting the Bellehurst project. 

Mr. Scuer. Was it an official visit ? 

Mr. Roserrson. Well, it was an incidental visit. I had been out 
to Los Angeles on other business, and being near there wanted to 
see it. 

Mr. Scuer. Well, now, you are not like the mailman who goes for 
a walk on his day off. You must have had some purpose in visiting 
this project site. 

Mr. Roserrson. I told you that; I wanted to see what it looked 
like. 

Mr. Moss. Well, what did it look like? 

Mr. Rosertson. It looked like a lot of things. 

Mr. Moss. Somehow when I look at a piece of property that is un- 
der subdivision, I get a lot of interest running around and speculate 
as to what might happen to it, whether it is good or bad, and whether 
1 might like a piece of it, and all of these things. Do you do that, 
too? 

Mr. Rorertrson. All of these things will inevitably be considered in 
the administrative hearing, and I think beyond saying that I visited 
the property, that is as far as I should go. 

Mr. Moss. Is your impression of that property, as a result of this 
incidental visit, going to enter into the matters in the hearing on the 
27th of June? 
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Mr. Rosertson. I talked to counse]—— 

Mr. Moss. Are you going to be a witness there / 

Mr. Rosertson. No. ; 

Mr. Moss. ‘Then how in the world could it enter into it, your per- 
sonal observation ¢ 

Mr. Rosertson. Because the facts as regards Bellehurst 

Mr. Moss. You came to an independent judgment. Were those 
factual or just impressions ¢ 

Mr. Trevas. Factual or impressions. 

Mr. Moss. Now, then, counsel, Mr. Robertson is not hard of hear- 
ing. I noticed you did that with Mr. Wyman, and I appreciated the 
assistance, but Mr. Robertson seems to have great clarity of hearing. 

Mr. Trevas. I just had the impression——— 

Mr. Moss. No audio defects at all. 

Mr. Trevas. I might have had a mistaken impression. I had the 
impression he didn’t get your question. _ 

Mr. Moss. You have a habit, a reflex action here. 

Mr. Trevas. Well, that might be so. 

Mr. Ropverrson. I have got to hear the question again, I am sorry. 

Mr. Moss. We had a series, but I think they add up to: Didn’t you 
form any impression of it at all? 

Was it pretty? Was it an attractive site? Was the topography 
interesting? Was there any development under way? Were there 
any houses there ? 

Mr. Ropertrson. Oh, yes; of course. 

Mr. Moss. No impressions, no conclusions, and yet you have spent 
many years in looking at things like this for the purpose of evaluating 
them for loans? 

Mr. Roserrson. Those impressions can very well be valuable when 
they are related to the financial picture. 

Mr. Moss. Did you make any comment to anyone with you as to 
whether it looked like a good thing or a bad thing or indifferent thing ? 

Mr. Ropertson. I am sure I was polite and complimentary. 

Mr. Moss. You are sure you were polite and complimentary. Now, 
was that a great effort ? 

Mr. Roperrson. No. 

Mr. Moss. Were you in this indulging in some slight duplicity ? 
Was there any lack of sincerity in your compliment ? 

Mr. Roperrson. No. 

Mr. Moss. You were making the appropriate, nice observations that 
you felt the project merited ; is that correct ? 

Mr. Roserrson. Yes; I think it is. 

Mr. Moss. Then it did make an impression on you? 

Mr. Rozertson. I couldn't be insensible to it. 

Mr. Moss. That is what counsel was asking. 

Mr. Scuer. What did you see at Bellehurst? What is there phys- 
ically, or what was there? What isthe Bellehurst property ? 

Mr. Moss. If you cannot answer what the Bellehurst property is, I 
will ask the management—the former management or deposed man- 
agement of Long Beach Federal to supply me with a plan of the sub- 
division, and I will tell you what it is. 

Do you have a sales brochure on it, or a plat, or anything of that 
sort ! 
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Mr. Grecory. Yes, sir. 

Mr. Moss. Charitably, I will be damned if I ever saw a case where 
we have to have so much conference over the simplest of questions, 

Well, it would appear to be a subdivision numbering some hundreds 
of lots centered around a country club where it is proposed to have q 
clubhouse. There is proposed to be a recreation area developed. It 
has an interesting layout of streets. It seems to utilize, for the PUrpose 
of a golf course, a large enough projection to make a maximum of de. 
sirable lots over looking the greens, which of course adds to value. 

We have here before us a sales brochure on it, what it is; what it is 
proposed to be is so readily established that this foolishness in equiyo- 

cating, hedging, counseling, and dodging is ridiculous. 

Now , let’s get on with the heari ing. 

If it is going to take us these endless hours to get the meagerest of 
information, we may well be hearing this come December. 

Mr. Scuer. Mr. Robertson, I want to read you the next paragraph 
of your letter, but before we get to that, Mr. Robertson, I will read 
from the last of the previous paragraphs: 

Furthermore, there has been no evidence brought to the Board’s attention that 
the corporate borrowers in this huge project have ever invested any capital of 
consequence in the development, nor is there any evidence that any one of them 
was or is in a financial position to do so. 

Was there any further communication between you and Mr. Gregory 
on that point ? . 

Mr. Roserrson. I think Mr. Gregory replied, but I don’t remember 
what he said. 

Mr. Scuer. I show you a letter which I want to introduce in 
evidence, and ask you whether you recall at all having received this 
reply ? 

Mr. Roperrson. Yes. 

Mr. Scuer. Mr. Robertson, did Mr. Gregory reply that he thought 
there was ample security for his loan ? 

Mr Rosertrson. The letter speaks for itself. 

Mr. Scuer. Well, I will read it to you. It contains the phrase 

“obviously ample security,” and I am sure that is what he said. 

Did you do anything upon receipt. of this letter in connection with 
the Bellehurst properties ? 

Mr. Rosertson. Yes. 

Mr. Scner. Did you communicate again with Mr. Gregory? 

Mr. Rozerrson. I don’t think so. 

Mr. Scuer. I thought you testified there was no further com- 
munication. 

Mr. Rosertson. That is correct. 

Mr. Scner. Then 6 weeks intervened between your receipt of 
this letter—or about 6 weeks—between your receipt ‘of this letter of 
February 9, 1960, from Mr. Gregory to you and the seizure on April 
92: is that right! ? 

Mr. Houtrtetp. The gentleman’s nods will be recorded in the affirm- 
ative. 

Mr. Rosertson. I beg your pardon. The answer is “Yes.” 

Mr. Scuer. When did the Bellehurst properties first come to your 
attention ? 
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Mr. Rosertson. I would think in about 1956 or 1957. I am not 
sure. 

Mr. Scuer. In what connection did that matter come to your at- 
tention ? 

Mr. Rorertson. Mr. Wyman tells me he thinks it. probably first 
came to my attention in 1958. 

Mr. Scuer. In what connection, sir? 

Mr Rosertson. Well, I would think, sir, that that is a question of 
matter that will be involved in the administrative a 

Mr. Scuer. Was your statement, then, of January 5, 1960, in your 
letter to Mr. Gregory, as I read it, correct, and I am now reading the 
following paragraph: 

At our November meeting, we believed it was made clear that we were 
seriously concerned because a substantial portion of interest being received 
py the association from the Bellehurst loans was being paid out of the pro- 
ceeds of loans made by the association to these borrowers. Also, we be- 
lieved it was made clear that this, together with the practice of generating in 
this manner a substantial portion of the association’s income for the payment of 
dividends and the use of reserve for the payment of dividends, is unsafe and 
unsound. 

Then it was your belief at the time of this letter that such practices 
were unsafe and unsound ? 

Mr. Rovertrson. That is what we said. 

Mr. Scuer. That is what you said, and you said that because you 
believed it ? 

Mr. Ropertrson. Yes. 

Mr. Scuer. Reading further: 

Your further admissions that the builders of the homes were reluctant to sell 
them and make payments on the loans is very disturbing. It is very difficult for 
us to recognize such a program as being in the best interests of the association’s 
shareholders. 

You said that because you believed it ? 

Mr. Ropertson. Yes. 

Mr. Scurer. And you had developed enough evidence to reach that 
kind of a conclusion 7 

Mr. Rorerrson. I would think that the development of those facts 
would be something that would have to be developed in the adminis- 
trative hearing. 

Mr. Moss. Now, you have said it in your letter. You either said it 
because you were in possession of the facts, or you said it without be- 
ing in possession of the facts. 

You said it in your letter of January 5, 1960. 

Now your ¢ ‘ounsel w hispered to you and said that is one of the things 
that come within this hearing, and that is one of those easy outs, but 
your letter, Mr. Robertson, you either wrote on the basis of having 
factual knowledge, or you didn’t. You are free to testify whether you 
did or didn’t. If you want me to conclude you are the sort of man who 
writes such a letter coming to such a conclusion without being in pos- 
session of adequate facts, at this point I am willing to believe almost 
any fantasy presented to me. 

Mr. Roserrson. It was suggested that I discuss this with counsel. 
Just a moment. 

This is the basis of one of the charges. 
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Mr. Moss. I want the record to show that Mr. Robertson cannot tel] 
the committee at this point whether he had any facts for the basis of 
the conclusion stated in his letter of January 5, 1960, that he pleads 
privilege, he doesn’t know whether he had the facts, and he can’t deter. 
mine whether he had the facts without further consultation with coup. 
sel—counsel is the only one that knows whether or not he had the 
facts. Did counsel write the letter ? 

Mr. Ropertson. No, sir. 

Mr. Moss. Did he supply the facts to you as the basis for your cop. 
clusion ¢ 

Mr. Rosertson. No. 

Mr. Moss. Mr. Creighton, what do you know about the contents of 
the letter ? 

Mr. Cretenton. What do I know about the contents of the letter? 

Mr. Moss. Yes. 

Mr. Creicuton. Well, I think I know the letter was written, and 
my consultation, if any I had with the Board when it was written, js 
one that I plead a privilege on. | 

Mr. Moss. I didn’t ask you that. I asked you what vou knew about 
the letter. 

Mr. Creicuton. What I know about the letter ? 

Mr. Moss. Yes; a simple question of whether he was in possession 
of enough facts to make that conclusion. You hastened to advise 
him. 

Mr. Cretcutron. Now, wait a minute, you don’t know what I advised 
him. 

Mr. Moss. Don’t you tell me to wait a minute. 

Mr. Creicutron. Well, don’t say what I advised him to say, Mr. 
Chairman. 

Mr. Moss. I watched you there. 

Mr. Creiguron. You didn’t hear me—— 

Mr. Moss. Oh, yes; I watched you very closely. You just couldn't 
wait to jump in there. 

Mr. CretcuTon. Well, I think you are wrong about. that. 

Mr. Moss. I don’t think I am wrong. I never saw a more eager- 
beaver bunch. 

Mr. Cretcuton. I haven’t been much of an eager beaver. 

Mr. Moss. You sure have been today. I never had a group of 
counsel before me who have been so apprehensive over their client, 
and I have had many. I might say that not even Mr. Goldfine’s 
counsel was as diligent as you. You are the most diligent I have 
ever seen, and he had six of them. 

Mr. Cretcuton. That is wonderful, Mr. Chairman, I appreciate 
the compliment. 

Mr. Moss. He had six of them, and they were very fearful he would 
put his toe in the water. 

Mr. Creicuton. I hope the Board feels that way about me. 

Mr. Moss. I think they should. Of course if you were my counsel 
and so diligent, I would fire you in a hurry, because I would assume 
you thought I was without reason. 

Mr. CretcutTon. Well, that is your opinion. 

Mr. Moss. That would be my opinion. If any of my counsel at 
this table started to handle me that way, they wouldn’t be with me 
very long. 


| 


| 


M 
y 
y 


In 
Whe 
we 1 
wha’ 
close 

N 
itsel 
cific 
but 

M 
wit! 

oll 
: M 
asso 

M 
adix 
mer 
for’ 

M 

ou 
’ M 
of ¢ 

M 
whi 
men 

M 
Bell 

M 
hur 
dis) 

M 
wit] 

M 

M 

M 

M 
the 

Y 

M 
of t 
this 


t tel] 


is of 
eads 
eter- 
oun- 
| the 


con- 


ts of 
tter? 


, and 
en, is 


bout 
Ssion 
dvise 


vised 


> Mr. 


aldn’t 


ager- 


up of 
client, 
dfine’s 
- have 
eciate 


would 


ounsel 
issume 


rsel at 
ith me 


| 


' 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 225 


Mr. Scuer. Shall I proceed ? 

Mr. Moss. Yes. 

Mr. Scuer. Let’s go to the next paragraph, Mr. Robertson. 

In your November 27 letter, you also referred to your “offer of settlement.” 
When we met with you in Washington in October of 1958 we informed you that 
we would defer any further consideration of this so-called offer until we saw 
what the next examination then about to start would develop. The facts dis- 
closed by that examination were disappointing. 

Now, what were yor referring to? I just can’t tell from the letter 
itself. What offer of settlement, about what in general—not spe- 
cifically about any matter that might be in litigation in any way, 
but what was it about ? 

Mr. Moss. In order to shorten the period of reply, you may confer 
with counsel to find out what you meant and what you knew at that 
point. 

Mr. Scorer. What had Mr. Gregory offered to settle for the 
association 4 

Mr. Rovertson. Well, there had been many conferences during my 
administration and before looking toward—the term “offer of settle- 
ment,” I don’t know that settlement is the right term, but looking 
forward to normalizing this situation. 

Mr. Scuer. Did you mean by that adjusting the differences between 
you and the association 4 

Mr. Roserrson. Well, that would be the ordinary—it was a matter 
of developing a normal operation, what we considered normal. 

Mr. Scuer. Does this paragraph refer to the preceding paragraph 
which discussed the Bellehurst operation? Was it an offer of adjust- 
ment of your differences on Bellehurst ? 

Mr. Roperrson. Well, I would say that it does not refer to 
Bellehurst. 

Mr. Scuer. In no way—it does not in any way refer to the Belle- 
hurst situation, this paragraph? This paragraph then is in the 
disjunctive, as we say—it is an entirely different matter? 

Mr. Rozerrson. No; it would have to be involved to some extent 
with Bellehurst. 

Mr. Scuer. To what extent? 

Mr. Rozertson. I can’t answer that. 

Mr. Moss. Mr. Robertson, would you briefly stand aside? 

Mr. Gregory, are you in the room? You have been sworn before 
the committee. 

You can stay where you are, gentlemen, just stand aside technically. 

Mr. Gregory, are you in a position to give us testimony on the nature 
of the settlement which was under consideration and discussed in 
this letter of January 5, 1960? 

FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 

LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Grecory. I don’t have that particular resolution here, but in 
October 1957 our board of directors, at the request of Mr. Robertson, 
and the other members of the Board—I do have it now. 

Mr. Moss. Will you repeat the date ? 
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Mr. Grecory. October 1957; our board of directors adopted a rego- 
lution on October 14, which embodied all of the then known matters 
that had been discussed with the Board, including the lawsuits, and 
attempted to arrive at a formula that would be satisfac tory to them 
and by which the association could still survive. 

We adopted the resolution and made the offer to the Board on that 
basis. 

Mr. Scuer. Well, what was that resolution, Mr. Gregory ? 

Mr. Gregory. Shall I read it to you? 

Mr. Scuer. If you will digest it and submit it for the record, that 
will save a lot of time. Would you digest it, if that is possible? 

Mr. Grecory. Yes. It provided that the association officers would 
submit to the U.S. court and ask for an order to show cause why we 
should not be able to settle with the Home Loan Bank Board on the 
basis embodied in the resolution. 

The objective of the order to show cause was to give the share- 
holders an opportunity to be heard and bind them on a settlement, if 
one was made. 

The settlement would provide that the association absorb aupproxi- 
mately $365,000 of attorney’s fees and court costs that had been in- 
curred and paid out by the U.S. court, but not yet assessed against the 
Long Beach Federal, or against anyone. The court withheld the 
right to assess those charges against other parties. 

It also provided—and before I leave the attorney’s fees and court 
costs I should also say that the bond furnished by the prior conserva- 
tor, Mr. Ammann, was in the penal sum of $100,000 for any violation 
of the bond, but it also had a rider. The rider provided that was un- 
limited as to amounts incurred in attorney’s fees and costs for the 
recovery of any of the association’s assets, and it has been our conten- 
tion and our feeling that the bond would cover the amount of at- 
torney’s fees here involved bee: ause the major portion of it was spent in 
an attempt to recover the association’s property. 

We were wi aiving our right to levy upon Mr. Ammann’s bond, and 
the attorney’s fee provision, when we waived the $365,000. 

In some measure that would be true of the next item of $167,605 as 
litigation costs and other expenses incurred as a result. of the conser- 
vatorship. 

There was a check that had been interplead in the U.S. court for 
$50,000 by the association’s attorney at the time it was originally 
seized, and that was to be used as a part of the attorney’s fees in the 
final settlement of the case. The check has not yet been used. 

There was to be deposited in court an ad litional $100,000 for the 
payment of additional attorney’s fees, the shareholders’ lawyer, the 
trustees’ lawyer, and the various others that had been involved in 
facets of the litigation. 

There was an item of $89,780.54 to be compromised on some basis that 
was a part of the charges made by the former conservator against the 
association, billed after he had gone, but FBI agents and the con- 
servator in making their accountings had always been unwilling to 
give an itemization of the billing. We were ‘unable to determine 
what it was for, and upon what basis the association was to be paid, 
and in the conferences Mr. Creighton advised that he had analyzed tt 
and he thought the Board could sustain maybe half of it, or maybe 
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more, but approximately that, and we were to leave that to his judg- 
ment on how we worked that out. 

One of the prior Boards, however, had agreed to waive the amount 
of the so-called billing of $89,000. I notice that is in the examiner’s 
report, the last one that we had. 

The association was to pay the amount of insurance premiums in 
dispute, and pay interest for the time that it had been in court. 

Mr. Houirietp. And this was to be paid out of the registry of the 
court, the sums that were deposited in the registry of the court ? 

Mr. Grecory. That is right; paid out of the registry of the court as 
a part of the compromise settlement. 

Mr. Houtrietp. And you agreed to pay those sums and interest on 
those sums for the per iod of time the *y had been in the registry of the 
court ¢ 

Mr. Grecory. Yes, sir; that is true, as a part of the overall com- 
promise sett lement. 

In addition, there was a $17,000 item on a judgment of U.S. bonds, 
and I am not sure exactly what that was without looking it up. 

The Feder . Home Loan Bank of San Francisco was to return to us 

$5,300,000 U.S. Government bonds that it has, which we have not been 

able to get, togethe r with the interest that had accrued on the bonds 
in the meantime, and also the amount of $994,856.16 of the associa- 
tion’s cash that they held. 

Mr. Hotirreip. Do you mean they held these bonds and cash when 
they restored the institution to you on the order of the Federal court ? 
Mr. Grecory. When they restored the institution to us on the order 
of the Federal court, they held promissory notes executed by the 
former conservator on which he testified that he had at least a por- 
tion of them executed in blank, and in at least one instance the bank 
had inserted the amounts—I think in all they had inserted the 
amounts, but in one instance they inserted the association’s name above 

his signature. 

Those have been in contest for quite a long time, but for lack of con- 
sideration and various other defenses to the payment of them the 
Federal Home Loan Bank of San Francisco claimed as security 
$5,300,000 of the association’s bonds, plus some accrued interest, and 
they also had about $8.5 million worth of our notes and deeds of trust, 
substantially all that were left in the association. 

We fin: ally, through various court orders, got an order directing the 
San Francisco bank to deliver the bonds and the trust deeds to the 
court, and the court quieted the title to the $8.5 million loans con- 
strued as excess collateral. 

The association then offered to pay a tender for the payment of the 
full amount claimed by the bank into the registry of the ‘court, which 
we thought would release their lien wpon any of the additional as- 
sets pending the outcome of the « ‘ontroversy. We never got possession 
of them, and finally through a cireuit court decision, based upon a 
technicality and not upon the merits of the case, the circuit court of 
appeals directed that the bonds be delivered to the Federal Home Loan 
Bank of San Francisco, together with nine hundred-some thousand 
cash that had been accumulated in the registry of the court by the 
prepayment of trust deeds during the time ‘the court had them, pend- 
ing the outcome of the litigation. 
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The bank had sued the association in the meantime in the State 
court, and we made another tender in the State court of a check for 
$7,005,000, and the check was held intact and is still held intact as q 
continuing tender in order to attempt to recover the bonds and the 
cash. 

Mr. Moss. All of these items were tied up in this agreement? 

Mr. Grecory. All of the items were tied up in the agreement, 

Mr. Moss. And this was the agreement, then, to which Mr. Robert- 
son referred, or the offer of settlement—not agreement, but an offer 
of settlement. 

Mr. Grecory. It was an offer of settlement. 

Mr. Moss. Had this been negotiated with Board personnel ? 

Mr. Grecory. It had, with the Board personnel; Mr. Creighton 
and two of the staff came to Long Beach and stayed for a while dur- 
ing I believe it was February 1957. We went over all of the mat- 
ters that they had ever brought up so far as we knew about the 
association. 

We thought we came to an agreement in connection with it, and 
it was October before we finally got the thing formalized into a 
resolution after writing them correspondence in reference to the 
conference which was never objected to by them, but I think pretty 
well set out the discussions and what was done. 

Mr. Moss. Were any of these items which were included in that 
proposed agreement covered in the supervisory letter of February 
14, 1949, the first one received after the institution was returned to 
your management ¢ 

Mr. Grecory. x am sorry; would you read the question to me? 

Mr. Moss. Were any of the items in this proposed agreement, items 
dealt with in the supervisory letter of February 14, 1949! 

Mr. Grecory. I don’t remember specifically what was in that super- 
visory letter. In order 2015, the formal order they issued later to 
reseize the association while we were pressing for an accounting, 
most of these items were involved in that. 

Mr. Moss. We will want to examine you later on these supervisory 
letters. 

Mr. Grecory. I shall be glad to testify. 

Mr. Moss. You are here in response to a subpena. 

Mr. Scuer. Shall I continue? 

Mr. Moss. You may continue. 

Mr. Scuer. Mr. Gregory, this letter you received on January 5, 
1960, was that the last letter ‘you received from Mr. Robertson ? 

Mr. Grecory. That is the last letter I received 

Mr. Scuer. 1960, I am sorry. 

Mr. Grecory. That is the last letter I received from Mr. Robert- 
son, yes, sir, and then I answered it in February, I think it was. 

Mr. Scuer. You answered it on February 9, 1960? 

Mr. Grecory. I think that is right. 

Mr. Scuer. Is this the letter you wrote to Mr. Robertson ? 

Mr. Grecory. Yes, sir; that is the letter in which we told Mr. Rob- 
ertson if he had objection to the Bellehurst loans, we would sell them. 

Mr. Scuer. Incidentally, in this paragraph on offer of settlement, 
did that have anything to do with the Bellehurst problem ? 
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Mr. Grecory. I don’t think it did. At least we in interpreting the 
letter thought it referred to this resolution. 

Mr. Scuer. Now, just to make it clear, this was the last written 
communication on this whole problem, your letter to Mr. Robertson 
of February 9, 1960? 

Mr. Grecory. That is the last one from Mr. Robertson. We had 
an examination—— 

Mr. Scuer. January 5, 1960, was the last communication from Mr. 
Robertson ¢ 

Mr. Grecory. That is the last one. 

Mr. Scuer. And to Mr. Robertson, February 9, 1960. Did you get 
a letter after that ? 

Mr. Grecory. No, sir; I got no letter after that, excepting this. We 
had an examination start on January 25; and, during the course of 
the examination, the examiners wrote letters, three or four, asking for 
information which—— 

Mr. Scuer. You gave them? 

Mr. Moss. Did you give it to them ? 

Mr. Gregory. I think there are two instances in which I haven’t 
been able to get the information for them at the time of the seizure. 

Mr. Moss. They were pending at the time of seizure ? 

Mr. Grecory. That is right. 

Mr. Scuer. I offer in evidence the letter to Mr. Robertson from Mr. 
Gregory of February 9, 1960. 

Mr. Moss. Is there any objection? 

(No response. ) 

Mr. Moss. That will be exhibit C-12. 

(Exhibit C-12 appears in the appendix on p. 819.) 

Mr. Scurer. While you are here, Mr. Gregory, were you present at 
the visit of Mr. Robertson to the Bellehurst site 4 

Mr. Grecory. Yes, sir; I was. 

Mr. Scurr. Just what happened there? Give us briefly a descrip- 
tion of what happened. 

Mr. Grecory. We picked Mr. Robertson up at Los Angeles, drove 
him out by the Freeway, pointed out the industrial sections, the loca- 
tion of it in relation to the Freeway, the proximity of the develop- 
ment to the industrial section, and the manner in which it was cen- 
trally located ; showed him over the subdivision. Took him into the 
houses of some of the people who had purchased homes, took him up 
through the clubhouse and down through the youth center there and 
watched the folks on the swimming and diving teams for a while. 

Mr. Robertson, after we had had lunch, met some of the principals 
in the Bellehurst subdivision group. After we had discussed in the 
clubhouse various subjects, Mr. Robertson rode in one of the electric 
carts down through the golf course section of the area, and we picked 
him up down at the other end of it and went over some other facets 
of the subdivision, and then took him back to Los Angeles. 

Mr. Scurr. Did Mr. Robertson tell you he was unhappy about any 
development at Bellehurst ? 

Mr. Grecory. He told me he was very pleased with the caliber of 
people he met that were connected with the Bellehurst: project. 

I showed him a letter right after he got out of the electric cart down 
at the end of the subdivision. I got out of my files and showed him a 
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commitment for a sale of a million dollars worth of the Bellehurg 
loans and, as I remember the remark, he said: 

I shouldn’t think, having gone through the problems of developing the syp. 
division, that you would want to make the sale. 

We discussed it, and its facets, its advantages, the fact that that 
type of property—— 

Mr. Scuer. Excuse me, Mr. Gregory. I didn’t understand the 
business about the sale. we you ‘explain that ? 

Mr. Grecory. Yes, sir. I had a letter, it was in my file, one of 
the files—— 

Mr. Moss. Will you produce that letter for the subcommittee? Jt 
will be marked “exhibit C—13.” 

Mr. Gregory. Yes, I will. 

(Exhibit C—13 appears in the appendix on p. 823.) 

Mr. Houtrreip. Do you recall who it was from? 

Mr. Grecory. One of the companies with which Mr. Walker js 
associated, called Sutherland Sales, or some similiar name. It is a 
manufacturing concern, and they had agreed to purchase a million 
dollars worth of the loans that were developed in the Bellehurst 
properties. I showed Mr. Robertson the letter at that time. 

Mr. Hortrretp. Were you selling those loans at a considerable dis- 
count, or a normal discount, or no discount at all ? 

Mr. Grecory. No discount at all. 

Mr. Scuer. Why should they want to buy them, then? 

Mr. Grecory. It was an investment program with them, and I had 
told Mr. Walker on the previous discussion with some of the Home 
Loan Bank Board group that they had raised a question of con- 
centration, and that I thought we should begin to break down the 
concentration, not from the standpoint of a bad investment at all, but 
simply from the standpoint of satisfying the Federal Home Loan 
Bank officials. 

Mr. Hortrrecp. They had expressed some dissatisfaction in regard 
to the concentration 4 

Mr. Greoory. They had raised a question. 

Mr. Horrrtetp. What do you mean by “concentration” ? 

Mr. Gregory. Generally I think it is meant by “concentration” the 
number of loans to a given individual. 

Mr. Houirrevp. And did you receive any kind of a formal letter 
ordering you or directing you to take this step of disposing of these 
loans in order to effectively correct this so-called concentration? 

Mr. Grecory. No: we received no order of any kind. We did 
receive a request to discusss with them the loans, I think before Mr. 
Robertson was out, and after he was out there. 

Mr. Hotirtecp. Well, why did you take this step or consider taking 
this step of sale of the loans ? 

Mr. Grecory. Primarily because the mere raising of the question 
had given us some thought—we were in controversy with the Board 
and we wanted to give no opportunity, or no reasonable opportunity 
to criticize the association. 

Mr. Hottrrevp. It was an attempt on your part to satisfy what you 
thought might be a criticism of the Board, an informal criticism ! 

Mr. Grecory. That is right. 
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Mr. Hotirrerp..Anddid you discuss this matter with Mr. 
Robertson ¢ 

Mr. Grecory. Very briefly. 

Mr. Howirrecp. You did notify him that you were planning this, 
and then he made the comment which you previously stated ? 

Mr. Grecory. That is right. 

Mr. Houirievp. Did you take from that comment that he objected 
to your doing this? 

Mr. Grecory. No; I took from the comment, after having looked 
at the subdivision, that he didn’t think it would be necessary; that 
he thought it was a sound enough project that it wouldn’t be neces- 
sary for us to m: ake the sale in order to satisfy them. 

Mr. Hotirrevp. But nevertheless and notwithstanding your feeling 
that he felt that the subdivision was what you might call a bona fide 
investment, you did attempt to move toward the elimination of the 
so-called concentration / 

Mr. Grecory. I was so convinced that on Mr. Robertson’s reaction 
to the letter we waived the letter and didn’t ask the people to buy 
the loans, so we didn’t make that particular sale. 

Mr. Hotirrevp. Is it normal in the case of selling loans to offer a 
discount on loans of that amount of money, around a million dollars? 
Is it customary to offer points of discount in order to sell them, or do 
you ordinar ily sell them for face value 4 

Mr. Grecory. It depends on the money market. We have sold to 
insurance companies at face value at various times over the life of our 
company without discount, and without points. The money market 
has been very tight for the last couple of years, it would be difficult 
to sell. However , we had arranged as a part of this project, after 
the January 5 letter, for a sale of $5 million worth of the loans with- 
out a discount, and that was in progress at the time of the seizure. 

Mr. Howtrrerp. Would that be an indication that the loans were of 
good value if you could sell them in the tight money market of 1960? 

Mr. Grecory. Yes, it would be. 

Mr. Houtrretp. Late 1959 and 1960 at par value ? 

Mr. Grecory. That is right. The association was getting par for 
them, but I must hasten to tell you that as a part. of that sale, the 
entire project was being sold to a different group of builders, and 
they were setting aside enough money to absorb the discount. The 
discount would have amounted to one-fourth of 1 percent, so that 
the loans would yield 614 percent instead of the 6 percent. 

Mr. Hotirretp. W ho were these people that were offering to buy 
this $5 million ? 

Mr. Grecory. It was a syndicate headed by Mr. Lloyd Whaley. 

Mr. Horirrerp. Is Mr. Lloyd Whaley a responsible individual, 
he financially responsible, and are the members of his syndicate men 
of financial responsibility ? 

Mr. Grecory. The people associated with him, yes, and so is he. I 
want also to tell you that in this order that they have for the appoint- 
ment of a representative in charge, it refers to loans of $6 million to 
an individual. If we get into these two projects, I would be glad to 
go into the merits. He is a man of responsibility, he has the resource 


to comply with his commitment, and he has the background and 
experience to make it successful. 
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Mr. Houirtetp. Have you loaned him over the years? 

Mr. Gregory. Yes, we have. 

Mr. Houtrrevp. Has his subdivisions been large or small subdi- 
visions ? 

Mr. Grecory. He has built and sold approximately 22,000 houses 
in and around the Long Beach area, successfully. 

Mr. Hotiriecp. He is what you would call a large housing con. 
tractor ¢ 

Mr. Grecory. A large developer; yes, sir. 

Mr. Hotrrevp. Has he always paid his obligations ? 

Mr. Gregory. So far as I know, he has. 

Mr. Houirrevp. I mean to you. 

Mr. Grecory. There have been times when there were a few months 
on some particular projects that would be delayed a bit. There were 
times when he was prepaid, but never at any time was there any 
jeopardy on any project in which he was involved. 

Mr. Houtrrmip. Mr. Chairman, I re: lly hadn't intended to get into 
this subject at this time, because I thought possibly we should develop 

each one of the points that are involved, and I will desist at this time, 
Let’s carry this over further. I have a number of questions I want 
to ask with regard to this Bellehurst project. 

Mr. Scuer. Are we going to get in evidence the report and action? 

Mr. Moss. The proposed agreement referred to in Mr. Robertson's 
letter ? 

Mr. Scuer. Yes. 

Mr. Grecory. There is also a part of the resolution, or a part of 
the discussion of the board of directors of the association which I 
should like very much to introduce in connection with it, and may I 
have permission to do that ? 

Mr. Moss. In connection with the resolution, the agreement? 

Mr. Grecory. That is right, sir. 

Mr. Houtrrevp. Is that a letter of transmittal ? 

Mr. Grecory. The letter of transmittal is there. We also had the 
résumé of the conditions existing upon which the board of directors 
based the resolution, which is a part of the association’s minutes. 

Mr. Moss. Is there objection to Mr. Gregory’s request ? 

(No response. ) 

Mr. Moss. Hearing none, it will be introduced and bear the exhibit 
number C-14. 

(Exhibit C-14 appears in the appendix on p. 824.) 

Mr. Scuer. Mayl also introduced a brief letter of June 22, 1959, 
from Mr. Robertson to Mr. Gregory in which he says that on his 
return to his office—— 

Mr. Horirretp. What is the date? 

Mr. Scuer. June 22,1959. [Reading:] 

On my return to the office this morning, I found that Mr. Hallahan was out 
of town but told Mr. Dixon briefly of Mr. Newell’s and my interesting visit to 
Bellehurst last Saturday. Not only was it an informative trip, but also a 
pleasant one. We appreciated the cordial hospitality of you and your associates 
and thank you again for your courtesies to Mr. Newell and me. 

Yours sincerely, 
ALBERT J. ROBERTSON. 

Mr. Moss. That will be exhibit C-15. 

(Exhibit C-15 appears in the appendix on p. 832.) 
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Mr. Laniean. I had one additional question on the letter while 
you are here, Mr. Gregory. | 

On page 2, the letter has two paragraphs which read as follows: 

“You mention a plan”—this is the letter to you from Mr. Robertson. 

Mr. Grecory. What is the date of the letter ? 

Mr. Lanican. January 5, 1960. 


You mention a plan to convert to a State-chartered mutual association and 
state that this Board’s approval is not necessary for this conversion. Whether 
or not this is the case, there seems to be little question that the approval of the 
California Savings and Loan Commissioner is necessary. Until he is prepared 
to consider the matter it is idle for you to imply that this Board is impeding 
such a program. If, as you indicate, it is your desire to liquidate the associa- 
tion and distribute to the shareholders the value of their share accounts, plus 
their pro rata interest in the reserves, we can see no necessity to convert to a 
State association to accomplish that purpose. In any event, we do not see any- 
thing to be gained by the shareholders, the Board, or the association in trans- 
ferring the existing supervisory problems and the litigation to the same associa- 
tion operating under a different name and form. 

Furthermore, since under any plan of conversion the resulting association 
would be insured, the Board is of the present view that it could not look with 
favor upon any plan of conversion and ultimate liquidation that did not assure, 
in advance, that all supervisory problems would be or had been resolved and 
that all existing litigation had been terminated. 


Now, prior to January 5, 1960, had you had any discussion with the 
members of the Board and their staff regarding the plan to convert the 
association to a State mutual association ? 

Mr. Gregory. Yes, sir; I had. The subject was first raised on Mr. 
Robertson’s visit to the Bellehurst subdivision. On our way back to 
Los Angeles, I told him our shareholders had wondered if it wouldn’t 
be the appropriate thing for them to do to convert to a State chartered 
company, and then during the course of discussion I told him that 
after we had explored it, if it became feasible or seemed feasible I 
would come back, or at least communicate and discuss it further witb, 
him, that I would keep him advised on developments. 

There was a letter—from memory, I would say in August, but I 
could miss the date a little—at least between that and November, and 
I will bring in the letter. There was a letter in which we set out our 
ideas on the subject to the Board, Mr. Robertson and the other two 
members, and we discussed it quite extensively. I think that we had 
a discussion before the November meeting, one meeting I think we had 
before that between Mr. Robertson’s visit and the November meeting. 
We went back to Washington and discussed it with the Board, and I 
have a résumé of that meeting, also, and a letter on it. 


Mr. Lantcan. You had a discussion of the proposal at the Novem- 
ber meeting ? 


Mr. Grecory. Yes, sir; we did. 

Mr. Laniean. Did the question come up as to whether or not the 
conversion could be made without Board approval ? 

Mr. Grecory. It was discussed. Mr. Creighton, as I understood it, 
advised the Board in my presence that the Congress had taken away 
from the Board the right to approve or reject, when I was asking the 


Board for their approval. He advised the Board had taken away from 
them 


Mr. Horirretp. You meant the Congress, did you not ? 
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Mr. Grecory. Congress had taken away the right to approve or 
reject. The Board did not have the power to approve or reject be- 
cause Congress had taken it away from them. He said there might be 
other ways of stopping a conversion if it were deemed necessary, but 
that the Board did not have a right to do it based upon the existing 
law. 

Mr. Moss. That would appear to be a mild understatement of faet 
at the moment. 

Mr. Grecory. It would seem that way, sir. 

Mr. Lanitcan. Could I go on, Mr. Chairman ? 

Now, it has been testified that the Federal examiners came to the 
bank about January 5—— 

Mr. Gregory. January 25. 

Mr. Langan. January 25, 1960. Subsequently, they are still there 
and have been there ever since / 

Mr. Gregory. That is correct. 

Mr. Lanican. After the Federal examiners came to the association 
on January 25, 1960, did any State examiners appear at the associ- 
ation ? 

Mr. Grecory. After we received Mr. Robertson’s letter saying that 
in any event the consent of the State examiners would be necessary, 
we discussed it among our group and we decided that it would be sort 
of futile to go back and discuss the conversion further with them un- 
til we procured the approval of the State examiners, so we submitted 
an informal application to the State savings and loan commissioner— 

Mr. Houirmip. What do you mean by “informal application”? 

Mr. Gregory. We filled out pretty much everything that they would 
need to process an application, and we asked them to make a prelimi- 
nary examination of it so we would have a basis of discussion, and 
we submitted to them a complete docket. of our loans, list of loans, 
locations and amounts that had been paid, the general information 
upon which a commissioner could base a decision. 

After they had the documents there for a while, we had a con- 
ference with them again, and as a result of that conference we for- 
mally submitted the application. 

Mr. Lanican. What was the date of that formal application? 

Mr. Grecory. The date of the application and the date that they 
considered it a formal application are quite different. The date they 
considered it a formal application is the date of a check that we gave 
them from Long Beach Federal, and I have looked in my files—ap- 
parently that was among the seized documents to the date. It, how- 
ever, was maybe 3 weeks before the seizure. 

Mr. Moss. You did submit the check ? 

Mr. Grecory. I did submit the check. 

Mr. Moss. At the conclusion of the hearings this afternoon, the 
offices of the State building and loan commission will still be open. 
You will put in a call to him and ask for the date of that check. 

Mr. Grecory. You might ask for Mr. Mackin and Mr. Silibaugh. 

Mr. Houtrietp. As I understand it, the check is in the State build- 
ing and loan 

Mr. Grecory. They considered that the formal date of application. 

Mr. Lanican. Then after that formal application, did State exam- 
iners appear on the premises of the Long Beach Association / 


bat oe 8A) heed 


tin 


ass 
I 
] 
soc 
} 
val 
the 
} 
} 
eds 
bac 
) 
con 


\ 
exa 


bot hd bt 


- 


no 


at ob bh 


ine} 
ine} 
\ 
qui 
wit 
whi 
In 
pro 
sat 
\ 
not! 
of t 
\ 
\ 
\ 
LD 
evel 
Was 
M 
M 
M 
ing 
sum 
M 
M 


or 
be- 
be 
but 
ing 


Fact 


the 


here 


tion 
SOC 1- 


that 
sary, 
SOTtT 
. un- 
itted 
er— 
‘ould 
limi- 
and 
OanNs, 
ation 


con- 
» for- 


they 
they 
grave 
ap- 
how- 


n, the 
open. 


yaugh. 


build- 


“ation. 
exam- 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 235 


Mr. Grecory. Yes 

Mr. Lanican. What date, do you recall ? 

Mr. Grecory. About 2 weeks before the seizure. 

Mr. Laniean. And did they continue on the premises until the 
time of the seizure ? 

Mr. Grecory. They were there, and their briefcases were in the 
association at the time of the seizure. 

Mr. Lanican. Did the Federal examiners—— 

Mr. Hottrietp. What do you mean their briefcases were in the as- 
sociation ¢ 

Mr. Grecory. Their work cases, their briefcases they had left in the 
vault overnight, so when they seized our company, they 
their briefcases. 

Mr. Hotrrrevp. Then what happened ? 

Mr. Grecory. I have been advised, I don’t know of my own knowl- 
edge, I have been advised it took them about a day to get them 
back. 

Mr. Moss. Ask for the facts on that at the time you talk with the 
commissioner. 

Mr. Lanican. Were the Federal examiners present when the State 
examiners came in ? 

Mr. Grecory. Yes, sir. 

Mr. LantGan. Did they see the State examiners come in ? 

Mr. Grecory. I don’t know whether they saw 
not, but they saw them there. 

Mr. Lanican. They did see them there ? 

Mr. Grecory. That is right. 

Mr. Laniean. Do you know whether or not the Federal exam- 
iners took any action or steps to inform anyone that the State exam- 
iners had put in an appearance ? 

Mr. Grecory. I don’t know what action they took. They were 
quite inquisitive as far as I was concerned, and every time I was back 
with the Federal examiners, someone or another of them asked me 
what progress they were making. Mr. Konecky, and the examiner 
in charge, Harrington, both were quite inquisitive as to what the 
procedure would be if the examination by the State examiners was 
satisfactory. 

Mr. Lanican. Did they indicate to you whether or not they had 


notified the Board in W ashington or in San Francisco of the presence 
of the State examiners ? 


Mr. Grecory. No, sir, they did not tell me. 

Mr. Lanican. That is all I have. 

Mr. Smiru. I have a couple of questions. 

Do I correctly understand you to say that your offer to sell what- 


ever percentage of this Bellehurst loan the Board would request, 
was a part of this settlement, or was this something separate ? 

Mr. Grrcory. That is separate from the offer to settle. 

Mr. Smirn. What percentage of your liabilities were in those loans? 

Mr. Grecory. Without looking up the percentages, it has been vary- 
ing in amount, there is about $14 million now that has not been as- 
sumed by someone else, either by contracts, sales, or outright deeds. 

Mr. Suir. Are these « ‘onventional, FHA, or GI? 

Mr. Grecory. Conventional, all conventional. 
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them come in or 
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Mr. Smirn. You did offer to sell whatever amount was necessary 
to bring that in line with the Board’s desire, is that correct ? : 

Mr. Grecory. We offered to sell $5 million worth of the loans, 
Then we pointed out that if we converted to a State-chartered com- 
pany, there would be available in a capital stock company $5.5 mil- 
lion of loans which could cut down the loans equal to not much more 
than the amount of surplus there was left in the company, so there 
could be no particular question about it. 

Mr. Smiru. Were these 6-percent loans ? 

Mr. Grecory. Six percent. 

Mr. Smirn. Made over what period of time? 

Mr. Grecory. From 1956 up to about the middle of 1959. 

Mr. Moss. Had you received a supervisory letter regarding these 
loans? 

Mr. Grecory. After the discussion today, I am not sure I know 
what a supervisory letter is. 

Mr. Moss. I am not, either, but we have established that one has 
three elements. It sets forth a complaint or a definitive statement as 
to a condition. It then suggests an action, either suggests or directs 
or whatever term might be used, but it implies you had better do 
something. Then it asks that you report back to the Board, or to the 
supervisory person responsible for the letter. 

Now, that is as close as we have been able to come to a definition. 

Mr. Grecory. I should like to go through our files and on my next 
visit here bring with me all the letters we have gotten in connection 
with the matter so that the letters may speak for themselves. 

Mr. Moss. We have identified the letters as the ones under date of 
June 26, 1959—I have the dates, if you would like to have them. 
Those have been identified as the only supervisory letters. 

August 21, 1958. 

December 7, 1954. 

June 21, 1954, and that was transmitted to the board of directors 
of Long Beach on June 29, 1954. 

February 14, 1949. 

Mr. Gregory. Most of those, I am confident, bore a suggestion as 
to a conference with the Board or their personnel for discussion in 
bringing them up on at least our views of what the status of the 
various things were. I should, however, like for the letters to speak 
for themselves. As I remember them 

Mr. Moss. There too we have been faced with some peculiar cir- 
cumstances. These are great secrets of state. 

Mr. Grecory. So far as I am concerned, sir, there is no secret at 
all, and I don’t intend to invoke any kind of privilege, or ask for it. 

Mr. Moss. Should you, sir, I would be inclined to order, under the 
subpena, their production. 

Mr. Gregory. I would expect that. 

I also would like to point out to you gentlemen that I haven't been 
surrounded with a group of attorneys, and there has been nobody 
nudging me as to what to say or what not to say. 





Mr. Moss. It is refreshing to find a witness capable of speaking for 
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Mr. Grecory. I am very willing to give this committee every fact 
that I can find that will bear upon the subject, and I think ‘it has 
been on merit, what we have done, and there is merit to what we have 
done. 

Mr. Moss. The Board apparently is fearful that the Congress might 
exercise some judgment, and prefers to work under a cloak of secree y. 
It is a disgusting thing to me that they have so chosen, but nev erthe- 
less they have, and we have not finished dealing with it, however, nor 
shall we. 

I think that that will be all for the moment, Mr. Gregory. I re- 
gret that it is necessary to require that you spend the ‘weekend in 
Washington when you could be at home, but the extremely difficult 
situation confronting the committee has made it necessary for these 
hearings to extend bey ond the time I h: id originally programed and, 
because of the complete lack of cooperation from the Board, I am not 
prepared at this moment even to hazard a guess as to how long they 
might continue, but we will try to take cognizance of your problems 

and expedite as much as possible. 

Mr. Grecory. We will make our time available to the committee 
and help however we can for whatever time it takes. 

Mr. Moss. Thank you. 

Mr. Houirietp. Mr. Chairman, are you concluding now ? 

Mr. Moss. Yes; I think so. It is now 5:30. I know Mr. Wall- 
hauser has to return to his home in New Jersey. I had promised him 
to adjourn these hearings at 5, but it was not possible, and for that 
I apologize. 

The hearings will adjourn now until 10 o’clock on Monday morn- 
ing, when we “will expect the appearance of the same w itnesses. 

(W hereupon, at 5:30 p.m., the subcommittee adjourned, to recon- 
vene at 10 a.m. Monday June 13 3, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


MONDAY, JUNE 13, 1960 


House or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., George Washington Inn, Hon. 
John E. Moss (chairman of the subcommittee) presiding. 

Members present: Representatives John E. Moss (presiding), Chet 
Holifield, Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff ; and Jacob Scher, 
subcommittee counsel. 

Mr. Moss. The subcommittee will now be in order. 

Mr. Robertson, would you return to the stand, and, Mr. Sloane, 
you may come forward and sit with the Board’s staff. However, I 
feel I should caution you that you are there for the purpose of ad- 
vising, and not of interrupting. 


TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 
HOME LOAN BANK BOARD; ACCOMPANIED BY WILLIAM J. 
HALLAHAN, BOARD MEMBER; THOMAS H. CREIGHTON, JR., 
GENERAL COUNSEL; EDWARD E. SLOANE AND SIMON H. TREVAS, 
ATTORNEY-ADVISERS; JOHN M. WYMAN, DIRECTOR, DIVISION 
OF SUPERVISION; AND LAWRENCE M. WALTERS, ASSOCIATE 
DIRECTOR, DIVISION OF EXAMINATION 


Mr. Roserrson. Mr. Chairman, may I say something? 

Mr. Moss. Yes, sir. 

Mr. Rosertson. I, as you can understand, am in a difficult position. 
I want to cooperate with the committee, but, as I previously stated, 
I feel bound to assert. a judicial privilege with respect to any of the 
factual matters embraced in the charges set forth in the Federal 
Home Loan Bank Board Regulations 13372 and 13440. 

[ have asserted this judicial privilege because, under the statute, 
I must act in a judiciary capacity with respect to all of the matters 
embraced in these charges. 

The statute has stated the forum in which these matters should be 
tried. I believe it is understood, but, if not, I want to make it ex- 
plicitly clear that after our part of this judicial proceeding is over 

am perfectly willing to come before this committee and “be ques- 
tioned on any factual matters regarding the Long Beach case. 
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IT am not a lawyer. I do not know the technicalities of the waiver 
of privilege, and therefore feel that I must say to this committee that 
I must at this time respectfully decline to answer any questions with 
respect to any factual matters embraced in the charges. 

Mr. Moss. Well, now, Mr. Robertson, that is precisely why we are 
having the very difficult time we have had for 3 days. 

You are asserting a pees which I do not recognize as valid 
privilege, on two grounds. I don’t for one thing, recognize that 
there is any color of a judicial privilege involved, and, two, we 
are inquiring on a very narrow area into an action already taken, a 
decision already made, an order already entered, and action com- 
pleted. 

We are not inquiring into the additional items which make up the 
parts of order 13440, a prospective action to be undertaken through 
a hearing examiner commencing on the 27th of June. We are in. 
quiring only into these facets of ‘this case which constituted an emer- 
gency on the date 13372 was issued. 

I do not recognize that there is in any independent agency or in 
the executive department the right to unilaterally determine the scope 
of congressional inquiry, yet that is precisely what the Board is under. 
taking to do, telling the C ongress of the United States that we, our- 
selves, are the judge of our actions, and of that which we will impart 
to you. It is because of that that we in Congress must use whatever 
powers we have, whatever means of i inquiry, direct or indirect , avail- 
able to us, to establish the record in this instance, and I realize it is 
difficult for you, it is equally difficult for this committee, but we were 
handed an assignment. I was charged by the chairman of the full 
committee to make a specific inquiry, “and in dise harging my responsi- 
bilities, I can do no less than to use every means of establishing those 
facts on this record. 

Mr. Rosertson. Well, it is our position, Mr. Chairman, as we have 
said before, that the charges which created the emergency are merged 
in the same charges and will be a part of those same charges in the 
administrative hearing, and therefore it seems difficult, if not impos- 
sible, to separate the two. 

Mr. Moss. You acted under a section of law which applies only 
in an emergency situation. 

Now, you did act. You are not in the administrative hearing going 
to review the question of emergency. You are going there to the 
question of the desirability or need of appointing a conservator for 
the instituthsn. You have already placed a supervisor in charge, 
You have already determined clearly and finally that an emergency 
existed. 

You see, that is where we are having our difficulties. We do not 
intend here to inquire into the merits of the appointment of a con- 
servator, because you haven’t taken that action. Whether or not you 

take it depends upon the recommendations of your examiner and ‘the 
conclusions finally arrived at by the Board, but that is the point that 
is so vastly different from that involved in the action already taken— 
a final, official judgment, just as final as a court handing down a deci- 
sion, and you have taken that. It is the element of emergency, where 
you have exercised your power, we direct our inquiry to, to no other 
facet, but where we can’t directly inquire because of the Board's 
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reluctance, then we must undertake the indirect and more circuitous 
route to attempt to establish the situation where this committee can 
gain some information of what the conditions were at the time of 
seizure. As I indicated the other day, this is going to be a most diffi- 
cult thing to do under the circumstances. I don’t know when the 
matter of the 27th hearing will be concluded. I have assumed it will 
be taken into court and reviewed, and that could deny this Congress, 
the 86th Congress, the opportunity to inquire. 

Mr. Rozerrson. I can’t argue the legal merging or the technical 
distinction which you make, but, as a practical matter, it seems to me 
that the matters that caused the Board to decide that an emergency 
existed are very important in the matter of determining whether or 
not a conservator should be appointed. 

Mr. Moss. Is your examiner going to hear the case of the emergency 
and the appointment of a supervisor in charge ? 

Mr. Rosertson. May I ask about that ? 

Mr. Moss. Certainly. 

Mr. Rozertson. Mr. Chairman, Mr. Sloane told me substantially 
what I would have said on my own understanding, that at the admin- 
istrative hearing all of the facts relating to Long Beach will be pre- 
sented, including those facts which led up to the decision or the deter- 
mination that an emergency existed. 

Mr. Moss. Well, I am not going to debate that. I assume that they 
are. I assume that all of the facts included in the original decision 
of the Board, together with other facts—because you have expanded 

our charges in the 13440 order—are going to be considered, but that 
isnot the point at issue here. The point at issue here is that you have 
acted, finally and completely—finally and completely acted, an official 
action of the Board, an official judgment of the Board, a final order, 
and you are not going to review in the hearings on the 27th the ques- 
tion of emergency. You are going to go there under the further 
procedure of the appointment of a conservator—not the appointment 
of 2 supervisor in charge, and therefore the first time you are going 
to permit the accused parties the opportunity of a hearing. It is an 
entirely different type of procedure. 

Mr. Scurer. Mr. Chairman, may I suggest that since Mr. Robert- 
son has indicated that there are some questions that he will answer, 
that we proceed with the hearing and let him claim the privilege as 
to any material he doesn’t want to disclose, and then there will be a 
ruling on each specific instance. 

Further, Mr. Chairman, may I, for the instruction of the witness, 
read several sentences by Attorney General William P. Rogers, who 
has been cited as the ground, or whose statements have been cited as 
the ground for this privilege. 

Mr. Rogers said in his testimony before the Constitutional Rights 
Subcommittee on March 8, 1958—which was reprinted in the Ameri- 
can Bar Association Journal, I believe from which you quoted in 
your first statement here, he states the following: 

In recognizing a right to withhold information, the approach must be not 
how much can legitimately be withheld, but rather how little must necessarily be 
withheld. We injure no one but ourselves if we do not make thoughtful judg- 
ments in the classification process. A determination that certain information 
should be withheld must be premised upon valid reasons and disclosure must 
promptly be made when it appears that the facts justifying nondisclosure no 
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longer pertain. Nondisclosure ean never be just ified as a means of covering 
mistakes, avoiding embarrassment or for political, personal or pecuniary 
reasons. 

Furthermore, Mr. Robertson, did you write a letter on J: anuary 20, 
1958, to John W. Bricker, Senator Bricker, on this problem of acces 
to information in your agency # 

Mr. Rosertson. I don’t recall. 

Mr. Scuer. It is reprinted in the study of administrative agencies 
by the Government Operations Committee. Perhaps we can reffesh 
your recollection if you see this. 

\" Mr. Rosertson. I don’t question that I wrote that letter. 

May I say one thing more, Mr. Chairman ? 

Mr. Moss. ¢ ‘ertainly. 

Mr. Rozertson. We want to make it clear that it is not our thought 
to wait until this administrative matter has gone through all] ‘the 
courts, if it does. When our part of it is finished, we feel we will feel 
free to discuss it. 

Mr. Moss. Well, of course, there we have the problem that agencies 
created by the Congress claim a privilege to determine when the ( On- 
gress can inquire. Now, if there is a right, constitutionally and by 
every tradition, it is the right of the legisl: ature to inquire. One of 
the oldest functions, it has been likened frequently to the grand jury, 
and that right we must preserve. 

It can’t be challenged by those whom we create to exercise our 
powers. To plead a priv ilege, anyone can do that, but to recognize it 
is a very serious thing—very serious. We just don’t recognize it. 

Mr. Watiuavuser. May Lask aquestion? For my own information, 
has the question of executive privilege or judicial privilege ever been 
resolved ¢ 

Mr. Moss. It has not. 

Mr. Watrinavser. It isstill in dispute? 

Mr. Moss. To the extent it has been dealt with—you can cite any 
precedent on one side and I can cite at least a dozen on the other. It 
is @ matter of give and take in Government, and when the Congress 
stands firm, it preserves its right, and its rights are more important 
because they are the rights of the people of this Nation. We are the 
only body who directly acts with their authority. 

Mr. Houiterp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houirietp. Mr. Robertson, how long do you think the adminis- 
trative hearing will last ? 

Mr. Rosertrson. I can only answer that by inquiring as to how long 
the one in Beacon lasted—and I don’t know. I would have to get 
advice on that. 

Mr. Stoanr. Excuse me, Mr. Moss, could we confer? I don't 
know this, myself. 

Mr. Roserrson. I am sorry this is taking so long, but we hadn't 
anticipated this question. I was not here at the time. 

Mr. Houirievp. You were not here at what time? 

Mr. Rorertson. At the time of the Beacon hearing. 

Mr. Horirietp. Were you not a member of the Board ? 

Mr. Rosertson. If I was, it was just. when I came on, but we will 
get the date in just a moment. 
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Can we go on, and I can pick that information up for you ? 

Mr. Hou FIELD. All right, I will come back to it. 

Mr. Scuer. Mr. Robertson, in this letter I referred to from you to 
Senator Bricker , 1 want to read you two paragraphs: 

Misinterpretation of the examination report of a Federal savings and loan 
association could seriously affect the public confidence in it, and the very ex- 
jstence of such institutions are dependent upon the confidence reposed in them 
by the public. The destruction of this confidence is one which would adversely 
affect others and certainly those affected located in the same community. 

Are you asserting the privilege because you want to retain the con- 
fidence of the public in the Long Beach Association? You said in this 
letter to Senator Bricker that. that was the reason for asserting a 
privilege, so that you would not be undermining by disclosures ‘the 
confidence in these associations. 

Now, are you now asserting the privilege to protect the public con- 
fidence in the Long Beach Association 4 

Mr. Rosertson. | would say that the reason we are asserting privi- 
lege is the judicial privilege ‘because we shall be called upon by the 
geiate to decide the question of whether or not a conservator should 

appointed. 

ie Scuer. Then you are not asserting the privilege on this ground ? 

Mr. Rozertrson. The examination report, of course, has not been 
made. 

Mr. Scuer. Exactly, we have not asked for an examination report, 
have we, and you say in this letter that the only time you do assert 
the privilege is on the examination reports. 

Mr. Ropnerrson. That would not be the only time. 

Mr. Scuer. Well, what are some other times ? 

Mr. WattuaAuser. Mr. Chairman, might I ask counsel a question ? 
I want to clarify something. 

Mr. Moss. Would you y ield for a moment ? 

Mr. WatiuAuser. I want to ask counsel a question. Was Mr. 
Robertson asserting executive privilege in that letter to Senator 
Bricker, or judicial privilege? Idon’t understand. 

Mr. Scuer. Mr. Wallhauser, as a matter of fact he was asserting 
no privilege, he was asserting a statutory right, you see, and we are 
contending, sir, that he has certain rights of confidentiality specifi- 

cally granted him under the statute. We don’t question thé it, but we 
question the right of executive or judicial privilege in this broad area 
absolutely without foundation, and we have ample legal precedent for 
that, sir. 

Mr. WatiuaAuser. I just wanted to clarify my mind on that. 

Mr. Roserrson. I am going to ask you to restate your question, if 
there was a question. 

Mr. Watiuavser. One more question your question le: ads me to 
ask, are we contending there is no such thing as judicial privilege on 
the part of the Bo: ard / 


Mr. Scuer. Mr. Chairman, shall we go into that at this point? I 
am willing to. 


Mr. Moss. Well, cert: uinly for the purpose of clarifying for Mr. 
Wallhauser. 
Mr. Scurr. Mr. Wallhauser, there is something, and I believe in 


some unclear way the witness is asserting it. The one area of a 
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judicial privilege is the inhibition against probing the judicial ming, 
This is what they probably mean. 

Now, the probing of the judicial mind is protected. You can’t ask 
a judge why he came to a certain conclusion. We could not ask 
hearing officer, nor, for that matter, as Mr. Moss has so well pointed 
out, we can’t prejudge what they are going to produce before the 
hearing officer, but I submit, sir, that we are not doing that in this 
hearing. We are confining it solely to a determined and final action 
namely the order of seizure. We are not going into the subsequent 
order on the hearing. 

Now, some of them may merge, that is their contention. That some 
may merge is not our fault. There is a finally determined action 
taken, which under the Administrative Procedure Act is a matter of 

ublic record and public notice, you see, and that is our contention, 

ere. 

Mr. Watiuavser. But after the hearing examiner completes his 
hearing, does not the Board then sit and render a decision ? 

Mr. Buss. On a different question. 

Mr. Watiuauser. Based on the hearing examiner’s recommenda- 
tions ? 

Mr. Scuer. Yes, but that does not convert the nature of the Board’s 
activity. That is, upon appeal after the hearing officer has coneluded 
his report and made a finding or recommendation, the Board, upon 
appeal, as I understand it, may review, but that action of the Board 
is subject to judicial review upon the basis of the evidence. 

Mr. Wautuuauser. I don’t believe it is upon appeal. I believe it is 
their function to render decision based upon the recommendation 
of the hearing examiner, and then there is an appeal in their decision, 

Mr. Scuer. We might go into that, sir, as to their exact procedure, 
because there are varying procedures, and that is one of the reasons 
for the present study of the loopholes in the Administrative Proce- 
dure Act. 

Mr. WatiHavser. Thank you. 

Mr. Houirretp. Mr. Chairman, I renew my question. You have an 
administrative hearing set for the 27th of June. Can you at this time 
give the committee an approximation—and I do not ask a specific 
estimate on your part, but an approximation of the time that might be 
involved in the examiner’s actions, and I want to include in the 
examiner’s actions and in this time period that period which will ob- 
tain before you receive the final matter for decision. 

Mr. Creighton, would it be convenient if you sat up a little closer, 
or are you not feeling well this morning? 

Mr. Creicuton. No, sir, I think that you can best develop that by 
reading our rules of procedure with respect to an administrative 
hearing. It sets forth the time limits in which certain things must be 
done, namely that the hearing officer after the evidence is in and 
after exceptions have been made, after the evidence is in and each 
side files its suggested findings and conclusions of law, then the hear- 
ing officer—and briefs are filed—then the hearing officer has a cer- 
tain time in which he renders his decision. 

Mr. Ho.irretp. His recommendations? 

Mr. Creicuton. His recommended decision to the Board, and then 
there is no time limit in the rules under which the Board must make 
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its decision, but the other time limits are set forth in the rules of 
rocedure. 

Mr. Houirrerp. All right; you are aware of those stated times. Can 
you give to the committee what those stated limits are? 

Mr. CretcuTon. I don’t have it right offhand, but the rules will 

s. 
a Howtrretp. Will you read to the committee the rules which set 
forth that time limit ? 

Mr. Cretauton. May Mr. Sloane read them to you? 

Mr. Houirrevp. Yes. 

Mr. Moss. Mr. Sloane. 

Mr. Stoane. I want first of all to point out I am reading from 
section 509.8 of the General Regulations of the Federal Home Loan 
Bank Board, sir, and I suppose perhaps the fairest. way is just to read 
the whole thing in—it is lengthy, but I think that is probably the best 
way todo it. Section 509.8 states: 


Pach party to a hearing shall have a period of 15 days or such further time 
as the presiding officer for good cause shall determine, running from the date 
of the notice of the filing of the transcript, to file with the Secretary. for 
submission to the presiding officer of proposed findings and conclusions, which 
may be accompanied by brief or memorandum in support thereof. A copy of 
all such material shall be delivered by the Secretary to the presiding officer and 
to the other party to the proceedings, and all such proposals, briefs, and memo- 
randa shall become a part of the record. 


Subsection (b) provides: 


The presiding officer, unless such presiding officer shall be the Board, shall 
within 15 days after the expiration of the time allowed for the filing of pro- 
posed findings and conclusions, or within such further time as the Board for 
good eause shall determine, file with the Secretary and certify to the Board for 
decision the entire record of the hearing, which shall include his findings and 
conclusions and his recommended decision, the transcript, exhibits (including 
on request of the parties concerned any exhibit excluded from evidence or 


tenders of proof, exceptions, rulings, and all briefs and memoranda filed in 
connection with the hearing. 


The section 509.9 provides: 


Promptly upon the filing of the record, the Secretary shall serve on the 
institution involved a notice of such filing together with a copy of the presiding 
officer's findings, conclusions, and recommended decision. Each party shall 
have a period of 15 days from the date of such notice, or such further time as 
the Board for good cause shall determine, to file with the Secretary exceptions 
to the findings, conclusions, and recommended decision or any part thereof, or 
to the failure to make any finding, conclusion, or recommendation or to the ad- 
mission or exclusion of evidence, or other ruling of the presiding officer, sup- 
ported by such brief as may appear advisable. A copy of any exceptions filed 
by counsel for the Board and of any brief filed by counsel shall promptly be 
served upon the institution. A reply brief may be filed with the Secretary by 
counsel for the Board within 10 days after the filing of the institution’s brief, 
and a reply brief may be filed with the Secretary by the institution within 10 
days after the date of service by the Secretary upon the institution of a copy 


of the brief of counsel for the Board. Further briefs may be filed only with per- 
mission of the Board. 


I think those are the two principal provisions. 

Mr. Horirrerp. You mentioned three 15-day periods and two 10- 
day periods—that is 65 days that you have mentioned in reading the 
pertinent statutes. 


In addition to that, in each instance there was an indefinite period 


which could be allowed by the hearing examiner of additional days, 
and those days were not specified. 
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Now would it be right to say that you can’t determine at this time 
how long a period of time will exist between the date of starting the 
examination and the date when the final papers will conform to your 
decision ? 

Mr. Roserrson. I think that is right. 

_ Mr. Howrrerp. Now, have you consulted with Mr. Creighton, Mr, 
Sloane, in regard to how much time was involved in the Beacon case, 
Did you come to any conclusion as to how many days intervened be- 
tween the setting of the Beacon hearing and the time when the Board 
was ready to consider the final papers for a decision ? 

Mr. Rorertson. I do not have 

Mr. Hortrrevp. I am asking Mr. Sloane this question, Mr. Robert. 
son, because he went back and conferred with Mr. Creighton. 

Mr. Stoane. Let me read from the decision of the U.S. District 
Court, Eastern District of Wisconsin, sir. 

Mr. Hottrre.p. Just a minute, please. 

Mr. Moss. Mr. Sloane, will you stand and be sworn? 

(Whereupon, Edward E. Sloane was duly sworn by Mr. Moss.) 

Mr. Moss. Will you identify yourself for the record ? 

Mr. Sioane. Edward E. Sloane, on the staff of the General Coun- 
sel of the Federal Home Loan Bank Board. 

Mr. Hottrrevp. At this time, do you wish to change any answers 
you were given before you were sworn in, or do you accept that under 
our oath ? 

Mr. Stoane. I don’t know that I have given any answers, but I 
accept everything that I have said. 

Mr. Houirrevp. All right, proceed. 

Mr. Stoang. The U.S. District Court, Eastern District of Wiscon- 
sin, stated that on August 15, 1956, an administrative hearing was 
begun in Milwaukee, so that was the date the hearing commenced, ap- 
parently, and “On May 21, 1957, the Board issued order No, 10736, 
which adopted the recommended decision,” and so forth, but those are 
the dates, I think you were after, sir. 

Mr. Houtrrtevp. So in this instance, 8 months intervened between the 
beginning of the hearing, and the date that the Board issued its de- 
cision, is that true—approximately 8 months from August 15, 1956, 
to May 21, 1957? 

Mr. Stoane. If you will give me a moment, I will compute that— 
I will accept your figures. 

Mr. Hoxtrrevp. August 15, 1956, to May 21, 1957, and my rough 
calculation is that is in the neighborhood of 8 months. 

Mr. Stoane. I will accept your figures. 

Mr. Ho.irtevp. Now, in this particular instance, the Beacon— 

Mr. Moss. Nine months. 

Mr. Houtrtevp. All right, we will change that figure. 

Mr. Stoane. I will accept the correction. 

Mr. Houtrtetp. Now, it could conceivably be longer than 9 months, 
or it could be shorter than 9 months, could it not ? 

Mr. Stoane. Are you addressing questions to me, sir? 

Mr. Hoirretp. Mr. Robertson. This time period that I am referring 
to could be conceivably longer under the statute, with the provisions 
for increasing the time periods after the stated time periods of 15 and 

10 days, or it could be shorter. 
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Mr. Rogertson. Yes, sir. 

Mr. Horirreip. According to the number of rebuttals, the numbers 
of requests for additional information, and other pertinent actions 
on the part of either the presiding officer or the examining officer or the 
defendants ? 

Mr. Ropertson. Yes, sir. 

Mr. Horirrevp. After the examiner makes his recommendations, of 
course, there is the right of appeal. Then there is the time for the 
Board to review. The Board could review for—there is no limit to 
the time the Board could use for review, is there, under the statute? 

Mr. Rosertson. Is that correct ? 

Mr. Stoane. To the best of my knowledge; that is correct. 

Mr. Rosertson. Yes. 

Mr. Hotirreip. When the decision is made, the defendant has the 
right to go to court and appeal the case on the narrow grounds of the 

inistrative hearing, or on additional grounds? 

Mr. Rosertson. I say this subject to correction. My understand- 
ing is that the decision is made on the record. ri 

Mr. Hotrrrevp. The grounds are stated in the Administrative Pro- 
cedure Act. 

Now, assuming that there is an appeal to the court, we can’t do other 
than speculate as to the time that might be involved before the court 
grantsa hearing. We can only speculate on that. 

Mr. Ropertson. That is correct. 

Mr. Horirretp. And when the court makes its decision, the Board 
has the right to appeal that decision, does it not ? 

Mr. Ropertson. I understand so. 

Mr. Horirteip. And also the defendant has the right to appeal ? 

Mr. Ropertson. Yes, sir. 

Mr. Horirreip. This might go from Federal court then to the ap- 
pelate court, might it not ? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. From the district court. 

Mr. Hotirretp. From the district court to the appellate court. 

Mr. Rozertson. Yes, sir. 

Mr. Houirreip. And then it might go to the Supreme Court ? 

Mr. Ropzertson. Yes, sir. 

Mr. Houirretp. Now, the defendant, therefore, faces a time period 
which might be 1 year, 2 years, it might conceivably be 14 years. 

Mr. Horrman. Will the gentleman yield ? 

Mr. Horirretp. Just a moment, please. The defendant has been in 
court on various litigation for 14 years, so I will withdraw the 14 


years in the question at this time and say it could conceivably run for 
lyear. 


Mr. Rosertson. Yes, sir. 

Mr. Horirretp. It could conceivably run for 2 years, could it not ? 

Mr. Ropertson. Yes, sir. 

Mr. Horirteip. It could conceivably run for 3 years, could it not? 

Mr. Rozertson. Yes, but I—— 

Mr. Hortrtetp. Just a minute, one more question, now. While this 
litigation proceeds in the manner which has been outlined by question 
ind answer, what is the status of the Long Beach Federal Savings & 
loan Association? Does or does not the statute provide, the 1954 
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amendment to the act provide, that during any subsequent litigation 
the supervisor in charge remains in his position in control of the 
association ¢ 

Mr. Rozsertson. I must confer in order to answer that question. 

Mr. Houtrievp. All right, confer with your attorney on that. I am 
not an attorney, either, Mr. Robertson. 

Mr. Rosertson. I shall read from part 5(d) (2), which says: 

Unless sooner removed by the Board, said supervisory representative jp 
charge shall hold office until a conservator or receiver, appointed by the Boara 
after notice as herein provided, takes charge of the association and its affairs, op 
for 6 months, or until 30 days after the termination of the administrative hearing 
and final proceedings herein provided, or until 60 days after the final terming- 
tion of any litigation affecting such temporary appointment, whichever jg 
longest. 

Mr. Houirietp. That is the language of the statute you have read, 

Mr. Ropertson. I have read from the statute. 

Mr. Houirtenp. Now, I again ask you this. In the event that the 
examiner’s recommendations were appealed, and in the event. that 
the Board’s review and decision were appealed, in the event—to the 
courts—and in the event it was taken to the various courts, is it con- 
ceivable that the receiver in charge might still remain in control of this 
institution during that period of time ¢ 

Mr. Roserrson. | understand, yes. 

Mr. Houirretp. Then whenever that time period has passed, and 
assuming the Board is successful, the Board then would be entitled to 
appoint its receiver or conservator, would it not ? 

Mr. Ropertson. Yes, sir. 

Mr. Houirirevp. And there is no time limit on that. The receiver 
or conservator could then proceed to merge the institution, to recom- 
mend the appointment of a new board of directors, under which the 
institution could proceed, or you could dissolve it or liquidate it? 

Mr. Rozertson. I so understand. 

Mr. Houirtetp. Under thestatute. Now, let us get back to what has 
happened. You have testified before this committee that the instita- 
tion was seized on April 22, 1960, have you not ? 

Mr. Ropertson. Yes, sir. 

Mr. Houirretp. You read into the record a list of withdrawals which 
I believe—I do not have the list before me, I only have some notes, but 
I believe your list totaled $37 million to the time this hearing started. 
You read a list 

Mr. Moss. It was a 2-week period. 

Mr. Houirtevp. In 2 weeks it was $23 million; by the time the hear- 
ing started I believe you said it was $37 million. 

“Mr. Rosertson. I think the figure I stated was 36, but it might be 37. 

Mr. Ho.irtetp. A million more or less under these circumstances 
doesn’t amount toa great deal. 

Can you this morning tell us how much the withdrawals have been 
to date ? 

Mr. Rosertson. I think it is the same figure—— 

Mr. Horirretp. No; several days have elapsed since you gave that 
figure. What is your latest information on withdrawals? 

Mr. Wyman. The latest information we have is that en Fri- 
day, a week ago—I don’t yet have the information to last Friday, but 
it should be in this morning. 





es 
4 


Seed Deed Clee eed Ot et 


eS 
> 


a; 
et ees Does 


—— 
Ss & 
aoe be SO 


loa: 


‘on, 
the 


am 


ve in 
Board 
ITs, Or 
aring 
mina- 
er ig 


d, 


it, the 

that 
0 the 
; con- 
f this 


|, and 
led to 


celver 
‘ecom- 
ch the 
¢ 

iat has 
nstita- 


whieh 
es, but 
tarted. 


e hear- 


it be 37. 
stances 


ve been 


ive that 


gh Fri- 


lay, but 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 249 


Mr. Houtrtevp. It should be in this morning ? 

Mr. Wyman. It had not been delivered. 

Mr. Hoxtrrecp. Will you secure that information today either from 
our own files here, or by phone to the supervisor, and furnish it to 
the committee 4 

Mr. Wyman. Withdrawals through last Friday ? 

Mr. Houirievp. Yes, the w ithdraw als through ‘last F riday. 

Mr. Roperrson. Mr. Wyman will call his office now. 

Mr. How 1FIELD. While you are calling, Mr. Wyman, will you also 

include i in that request the loans against the savings ac counts 

Mr. Rosertson. Share loans ? 

Mr. Horirretp. Any loans you may have placed against the savings 
accounts. 

Mr. Moss. Loans made under the authority of the supervisor? 

Mr. Horirtecp. Yes, loans made under the authority of the super- 
visor. 

Mr. Wyman. I knew what the total of those loans was at May 31. 

Mr. Hourrreip. Will you find out what they are at this time, and— 
they were how much on May 31, can you tell us again ¢ 

Mr. Moss. What you want is the total number of loans and the 
dollar volume of loans made. 

Mr. Roperrson. Subject to verification, Mr. Wyman says that those 
loans at May 31 were $4,200,000. 

(Subsequently the following information was supplied :) 


Lone BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 
Share loans 


LER TRATITR, AT, Oe a cieemintibetnegeaetalie-marpwe mitosetbeonnene: $1, 670, 492. 52 


Loans made from Apr. 25, 1960, through June 10, 1960, amount__ 3,315, 101.1 
Total outstanding June 10, 1960 4, 515, 019. 12 


Mr. Hoirretp. Now, these are the loans of individuals against their 
accounts, is it ? 

Mr. Wyman. Yes. 

Mr. Hotirtetp. Now, you may also secure the new figure on th: at, if 
you will, as of last Friday, and I will now ask you a different question. 

How many notes, or how much money is involved in the notes which 
the supervisor in charge has signed against the collateral of the insti- 
tution in order to have funds for liquidation purposes. 

Mr. Wyman. $30 million. 

Mr. Houttrrecp. The supervisor has borrowed $30 million. 

By the way, what interest rate does he pay on that? 

Mr. Wyman. Four percent. 

Mr. Houitrretp. Now, not having the Apri il 10 figure on with- 
drawals, I must rely on the state figure of $37 million. 

Now, we have discussed— 

Mr. Moss. June 3 

Mr. Houirtetp. June 3, excuse me, and June 10. Not having those 
figures, I will have to rely on the June 3 figure of $37 million 
withdrawals. 

Now we have testimony on the record which says that this proce- 
dure may last for 1,2, or 3 years. In the meantime, withdrawals will 
continue until you get to ‘the point where there is very little, if any, 
left, and this won’t take 1, 2, or 3 years at the rate it is going. 
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By the time your administrative hearing is over, there is strong 
likelihood you will be down to 15 or 20 million dollars of de ‘posit ac. 
counts, is there not, Mr. Robertson ? 

Mr. Roserrson. I think that is conjectural. 

Mr. Houtrtrerp. It is conjectural, but your report shows With. 
drawals were running from a high of $3,991,000 on April 29 down to 
ee — in the neighborhood of $9 30, 000, $2,361,000, $2,242 N09 

$2.598,000, $3.363.000, and these are all sums that were withdrawn per 
day as you gave them to us by the day, so I think it is reasonable to 

say that by the time the litigation could conceivably be concluded, 
that the institution would for all intents and purposes be destroyed, 

Mr. Rosertson. That was not our experience in Beacon. In the 
last—I don’t know how long a period, but as long as I followed the 
figures from month to month after the initial substantial wit hdrawals, 
the association settled down and there was practically no change, 

Mr. Houtrtetp. Now, is it your intention—but you did put a dif. 
ferent set of directors in, did you not ? 

Mr. Rosertson. No, it was operated by a conservator. 

Mr. Houtrtevp. After the 9-month period ¢ 

Mr. Rosertrson. Yes, sir. 

Mr. Houtrrevp. It was still operated by a conservator. 

Mr. Rozerrson. Yes, sir. 

Mr. Soiru. Isn’t it quite common, though, that the settling down 
doesn’t come until you reach about 5 percent of deposits? Is thata 
rule of thumb, or not? 

Mr. Rosertson. There can be no rule of thumb, because this hasn't 
happened often enough. Now, I must ask what the original shar 
accounts in Beacon were at the time? 

Mr. Wyman. $24 or $25 million, as I recollect the figure. I would 
have to check on that to be certain. 

Mr. Smiru. Where did it settle down ? 

Mr. Roserrson. I can tell you that. They settled down at about 16, 

Mr. Smiru. I see. 

Mr. Houtriretp. You wouldn’t say this would settle down in that 
ratio, would you? 

Mr. Rosertrson. Much of that will depend on how much or how 
little agitation there is in the situation, and what develops, the facts 
developed in the administrative hearing. 

Mr. Houtrrexp. So it is conjectural as to how much money will be 
left in the bank. In the prior instance of seizure we had a 19-month 
conservatorship, and the assets, the deposits, were run down from 
around $26 million to $13 million, and these are round numbers, 

Mr. Rozerrson. Whether I said 26 or 24, I don’t remember. 

Mr. Ho.irierp. I am not talking about Beacon, now, I am talking 
about the previous seizure of Long Beach. Mr. Wyman knows, he 
was in charge of that. 

Mr. Wyman. Mr. Holifield, I was looking for something. I am 
sorry, I didn’t understand th: at question. 

Mr. Moss. On the previous seizure of Long Beach Federal in 144, 
during the poms of ¢ onservatorship the deposits were run down from 
approximately $ $26, roughly, to $13 million. 
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Mr. Wrman. The best of my recollection is that it was slightly 
Jess than 26. I seem to recall that that was the total assets of the 
association. I believe that the savings accounts in the association 
were in the neighborhood of $24 or $25 million. 

Now, Il am trusting to my recollection. It seems to me—— 

Mr. Houirtevp. I think that is approximately correct. 

Mr. Wyman. Perhaps the withdrawals reduced it maybe to some- 
thing a little less than $13 million. I seem to recall a figure of $12 
million. ; ; ; 

Mr. Houtrrevp. If we say 50 percent, as Mr. Smith said, 50 percent 
would about fit in that particular case. 

Mr. Wyman. Approximately so; yes. 

Mr. Houtrtevp. The litigation, of course, continues to follow with 
expense to the Board and expense to the other parties. Now, if this 
traditional procedure continues, and if the situation develops under 
the latitude which I have described, is it not true that regardless of 
the decision of the administrative hearing, and regardless of the de- 
cisions that might occur in the court, even though they were even- 
tually favorable to the association, they would be faced with an insti- 
tution that is practically, for all purposes, destroyed 

Mr. Rosertson. I would say certainly not necessarily. Beacon has 
not been destroyed. 

Mr. Houirretp. Well, would it be fair to say that it would take a 
long time for them to recover the public confidence, and to build up 
their institution to where it was on April 22, when you seized it? 

Mr. Ropertrson. Yes, it would take time. 

Mr. Hoxirretp. Have you ever heard of the adage that justice long 
delayed is justice denied ¢ 

Mr. Rozertson. I haven't heard it, but it sounds plausible. 

Mr. Hoxirreip. It does sound reasonable. 

Mr. Rogerrson. Yes. 

Mr. Houirietp. Now, had you proceeded under the other alterna- 
tive as provided for in the 1954 amendment, it is entirely conceivable 
that there would not have been a run on the bank, is it not? 

Mr. Ropertson. Yes, I think it is conceivable. 

Mr. Houtrtevp. I am not going to read to you again the testimony 
of Mr. McAllister or Mr, Albert Cole to the House and Senate com- 
mittees when they were advocating the 1954 amendment, but it was 
very evident from their testimony that they were sponsoring this leg- 
islation for the purpose of giving an institution the right to its pro- 
tection before destruction. 

I will just give you one short piece of testimony from Mr. McAllister 
when he appeared in 1954 before the House Banking and Currency 


Committee. Mr. Multer referred to the Long Beach case, and Mr. 
Multer said: 


It was that kind of situation that this is primarily intended to cover— 
referring to the 1954 amendment. 


Mr. McAtuister. Yes, sir. In other words, as the law stands right now we 
have authority to go in and appoint a conservator, and that seems to be a foolish 
thing to do if the institution is solvent, and is merely guilty of violating the 
law or some of the rules of the Board, and this will give us a practical means 
of discussing, arbitrating, and settling such disputes. It gives the association 
and its management a protection that it does not have today. 
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“Today” was prior to the passage of the 1954 amendment, and | 
will read that paragraph again. 

It gives the association and the management a protection that it does not 
have today from what might be termed capricious action on the part of the 


Board. On the other hand, it does retain full authority in the Board to step 
in and take over an institution if it is necessary to do so immediately. 


Mr. Multer continued his interrogation and stated at one point in 
the hearings: 

I know you are going to do your best not to have a repetition of the California 
situation. Since it has happened once, it may happen again. Let us try to 
avoid it as best we can. 

Whereupon, Mr. McDonough, majority member of the committee 
instrumental in formulating the legislation stated, and 1 quote him: 
Of course, this whole section is designed to prevent a situation like that de 
veloping. 

Mr. Albert Cole had something to say about it before the Senate 

Banking and Currency Commitee: 
Presently the Board has rather broad powers with respect to the appointment 
of conservators and receivers. However, even under these broad powers the 
Board presently has no means, except through the appointment of a conservator 
or receiver to enforce the laws and regulations under which Federal savings and 
loan associations operate. The bill would therefore provide a method for the 
enforcement of law and regulation without the necessity of the appointment of 
a conservator or receiver, and would also establish standards and procedures 
for the appointment of conservators and receivers. 

I don’t think it is necessary for me to point out the intent of Con- 
gress in changing the act in 1954, and it is going to be on the conscience 
of yourself, sir, and the members of your Board, as to whether an 
emergency did really exist in this solvent institution, and whether you 
did follow the intent of Congress or not, or whether you chose the 
most drastic method possible which is going to result in the destruc- 
tion of this institution. It is going to be on your conscience and the 
conscience of the Board. This is a Federal mutual institution in a 
community with 90,000 depositors, and over $96 million in deposits. 

Your Board is a creature of the Congress, not of the executive 
branch, and you have been given latitude in the 1954 amendment to 
handle situations like this without destroying a mutually owned com- 
munity institution. You have chosen, for reasons best known to your- 
self which might not have been made aptndenit to this committee, to 
choose the drastic method. 

You refuse on the grounds of judicial privilege to give your reasons 
for choosing this method. 

That is all, Mr. Chairman. 

Mr. Smrru. Might I follow that for a moment, Mr. Chairman? 

Mr. Moss. Mr. “Smith, but would you hold for a moment? Mr. 
Hoffman had a question that he had asked Mr. Holifield to yield on. 

Mr. Horrman. I can follow along later. 

Mr. Smiru. I was wondering, Mr. Robertson, other than where an 
institution is insolvent, or there is good reason to believe it will be- 
come insolvent if not seized, under ‘what conditions do you think an 
institution should be seized ? 

Mr. Roserrson. That, Mr. Smith, isa very hard question. 
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Mr. Suir. I understand you might not think of all of them, but 
could you outline some of the conditions? 

Mr. Rozertson. That, as I say, is very difficult. I think each mem- 
ber of the Board may have within his own deliberations—— __ 

Mr. Smirn. But in your opinion, what would be a condition that 
would warrant seizure other than those two? 

Mr. Moss. The record should show that in that matter of personal 
opinion a conference has been required. 

Mr. Rozertson. I simply asked if there was any reason why I should 
decline to answer this question. : 

I would say there are a great many reasons, a deteriorating situa- 
tion which if not arrested would become worse, a management 

Mr. Smiru. Mr. Robertson, wouldn’t that fit into the category that 
unless there was a seizure it would become insolvent ? 

Mr. Ropertson. That is conceivable; yes. 

Mr. SmirH. You mean just the fact that it is deteriorating, even 
though not seizing would result in insolvency, you think it would still 
be a reason ¢ 

Mr. Rosertson. Well, I am getting now into the realm of theory, 
but Mr. Holifield has just pointed out the longer period which might 
elapse between the time of the appointment, the hearing or the re- 
quest for the appointment of a conservator, which he said might be as 
long as 14 years before it could be determined. In the meantime the 
association would be under the same management which is complained 
of,and in that extended period a great deal could happen. 

Mr. Moss. Would you yield at that point ¢ 

Mr. Smirn. Yes. 

Mr. Moss. I might point out that the state of the record here before 
this committee indicates that in the approximately 11 years from 1949 
until seizure, the Board found it necessary to issue only five supervisory 
letters on this institution, none of them a very recent date. 

I think this would lead a reasonable man to conclude that conditions 
could not have been so bad if it required so little in the way of instruc- 
tion from the Board. 

Mr. Rosertson. I don’t believe the record shows definitely enough, 
although it was mentioned that the Board did what is very unusual for 
it, to have a conference with the full Board for more than 1 day with 
the management in which all, or practically all, so far as we know all 
of the matters were discussed much more thoroughly than they could 
possibly be discussed by correspondence and opportunity was given 
at the time for explanations of all the things that I can recall. 

Mr. Moss. Now, what are the dates of these extraordinary meet- 
ings ? 

Mr. Rozertson. One was in 1958, and another in 1959—November 
1959. 

Mr. Moss. In November 1959, and wasn’t an important element of 
the discussions in those meetings the question of arriving at com- 
promises involving certain issues in litigation ? 

Mr. Roserrson. No, sir, the primary discussions were the condition 
of the association at the time. I think you should have in mind that 
this present Board, of which I am the youngest in point of service, had 
ho personal nor direct experience with the old problems. We were 
aware of them, but our principal concern certainly at both confer- 
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ences, and certainly at the last one, was the operations of the associa. 
tion currently. 

Mr. Moss. But you, after November until April 19, when your order 
was drafted, you did not find it necessary to issue instructions to take 
specific steps, and I assume you are talking now of Bellehurst, you 
didn’t issue any specific instructions for the institution to follow, 
I think it is quite clear that Congress in 1954 envisioned a less harsh 
method, assumed that there would be adequate opportunity to ae 
quaint an institution with the Board’s attitude by a method short of 
summary seizure, and that method, of course, was still open to you, 
and you did not send any of these letters, and we are going to get into 
what you did send on those letters—this is one of those cases wher 
we have to go in the back door rather than the front door, but we wil] 
get the facts. When we do, of course, we will be in a position to ar. 
rive at our own conclusions from the record, but what you aré say- 
ing—getting back to your opening statement which brought about 
this exe hange— - taking the figure of 9 months, you are saying to us 
“Gentlemen, you in the 86th Congress can have no opportunity to eval: 
tiate our use of powers granted under the 1954 amendment.’ 

In fact, it may be true that not even the gentlemen of the 87th 
Congress will have an opportunity to undertake such evaluation, that 
the Congress must stop at this point, it is effectively stopped—if we 
yield—from considering how its servants have discharged the laws 
and responsibilities granted them by Congress. That is our situa- 
tion—we are just not going to let you do this. 

Wouldn’t it be an interesting thing if, as Congress inquires for a 
legislative purpose, though here the legislative purpose is so clearly 
on this record, how did you use this power we gave you to seize in an 
emergency? Did you follow our intent? I don’t think so, but did 
you? The legislative purpose flares out from all of the inquiry we 
are making, and yet you would have us believe that the Congress of 
the U nited States is ‘powerless in the face of the three-man Board, 
in an area as sensitive and as significant to’ the public as the health 
of its financial institutions. Each of these little boards and agencies 
making the same plea—we could get it from FCC, FPC, FTC, ICC, 
all of them up here pleading that there are matters pending, and 
there is no question there are matters pending before every one of 
them, and we have had to inquire into those matters in an attempt to 
evaluate the performance of these agencies, and if each should assert 

the privilege, in Congress we could go. home, because we would have 
no work to do. We would be stopped in the discharge of our respon- 
sibilities—a much greater responsibility than you have. One consti- 
tutionally imposed, not granted us by statute, but constitutionally 
imposed. 

I said at the beginning of these hearings that I regarded the state- 
ment as an arrogant statement. 

Mr. Rosertson. That was not intended, sir. 

Mr. Moss. Well, I think whether or not the intent was there, the 
effect is one of almost unbelievable arrogance that the Congress should 
vield and should stop its inquiry because it doesn’t suit your purpos 
to respond to its questions on a completed action. 

Now, I think perhaps we had better get on. 
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Mr. Roserrson. Mr. Chairman, you say it was the Congress who 
created the statute. It was the Congress who put upon the Board the 
responsibility for the savings and loan industry, the protection of the 
shareholders and the protection of the Insurance Corporation, and I 
ean assure you that our Board did not make this decision lightly, and 
that its decision was made after months, if not years, of consideration. 

Mr. Moss. Well, that, of course, is ‘getting into argument, and I 
might point out Congress has not seen fit to yield its responsibility in 
this field. It delegates certain functions, but it does not delegate its 
constitutional responsibilities. Those are ours, and those we can't 
delegate. And properly, we should not delegate. To yield to you 
would be a delegation. 

Mr. Smirn. Mr. Chairman, I would like to leave this question with 
Mr. Robertson to answer at a future time, because it seems to me that 
there is good reason to believe this statute should be changed to 
provide — SNe Ae 

Mr. Horrman. Mr. Chairman, interrupting Mr. Smith, and before 
he goes further, may I have the last statement that the chairman 
made read, just the latter part of it, the last three or four sentences? 

Would you agree to that, Mr. Smith? May I have that read? 

Mr. Moss. Yes, will you read the chairman’s last three or four 
statements ¢ 

(Read. ) 

Mr. Horrman. Thank you. 

Mr. Smrru. Mr. Chairman, it seems to me that there is good evi- 
dence, so far anyway, that this statute should be changed to provide 
that there can’t be a seizure unless the Board soes to a district court 
and satisfies the district court—perhaps in an ex parte action—that 
the institution is insolvent or will become insolvent unless a séiz- 
ure takes place, and I wish, Mr. Robertson, that you in the next day 
or so would ponder this question and be pre pared to answer it. 

Mr. Roserrson. I think perhaps I can answer it now. 

Mr. Smira. All right. 

Mr. Rogerrson. In its testimony on the Financial Institutions Act, 
the Board requested less drastic remedies. I can’t remember the 
testimony precisely, but it will speak for itself. We asked for the 

right to remove, or to suspend officers and directors—we asked for 
less drastic remedies. 

Mr. Smirn. Are you prepared to say, then, that you would approve 
thiskind of amendment ? 

Mr. Rozerrson. I am not prepared to say so now, sir, because it 
isvery difficult to predict what can develop. 

Mr. Sanru. Well, this is my question, then. What can develop 
to give you the opportunity under this kind of statute? If you are 
hot prepared to answer now, maybe you could in a day or so, 

Mr. Rosertson. Lf you wish, I will, and I will review our testi- 
mony over 3 years ago, but the recommended legislation was not en- 
acted, 

Mr. Smirn. That. is all, Mr. Chairman. 

Mr. Moss. Mr. Hoffman. 

Mr. Horrman. The questions I ask I do not 
withess can answer or not, but if not, I would 
sel reply. 
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Has any one member of the association been refused his money? 

Mr. Rozerrson. No, sir. j 

Mr. Horrman. Has anyone lost anything invested in the assgogig. 
tion so far as you know ? 

Mr. Rozerrson. No loss of principal. 

Mr. Horrman. What would be the loss of interest ? 

Mr. Rogertson. Depending on how long the money had been jp 
the association, and presupposing that it were left to the end of the 
dividend period, and presupposing the amount of the dividend thay 
theoretically would have been lost. 

Mr. Horrman. There has been testimony as to the amount of with. 
drawals after the seizure. I find in a report filed by a committee of 
Congress, submitted to the Congress, the statement on page 26~ 
pages 25 and 26, that after 3 days run 

Mr. Scuer. Will Mr. Hoffman identify the document, please? 

Mr. Horrman. Yes, it is the 10th intermediate report of the Selec 
Committee To Investigate Executive Agencies, House of Represent. 
tives, 79th Congress. 

Mr. Scuer. 1946? 

Mr. Horrman. The one the committee supplied to me, reproduced 
without alteration at private expense, it says at the bottom. 

Mr. Scuer. The so-called Smith committee report, sir, of 1946? 

Mr. Horrman. The Smith committee report. 

Mr. Scuer. Thank you. 

Mr. Horrman. It states there in 3 days after a previous seizure, $ 
million was withdrawn. 

Do you know whether that is correct or not? 

Mr. Rozertson. Not from my own knowledge, Mr. Hoffman. 

Mr. Scuer. What page was that? 

Mr. Horrman. Page 26, and the bottom of page 25. There is no 
dispute during the first 3 days of the run, in excess of $6 million was 
withdrawn. That was the same association at Long Beach. Mr. 
Ammann, at that time I think the gentleman who seized the associa- 
tion, replied in answer to a question by a reporter, “If it gets in the 
papers that we are here there will be a run on this institution and 
tear it down. That is why we are here.” 

Is that your understanding ? 

Mr. Roserrson. I don’t know, sir. That was back long before my 
time. 

Mr. Horrman. That is from page 25 of the report, and then | 
notice over here on page 27 the committee made certain recom: 
mendations that the appropriate committees of Congress give con- 
sideration to the necessity—if it exists—of amending the Federal 
Home Loan Bank in the following particulars: 





A. Clarifying the authority of the Board in the matter of approval of elec- 
tive officers of the regional banks to the end that neither the Board nor other 
officials may exercise such authority arbitrarily. 

Do you know whether the Congress did that, or the committee! 

Mr. Rosertrson. Mr. Hallahan tells me they did not. 

Mr. Horrman. They did not. 


And 


B. Clarifying the authority of the Board or the Administrator to increase 
or decrease the number of regional banks, and specifying the condition and 
procedure under which such changes shall be made. 


ti 


ney ? 


ASSOCIA. 


been in 
| of the 
nd that 
rf with- 
ittee of 
ye 26— 
ase ? 

@ Select 
resenta- 


roduced 
1946? 


izure, $6 


an. 


re is no | 


lion was 
sh. Mr. 
associa 
ts mm the 
tion and 


sfore my 


1 then I 
1 recom: 
rive COl- 


Federal 


al of elec- 
nor other 


ttee? 


o increase 
dition and 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 257 


I skip that one, because I understand there was some action taken 
on that. The question was whether we should reduce the associa- 
tions from 12 to 11, was it not?’ Mr. Roback was counsel at that time, 
he will know. 

Mr. Ropsack. The question went to whether the then Home Loan 
Bank Administration had authority without notice or hearing, by 
its own action, to summarily readjust the number of home loan bank 
districts, which they did in this case by abolishing the Los Angeles 
bank and merging it with the Portland bank and reconstituting it 
as the San Francisco bank, making 11 instead of 12 districts. 

Mr. Horrman. And the committee authorized and directed the re- 
creation of a loan association at Portland, Oreg., and this Los Angeles 
one, did they not ? 

Mr. Rornacx. And that was never done. 

Mr. Horrman. That what? 

Mr. Rovack. That was never done. 

Mr. Scuer. Those were regional banks, not associations, Mr. Hoff- 
man—regional banks. 

Mr. Horrman. From 12 to 11. And prohibiting the agency from 
appointing conservators for any member association except under 
specific and defined limitations. 

Do you know whether Congress ever took action under that, other 
than reducing the Board membership from five to three ¢ 

Mr. Rosnertson. I do not know, Mr. Hoffman. 

Mr. Horrman. Would counsel Roback answer that ? 

Mr. Rosack. Mr. Hoffman, in the 1954 legislation, they undertook 
for the first time to define some legislative standards as grounds for the 
appointment of a conservator. It was never done in legislation before 
that time. Those grounds, however, are matters that are partly at 
issue in this hearing, as to what the understanding of the Board is, and 
how it has applied to them. 

Mr. Horrman. And Congress in the legislation it did pass at the 
time to which you refer left alternatives to the Board, did it not ¢ 

Mr. Rozack. The plain intent 

Mr. Horrman. You area lawyer, you can answer that. 

Mr. Rozack. I am not a lawyer, but I will try and answer. 

Mr. Horrman. You were with the committee at the time, were you 
not? 

Mr. Rorack. I have been with the staff of the Government Opera- 
tions Committee since 1949. 

Mr. Horrman. You weren't here in 1943 when we established 

Mr. Ronack. I was in the Army. 

Mr. Horrman. And you are not a lawyer. 

Mr. Ropack. No. 

Mr. Horrman. You were associated with Mr. Fischbach 

Mr. Rosack. I am associated with Mr. Holifield. 

Mr. Horrman. And Mr. Fischbach was counsel 

Mr. Ropack. For Mr. Holifield, as chairman. 

Mr. Horrman. He said before, “Mr. Holifield,’ and I knew you 
didn’t have him. 

Mr. Horirterp. As chairman, of course. This gentleman is your 
counsel ; is he not ? 

Mr. Horrman. No, he is counsel for the minority. 











5925S8-—-60—pt. 1-——-18 











258 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Hortrrervp. Mr. Fischbach was counsel for the majority. 

Mr. Horrman. You being both a Republican and Democrat, I have 
nothing against you, of course. 

W ell, wouldn't you say, then, that Congress is somewhat respon- 
sible for having left this authori ity with the Board ? 

Mr. RopeRTson. Well, I would say that Congress was actually 
responsible. 

Mr. Horrman. All you had to do was exercise good judgment at 
the proper time ? 

Mr. Rosertson. That is exactly our responsibility, sir. 

Mr. Horrman. And now you find us inquiring as to whether you 
did that or not? We are questioning your judgment, aren’t we 

Mr. Rosertson. I think I could infer that. 

Mr. Horrman. Well, we have been at it here for several days, 
Don’t you know what we are trying to do, yet? And Mr. Gregory 
has been connected with this institution from 1934, hasn’t he? Is that 

right, Mr. Gregory ? 

Mr. Grecory. That is correct. 

Mr. Horrman. You became president in 1946. 

Mr. Grecory. No, sir; I became president in 1934 when we founded 
the institution. 

Mr. Horrman. And it was while you were president that the pre- 
vious organization seized the association. 

Mr. Grecory. May 20, 1946. 

Mr. Horrman. And Mr. Holifield asked you about the proceeding, 
pointing out the possibility of delay, and something was said about 
the decision of the Supreme Court. Now I will ask you whether the 
Supreme Court did decide an issue before it before, and didn’t it at 
one time remand the ease to the local courts? 

Mr. Ropertson. IT must ask counsel. I have heard that. 

Mr. Horrman. Mr. Roback will know. 

Mr. Rozack. The Supreme Court in 1947 decided on the issue of 
the exhaustion of administrative remedies, so in effect, the instruction 
went back to exhaust the administrative remedies. Now, there are 
many other issues that are involved in that decision which I don’t 
think I am either competent to, or probably shouldn’t take the time of 
the committee, to go into. 

Mr. Horrmayn. I didn’t want it in detail, but I think Mr. Holifield 
will agree after it went to the Supreme Court it went back to the 
local courts for years, is that right, Mr. Holifield ? 

Mr. Ho .trrevp. It has been in litigation ever since the decision of 
the Supreme Court. 

Mr. Horrman. Ever since? 

Mr. Houtrrecp. Ever since. 

Mr. Horrman. Andstill is? 

Mr. Hotirievp. And still is, and more recently the Board, itself, 
has been instructed to exhaust its administrative remedies, so both 
the association and the Board have now been instructed to exhaust 
their administrative remedies and, as a layman, I might say it 1s 
apparently very exhausting. 

Mr. Horrman. And very helpful to the attorneys. 

Mr. Horirmxp. I would say so. 
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Mr. Horrman. And in this last case the committee cited, this Penn- 
sylvania case, that is where they changed from the Federal association, 
or whatever it w as, to the State. 

Mr. Howirtevp. So I understand. I am not familiar with the case. 

Mr. Scuer. There was a conversion, as they call it, a conversion. 

Mr. Horrman. And that is where the former counsel of this com- 
mittee, McKenna, had that done. 

Mr. Howtrretp. Former counsel for the minority. 

Mr. Horrman. And he prevailed in the Pennsylvania case and 
later in the court of appeals. 

Mr. Howirtretp. I have no knowledge. 

Mr. Horrman. I am asking counsel. 

Mr. Scuer. I have no knowledge. 

Mr. Horrman. What? You put the decision in a day or so ago. 

Mr. Scuer. I don’t know about the personalities involved in the 
case, Mr. Hoffman. 

Mr. Horrman. That once the minority views prevailed. 

I want to ask with reference to this statement: 

The time has come when we must face the fact that the experiment of 
insuring the public’s savings, through the Federal Savings and Loan Insurance 
Corporation, has proven a failure under the present management. The [Federal 
Savings and Loan Insurance Corporation is riding on the coattail of Govern- 
ment to give the public confidence, a false confidence, under its present manage- 
ment. 

In your opinion, is that a false confidence ? 

Mr. Roserrson. In my opinion, that is an entirely unjustified 
statement. 

Mr. Horrman. You mean it is not true? 

Mr. Roverrson. It is not true. 

Mr. Horrman. That is only your opinion—all I am asking is your 
opinion. 

Mr. Roperrson. Yes, sir. 

Mr. Horrman (reading) : 

Of this $305 million, the Insurance Corporation has committed over 25 per- 
cent to cover a false emergency created by its own unwarranted acts, leaving 
three-quarters of its assets to protect the remaining nearly 4,000 savings and loan 
associations. 

In your opinion from what you know of the association, is that 
true / 

Mr. Roserrson. In my opinion, the arithmetic is incorrect, to start 
with. Ins tead of 305 million, it is nearer 350, and the extent of the 
Insurance Corporation’s commitment will depend upon the condition 
of the association. 

Mr. Horrman. And what is your connection and the connection of 
the other Board members with the Federal Savings and Loan Insur- 
ance Corporation ¢ 

Mr. Roperrson. Under the law, we are trustees for the Federal 
Savings and Loan Insurance Corporation. 

Mr. Horrman. Is it true, then, whatever is charged against them is 
charged against you, and other members of the Bo: ard ? 

Mr. Rozertson. Well, I would say generally that was true, tech- 
nically true, but whatever the: responsibility—certainly the responsi- 
bility of the Board would extend to the responsibility for the In- 
surance Corporation. 
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Mr. Horrman. Does the Board control the actions, decisions ang 
‘tions of the Federal Savings and Loan Insurance Corporation ? 
Mr. Ropertson. Yes, sir. 

Mr. Horrman. So the Board is responsible, then ? 

Mr. Rozerrson. Yes, sir. 

Mr. Horrman. Now, what would you say about this: 


a 


~ 


Its ultimate aim appears to be to seize and confiscate the peoples’ wealth, under 
police powers, without the right of the aggrieved to redress. 

Mr. Rosertson. I can see no justification for that statement what- 
ever. 

Mr. Horrman. Are you trying to confiscate the people’s deposits in 
this association ? 

Mr. Ropertson. As a matter of fact, the Insurance Corporation jg 
giving them 

Mr. Horrman. Is what? 

Mr. Roserrson. The Insurance Corporation is giving them, fur. 
nishing them part of the money. 

Mr. Horrman. To protect them ? 

Mr. Ropertson. Providing the money for them to withdraw, part of 
it. 

Mr. Horrman. You mean to say the association hasn't in its own 
account enough funds to pay the withdrawals and the insurance 
outfit is putting money in to do that—is that it, or what? 

Mr. Rosertson. I don’t know whether that, Mr. Hoffman, gets into 
matters which will be involved in the charges on which we should 
claim privilege, but I think we said that the Insurance Corporation 
had put up $30 million to be used for withdrawals. 

Mr. Horrman. The shareholders put in money, and then you loaned 
out what the shareholders put in, is that it? 

Mr. Rosertson. We didn’t. 

Mr. Horrman. Who did? 

Mr. Rozertson. The management of the association. 

Mr. Horrman. You let the association loan it. 

Mr. Roserrson. That is their function. 

Mr. Horrman. And now the shareholders want it back. Where 
is that money they loaned out, still out on loan ? 

Mr. Roperrson. Yes. 

Mr. Horrman. Is that the one Mr. Gregory has, is he one of them! 
Is he the head of the association 

Mr. Rorgrrson. Yes, sir. 

Mr. Horrman. And they have loaned out shareholders’ money! 

Mr. Roperrson. Yes, sir. 

Mr. Horrman. And now the shareholders want it back. Why don’t 
you get it from Gregory, why doesn’t Gregory pay them back, if you 
know ? 

Mr. Ropertson. Well, technically the association is now under the 
charge of the supervisory representative in charge, and he succeeds to 
Mr. Gregory’s responsibility. 

Mr. Horrman. As successor to Mr. Gregory, why doesn’t he take 
the association money and pay back the shareholders who want their 
money / 

Mr. Rosertson. There wasn’t enough. 

Mr. Horrman. What? 
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Mr. Rozertson. There wasn’t enough. 

Mr. Horrman. Where is it? 

Mr. Rogertson. It is loaned out. 

Mr. Horrman. Can’t you put up the securities as loans to some 
bank and get it? Can’t the association put up the loans as security 
and borrow the money and pay it? 

Mr. Ronertson. Well, in this particular case, we thought it better 
for the Insurance Corporation to furnish the money than to go out- 
side. 

Mr. Horrman. Outside. What do you mean? 

Mr. Rosertson. Well, either to go—— 

Mr. Horrman. Well, ‘listen, when I say the association, I am talk- 

ing about just this one. The ’ shareholders wanted their money back, 
why didn’t the Home Loan Board call on the association to pay them 
back instead of seizing the institution ? 

Mr. Ropertson. May I have that question repeated, please? I think 
[understand the question, but I want to be sure. 

(Question read.) 

Mr. Rorerrson. I don’t believe it is possible for me to answer this 
question. 

Mr. Horrman. Well, skip it, then. 
did withdraw 
funds? 

Mr. Rovertrson. Part of it came from the association and part from 
the Insurance Corporation. 

Mr. Horrman. In approximately what percentages ? 

Mr. Rozertson. I think about half and half. 

Mr. Hallahan says it is closer to 2 to 1—two to the Insurance 


Corporation and one the association. I don’t know. That is a matter 
of arithmetic. 


Mr. HorrMman (reading) : 


Anyway, the money that they 
came not from the association but from the insurance 


Spurious charges to blackmail our citizens out of multimillions of dollars 
of their wrongfully seized and confiscated property. 
Did you have anything to do with that, or the Board ? 


Mr. Roserrson. That in my opinion is again an entirely unjustified 
statement. 


Mr. Horrman. And— 


these self-adopted, self-serving Federal regulations proposed to deny the courts 
the right to intervene while the agents of the Federal Savings and Loan Insurance 
Corporation, its alter ego, the Federal Home Loan Bank Board, seize, refuse 
receipts for negotiable assets, confiscate private property, misrepresent and 
deceive the public, and intimidate our citizens out of their savings. 

Isany part of that in your opinion justified ? 

Mr. Rozerrson. Absolutely not. 

Mr. Horrman. Do investigations show the latest seizure | of the 
Long Beach Federal Savings & Loan Association on April 22, 1960, 
has proved the Federal Savings & Loan Insurance Corporation and 
its alter ego, the Federal Home Loan Bank, to be guilty of the v 
Vicious acts of dishonesty and misconduct quoted ? 

Mr. Roserrson. In my opinion that is completely wrong. 

Mr. Horrman. I take it in substance that charges the “Board mem- 
bers with those acts. Did you have any such intention 2 

Mr. Rozerrson. None whatever. 


various 
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Mr. Horrman. Have you any objection to this statement: 


Congress would be derelict in its duty if it sits idly by and exposes this huge 
sum of taxpayers’ money— 


that refers to the association— 
to the same type of mishandling through a trumped-up emergency. 


Mr. Rosertson. I can’t see that such a thing as that has happened, 

Mr. Horrman. Well, suppose there was, for the sake of the argu. 
ment, there was no emergency. Do you think Congress should “do 
something about it ? 

Mr. Rosertson. I don’t see in this respect there is anything to be 
done. 

Mr. Horrman. I know, but if we assume there was no eme rgency, 
and the whole thing was wrong, what do you think Congress should 
do? That I understand is the question the chairman is investigating, 
whether we should have legislation, and I am asking your opinion, 
as a man of experience on the Board, what we should do. 

Mr. Rosertrson. My opinion is that the present legislation could 
well be supplemented with other authorities. 

Mr. Horrman. Just what ? 

Mr. Rozertson. One I mentioned earlier, the right to suspend man- 
agement and substitute other management. 

Mr. Horrman. Management of what, the association or the Board? 

Mr. Roserrson. Of an association. For instance-—— 

Mr. Horrman. Isn’t that what. you have been doing in this case, 
suspending it—you took it over. 

Mr. Rosertson. That isn’t what we meant. 

Mr. Horrman. What? 

Mr. Rosertson. That is not what I meant by suspending, simply 
to go in and say to the president, or the directors, or other officers, We 
don’t like what you are doing, and we want to suspend you and put 
somebody in to straighten the situation out. 

Mr. Horrman. Until you do certain things, naming them, would 
you say ? 

Mr. Ropertson. Well, such an action as that would only follow 
long discussion of the things we wanted changed. 

Mr. Horrman. But if you went to the association officers and said 
we are suspending you until you did the right thing, but didn’t tell 
tell them what the right thing was, you would tell them ? 

Mr. Roserrson. W hy, of course. 

Mr. Horrman. I think that is all, Mr. Chairman. 

Mr. Scuer. Mr. Lanigan has a report that you required at the end 
of our hearing on Friday. 

Are you ready to receive that report, Mr. Chairman ? 

Mr. Moss. Yes. 

Mr. Lanican. Toward the close of the hearing Friday, the chair- 
man asked me to contact the savings and loan commissioner of the 
State of California with respect to certain dates and statements made 
by Mr. Gregory in his testimony, and I now have that letter which! 
will read into the record. 

It is dated June—— 


tie 
ex 


ar 


ce 
ste 


—~tal ~~ 


3 huge 


ened, 
argu- 
ld do 
to be 
gency, 
should 
rating, 


inion, 


could 


1 man- 
Joard? 


S case, 


simply 
rs, We 
nd put 


would 
follow 


nd said 
in’t tell 


the end 


e chair- 
r of the 
ts made 
which I 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 263 


Mr. Horrman. Pardon me, Mr. Chairman. May I note my objec- 
tion on the grounds it is hearsay, with no opportunity to cross- 
examine. ai 

Mr. Moss. That this is hearsay? This is a letter from the building 
and loan commissioner of the State of California. 

Mr. Scuer. It has his signature, Mr. Chairman. We would be 
Jad to have Mr. Hoffman see the signature. 

Mr. Horrman. I don’t care. 

Mr. Moss. I will note your exception, but the chairman would 
certainly rule it is not at all in the category the gentleman has 
stated. | 

Mr. Lanican. The letter is dated June 10, 1960, addressed to the 
Honorable John E. Moss. 


Re Long Beach Federal Savings & Loan Association. 


DeaR CONGRESSMAN Moss: Mr. James Lanigan, clerk of your committee, 
ealled me in Los Angeles this afternoon and asked that I furnish you with the 
following information : 

On February 26, 1960, Long Beach Federal Savings & Loan Association filed 
in this office an application for a certificate of approval of the proposed articles 
of incorporation and bylaws as part of the procedure for its conversion from a 
Federal to a State mutual savings and loan association. The association was 
informed that it would be necessary for us to examine into the affairs of the 
association and conduct a public hearing on the application. The $250 filing 
fee, which is required with the filing of all applications with this office, was 
not paid at the time of the filing of the application. 

In conversations with Mr. Thomas A. Gregory, president of the Long Beach 
Federal Savings & Loan Association in early April I informed him that the 
examination would be necessary and that a hearing would have to be conducted 
by our office and that the $250 filing fee would have to be paid. Mr. Gregory 
stated that the filing fee would be paid immediately and that he desired that 
the application filed on February 26th be construed as being formally filed as of 
the date the filing fee was received in our office, which was April 5, 1960. The 
official filing date, therefore, in our office is April 5, 1960. 

Shortly after the filing of the application on February 26th we informed rep- 
resentatives of the Federal Home Loan Bank of San Francisco (Los Angeles 
office) that the application had been filed with us. I believe that the repre 
sentatives of the Federal Home Loan Bank Board had received prior word of 
this from representatives of the Long Beach Federal Savings & Loan Associa- 
tion and also from our office. I believe we did not give a copy of the applica- 
tion to the representatives of the bank or the Board; however, in early March 
I believe a representative of the bank came to our office to examine the applica- 
tion. 

On April 11, 1960, seven examiners from our staff commenced an examination 
of the affairs of the Long Beach Federal Savings & Loan Association and con- 
tinued this work until approximately 5 p.m. on Friday, April 22, when they left 
the association premises, leaving their briefcases at the association office. My 
recollection is that the supervisory representative in charge and the Federal 
examiners entered the premises at approximately 8 p.m. that evening. On the 
following Monday morning, April 22, Mr. Preston N. Silbaugh, Chief Deputy 
Commissioner and Mr. William Harrison, supervising examiner in our division 
and one of the examiners went to the association and obtained the examiners’ 
briefcases which they had left in the association safe the previous Friday night. 

Our examination of the association’s affairs ended at the close of business 
on Friday, April 22, 1960. 

I believe this covers the matters that Mr. Lanigan inquired about. If there 
is any further information needed, I will be glad to have you Call or write me. 

Yours very truly, 
FRANK J. MACKIN, 
Savings and Loan Commissioner. 


Could it be marked as an exhibit? I believe it would be D-1. 
Mr. Moss. It will be marked “Exhibit D-1.” 
(Exhibit D-1 appears in the appendix on p. 833.) 
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Mr. Horrman. Mr. Chairman, I have one question I forgot. 

Mr. Moss. Mr. Hoffman. 

Mr. Horrman. There was something said here about the with. 
drawals. 

In your opinion, what caused the withdrawals—the seizure or the 
publicity given the thing, or what ? 

Mr. Roszerrson. Well, I would say it was the publicity given jt 
more than anything else. 

Mr. Horrman. | wasn’t here when all the papers, excerpts were 
read. Did the press give it wide publicity, the seizure ? 

Mr. Ropertson. Yes. 

Mr. Horrman. I think that is all. That might be variously con. 
strued. 

Mr. Moss. It becomes a very interesting question, whether the 
seizure or the publicity—if the seizure had not taken place, there could 
have been no attendant publicity, and I believe the Board issued a 
press release. 

Mr. Roserrson. That is right. 

Mr. Moss. It was seized on a Friday, so there would be at least 9 
days for it to be well publicized and soak in and worry people, 

Has the Board acted, or the supervisor in charge, to employ public 
relations counsel in the institution ? 

Mr. Roserrson. I don’t believe so. 

Mr. Moss. I had heard that they had. 

Mr. Wyman. If I may answer that, yes, they did. 

Mr. Moss. And who have you employed ? 

Mr. Wyman. The Harry Bennett organization of Los Angeles. 

Mr. Moss. The Harry Bennett organization ? 

Mr. Wyman. Yes. 

Mr. Moss. I believe that is a very well known organization in 
southern California, 

Mr. Wyman. To the best of my knowledge. I had never met an 
of those people before that time, but they certainly were ocean 

Mr. Moss. What fee do they receive ? 

Mr. Wyman. There was a maximum amount which could be paid 
under any circumstances, $2,500 

Mr. Moss. For what period of time ? 

Mr. Wyman. A limit of not more than $200 for out-of-pocket ex- 
penses, let’s say, the balance of it would have to be for public rela- 
tions work rather than telephone, telegraph, and things like that. 

Mr. Moss. $2,500 for what period ? 

Mr. Wyman. Well, it was done on the basis of the work performed, 
so much per half-day of time, Mr. Chairman. I would have to go 
back now and look at the records to tell you exactly what it was. I 
believe it was on the basis of $100 per half-day of time, but I would 
have to check up on that. 

Mr. Moss. $100 per half-day of time, and are the shareholders of 
the institution paying for their public relations firm ? 

Mr. Wyman. Well, the association, of course, the supervisory rep- 
resentative in charge is paying that out of the funds of the associa- 
tion ; yes. 

Mr. Watiuavser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 
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Mr. WattuHauser. Is it unusual to employ a public relations firm? 
Mr. Wrman. No, not particularly so. That is not an uncommon 
ractice among associations operating over the country. 

Mr. WatiHaAuser. And the purpose of employing public relations 
counsel was what? What was the purpose of employing the public 
relations counsel? What was the reason for it? 

Mr. Wyman. Well, the purpose of it was to endeavor to obtain 
some constructive, calm statements to the public that would be help- 
ful, it was hoped, in alleviating any anxiety that they might have. 

The supervisory representative in charge not being an expert in that 
matter, or was anyone else associated with him, so far as we knew, it 
was felt that a sensible, practical thing to do within reasonable limits 
was to employ specialized assistants. 

Mr. Moss. Well, now, let’s establish how unusual it is for the Board 
to cause a public relations firm to be employed. In how many in- 
stances have you done this ? 

Mr. Wyman. I know of only one instance, and this is the one. 

Mr. Moss. One instance is a usual procedure? 

Mr. Wyman. There have been very few instances where there has 
been any occasion. 

Mr. Moss. I am just trying to establish whether it was usual or un- 
usual on this matter. 

Was this a solvent institution ? 

Mr. Rozerrson. I think that has not been determined. 

Mr. Moss. What is the requirement of law or regulation on the 
paying of insured accounts in an insolvent institution ? 

Mr. Roperrson. I must ask 

Mr, Moss. How much do they insure accounts for? 

Mr. Ropertson. $10,000. 

Mr. Moss. In an insolvent institution, may you pay some depositors 
for the entire amount of their deposit exceeding $10,000 ? 

Mr. Rogerrson. In an insolvent one? 

Mr. Moss. Yes. 

Mr. Rozertrson. I would say “No.” 

Mr. Moss, That is what I would assume. If we put a limit then 
I would say everyone it entitled to an insured account up to $10,000, 
but because it is an insolvent institution, we can’t pay more, but you 
have testified here you are perfectly willing to pay anything they have 
on deposit. 

Mr. Rozertson. Yes, because insolvency had not been determined. 
The purpose of this—— 

Mr. Moss. Well, now, to be in keeping with the requirements of law 
or regulation on the paying of insured accounts, you must have de- 
termined that it was not insolvent if you were willing to pay accounts 
regardless of the sum involved. 

Mr. Rozertson. Well, the purpose of making those advances was— 
and again what I am saying is subject to the language of the statute— 
was to prevent a default. 

Mr. Moss. Yet we insure accounts, we insure them for $10,000. 

Mr. Rosertson. Under certain circumstances. 

Mr. Moss. And if it is insolvent, then there is a possibility that if 
you pay out everything to the first-comer, you might not be able to pay 
out everything to those who follow later. You must have made a de- 
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termination that the institution was not in fact insolvent, or you would 
not have authorized the paying of all deposits on demand regardless 
of the sum involved. 

Mr. Rozertson. That is a narrow question. 

Mr. Moss. Very narrow, but very important. 

Mr. Rogertson. It is important. 

Mr. Moss. Very important. 

Mr. Roserrson. I would like to have somebody who is familiar 
with the actual language of the Insurance Corporation law to answer 
that question for me. 

Mr. Moss. All right, who is qualified ? 

Mr. Roserrson. I will ask Mr. Sloane. 

Mr. Stoane. If I may be permitted. 

Mr. Moss. Mr. Sloane. 

Mr. Suoane. First of all, Mr. Chairman, I think we are getting 
into an area of semantics, we are speaking at cross-purposes. You 
are discussing insolvency, and the Insurance Corporation speaks of 
payments in the event of default. I would refer to section 405(b) 
of the National Housing Act as amended, which provides “In the 
event of default by any insured institution, payment of each insured 
account”, and so forth, and I will read on, if you like. 

Mr. Moss. By all means, I want to have it completely clear. 

Mr. SLoane (reading) : 

Payment of each insured account in such insured institution which is sur- 
rendered and transferred to the Corporation shall be made by the Corporation 
as soon as possible either (1) by cash, or (2) by making available to each in- 
sured member a transferred account in a new insured institution in the same 
community or in another insured institution in an amount equal to the insured 
account of such insured member: Provided, That the Corporation in its dis- 
cretion may require proof of claims to be filed before paying the insured accounts, 
and that in any case where the Corporation is not satisfied as to the validity 
of a claim for an insured account, it may require the final determination of a 
court of competent jurisdiction before paying such claim. 

Now, section 405(a) speaks of the $10,000 figure which you have 
referred to, but here 

Mr. Moss. How would you determine if an account is going to be 
in default if you have no idea of the condition of the institution! 
You assume that it is going to be in default if you are going to pay 
all depositors whatever ‘they. ask for ? 

Mr. Stoaner. I hadn’t finished, sir. The term “default” is defined 
in the statute, 401(d) : 


The term “default”? means adjudication or other official determination of a 
court of competent jurisdiction or other public authority pursunat to which a 
conservator, receiver, or other legal custodian is appointed for an insured insti- 
tution for the purpose of liquidation. 





That, I think, is the pertinent phrase. 

Mr. Moss. It is your contention, then, that you can pay out, when 
you seize under an emergency condition, even though the condition 
of the institution was such that it would be in default to its deposi- 
tors, that you can pay out in excess of $10,000 to each depositor as 
long as the money holds out ? 

Mr. Stoane. It is my contention, Congressman, that until a de- 
fault—which is defined in the statute—h: as been determined as defined 
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in the statute, the Corporation is obligated to pay out withdrawals the 
game as the management would be, or go on and notice, and so forth. 

Mr. Moss. In any amount? 

Mr. Sioane. Yes. 

Mr. Moss. And it is supposed to act in a vacuum without first 
making the determination whether in so making payments it is in a 

sition to protect others in the amount of the insured sum? 

Mr. Stoane. The statute provides the manner in which they pay 
out; yes, sir. 

Mr. Houtrrecp. Mr. Chairman, may I ask? In that definition of 
default you read “Court of competent jurisdiction or other public au- 
thority”, did you not ? 

Mr. Stoane. Oh, yes. 

Mr. Horirterp. And do you include in other public authority the 
Home Loan Bank Board ? 

Mr. Stoane. The phrase I emphasized was “for the purpose of 
liquidation,” sir, it has to be for that purpose before we get into a 
default, you see. 

Mr. Howrerevp. You are not advancing this, then, as a defense 
against pay ing more than the $10,000 ? 

Mr. Stoane. Well, sir, what I am saying is that unless 

Mr. Hoirievp. You read this to the committee for some purpose, 
did you not ? 

Mr. Stoanr. Yes, sir. 

Mr. Hottrretp. What was the purpose in reading it? 

Mr. Stoanr. To demonstrate that unless a legal custodian is ap- 
pointed for the purpose of liquidation—that is the key phrase—there 
is not a default as defined in the statute, and the terms of payment 
in the event of a default are not applicable, sir. 

Mr. Moss. Of course in the legislative record of the 1954 act it 
seemed rather clear that the committee in discussing the emergency 
power had in mind the issue of insolvency. 

Now, it is quite possible that the Board acted without regard to 
evaluating the question of insolvency, although it would seem rather 
inconsistent with the intent of Congress if they did so act. Then the 
question of insolvency has no bearing upon this matter of paying in 
excess of the $10,000 for each account. 

Mr. Stoane. Well, sir, again I would have to rely on what I said. 
The statute provides when an institution is in default, and as I recall, 
order 13372 does not state that the supervisory representative in 
charge is appointed for the purpose of liquidation. 

Mr. Moss. It doesn’t state why he is appointed. That is what we 
are trying to find out. 

Mr. Horrterp. Is it not true that Mr. Ad: ams, the chairman of the 
San Francisco regional bank, made a public speech in Los Angeles 
in which he said that the purpose of taking the institution over was 
for the purpose of liquidation ? 

Mr. Stoanr. Well, sir, I have no idea. 

Mr. Moss. You haven’t heard of this? 

Mr. Stoane. I heard something read here. 

Mr. Hotirretp. Mr. Wyman, you were there when Mr. Adams made 


the speech at the County Managers Association at the Biltmore Hotel 
in Los Angeles ? 
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Mr. Wyman. I was in Los Angeles at the time, but I did not attend 
the meeting. 

Mr. Horirretp. Was there a record kept of that meeting? 

Mr. Wyman. That I don’t know. 

Mr. Houtrrecp. Do you know whether or not Mr. Adams stated that 
they were seizing the institution for liquidation purposes? 

Mr. Wyman. No, sir, I donot. 

Mr. Horrrretp. You don’t know that? 

Mr. Wyman. No, sir. 

Mr. Hotiriexp. If it were established he made that statement, if 
it were established under affidavit, would it be significant to you that 
he made a statement in that area of meaning? Would that have any 
meaning to you ? ; 

Mr. Wyman. Yes, it would. I would think it would be an w- 
fortunate and improper statement. 

Mr. Honiriecp. Was he a spokesman for the Board at that time? 

Mr. Wyman. Not to my knowledge. 

Mr. Hotirrevp. You are sure of that, now? You are under oath, 

Mr, Wyman. Not to my knowledge. I don’t believe the Board at 
any time designated any so-called s spokesman, 

Mr. Hottrrerp. Were you later on introduced as the new spokesman 
for the Board ? 

Mr. Wyman. That was the newspaper story. 

Mr. Houtrterp. But you were not introduced to any group as being 
the spokesman, you might say, from now on for the Board? 

Mr. Wyman. No, I was not. 

Mr. Horrman. Mr. Chairman, may I ask another question now? 
I understood that various publications were introduced, newspaper 
publications. I have one which comes from the press table, Inde- 
pendent Press-Telegram, Long Beach, Sunday, April 24—that is in 
the left upper corner, and on the right, opposite, is Herald American, 
Thursday, May 5, 1960, and down below, ress-Telegram, and then on 
the right side at the bottom, concern shows on faces of elderly people, 
and on the back it is pr inted. 

May I have that introduced as a part of the record? 

Mr. Moss. That has been introduced into the record. 

Mr. Horrman. Asa whole? 

Mr. Moss. Asa whole. 

Mr. Horrman. Thank you. 

Mr. Ho.irrecp. Mr. Chairman, I was the one that introduced one 
of those articles. I am not sure that the record will show that all of 
the articles that Mr. Hoffman has alluded to—— 

Mr. Moss. Let the record show all articles not presently included 
from the publications referred to by Mr. Hoffman will be included 
at this point in the record. 

(The material referred to appears as Exhibits C-2a—C-2d on pp. 
794-798. ) 

Mr. Horrman. Including the photograph in the lower right corner 
showing the elderly people with sweaters and coats on? 

Mr. Moss. We will try to place the photograph, if it is possible 

Mr. Horrman. They are printed in the record at times, and that is 
especially significant—not important—because it was stated at the 
time that they were suffering on that hot day, and all, and here it shows 
them with coats on. 
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Mr. Hotrrrevp. In view of the fact the temperature has been 
prought into this, I request that the staff obtain from the Los Angeles 
Bureau the range of temperature for these particular days, beginning 
on Monday, April 25, and for the balance of that week. 

Mr. Horrman. It may be those withdrawing were chilled by the 

ews. 
i Mr. Hoirtetp. It might be, or by fear that their life savings were 
in jeopardy. 

Mr. Moss. That might be the case. I notice the other picture has 
some in sport shirts, some in coats. 

The staff will undertake to get the information requested by the 

ntleman from California. 

(The information is as follows :) 


Mavimum and minimum daily temperatures, Long Beach, Calif., Apr. 25-29, 1960 
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Source: Library of Congress, based on Long Beach, Calif. newspaper reports. 


Mr. Scuer. Might I ask one question, Mr. Chairman, in order to 
make the record clear? 

Mr. Moss. Yes. 

Mr. Scuer. Mr, Robertson, was the Long Beach institution seized 
for purposes of liquidation ? 

r, Ropertson. No. 

Mr. Hoxitrretp. Was it seized for purposes of merger with one of 
the competitive institutions in the city ? 

Mr. Rozertson. No. 

Mr. Hoiirretp. What was it seized for, Mr. Robertson? What was 
the purpose of the eventual disposal of the organization? You have 
said it was not for liquidation or for merger. Was it for the purpose 
of electing a new group of directors and maintaining the charter and 
institution in operation ? 

Mr. Rozerrson. The purpose was to conserve. 

Mr, Horirievp. Or was it for the purpose of setting up a new board 
of directors and perpetuating the institution ? 

Mr. Rozerrson. The basic purpose was to preserve the interest of 
the shareholders and the risk of the Insurance Corp. 

Mr, Hoxirretp. But on what method were you going to proceed? 
You already said you were not going to liquidate the institution or 
merge the institution with a competitor in the city. 

ere you going to merge it with a competitor outside of the city ? 


Mr. Rosertson. That would depend on what develops, when and 
5 


l1i—— 


Mr. Horirievp. You already said you would not merge with a com- 
petitor within the city. Would you also say that you were not in- 
tending to merge it with a competitor from outside the city ? 

Mr, Roserrson. What I should have said is we made no prejudg- 
ment as to what we would do. 
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Mr. Horrrretp. So you had no plans as to how you would proceed 
with such assets as might remain when you obts ained the full POsseg- 
sion of it under court order. You had no plans? 

Mr. Rosertson. No. 

Mr. Ho.iriecp. You had no plans, but you did have a plan not to 
liquidate ? 

Mr. Rosertson. No, you a, t ask me that question. 

Mr. Horirtetp. Oh, yes I did, I asked if you seized it for the pur- 
pose of liquidation, and you said “No.” The record will speak for 
itself. 

Mr. Rosertson. I stand on that answer, but 

Mr. Ho.irrecp. And you also said that you had not seized it for 
the purpose of merging it, did you not 4 

Mr. Roperrson. "That is right. 

Mr. Houtrtevp. All right. 

Mr. Rosertson. I can give you, if I may, a case in point. We haye 
just wound up Beacon, and the question is how to dispose of it. Iti 
not an easy question. 

The simplest thing to do with Beacon would be to merge it with 
another association. 

Mr. Hottrtetp. With one of its competitors. 

Mr. Roserrson. Any association. 

Mr. Houtrrevp. Well, you would have to have an association ‘within 
a 50-mile circle, would you not? 

Mr. Roserrson. That is right. 

Mr. Houtrrecp. And therefore it would be one of its competitors, 
would it. not ? 

Mr. Ropertson. Yes. 

Mr. Hottrtevp. So the simplest thing would be to merge it with one 
of its competitive associations. 

Mr. Rosertson. Yes, but you didn’t let me finish. 

Mr. Houtrretp. Go ahead and finish. 

Mr. Roserrson. Wisconsin does not. permit branches, so that is not 
particularly attractive. Then the next question is to just merge it 
with another association. We haven’t yet found anyone who wantsit. 

Mr. Ho.irrevp. Have you tried to find someone who wants it? 

Mr. Rosertson. We have. 

The third thing, which is more 

Mr. Hoxtrreip. Why don’t they want itt 

Mr. Rozertson. In the case of Beacon ? 

Mr. Houtrrevp. Yes. 

Mr. Roserrson. Well, there are two reasons—there are several 
reasons, but I can give you two of them. While the institution is 
solvent, its earnings are not sufficient to maintain the dividend. It 
owns a great many low-rate GI loans subject to a service charge. 
Now, nobody questions the goodness of the GI loans ultimately, bit 

in the meantime they won’t pay their way. 

Another reason is that the association, itself, has, should T say, 
no particular identity. A good deal of its money is from outside 
sources. 

Another reason is that it has a substantial amount, roughly #4 mil- 
lion of borrowed money presently at rather a high rate. They ar 
reluctant to assume that responsibility. 
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Now, I can’t speak for all of the reasons, but I can just give you 
gome of the reasons why here is a perfectly solvent institution—— 

Mr. Ho.irretp. But itis nota good money maker. 

Mr. Rosertson. Which nobody wants very much. I didn’t finish, 
and 1 am sorry to go into this long discussion, but you asked me what 
we would do. Another possibility is to have an entirely new group 
take it over. 

Mr. Houtrtecp. You are still talking about Beacon ? 

Mr. Roverrson. I am talking about Beacon. I am trying to tell you 
why within a period of 6 months following the e1 nding of the litiga- 
tion on the conservatorship, it asn’t possible to say what you will “do 
with it. I will say this to you, we don’t want to liquids rte it. 

Mr. Houtrietp. I am not particularly interested m the Beacon. 

Mr. Rorertson. I am trying to tell you why. 

Mr. Houtrrevp. I accept your expl: ination. 

Mr. Roperrson. It is impossible to say in advance what we will do 
with it. 

Mr. Houtrtetp. Now, going from the Beacon to the Long Beach, 
there is a different set of circumstances there, is there not ? 

Mr. Moss. At the moment. ; 

Mr. Ho.trretp. There is a different set of circumstances with re- 
gard to the preponderance of GI loans with service charges. That 
doesn’ t obtain in the Long Beach Association, does'it ? 

Mr. Roserrson. Well, again, that gets into these factual matters 
which we would rather not discuss. 

Mr. Hotirtetp. Well, either they do have a lot of GI loans -at low 
interest rate, or they don’t have. 

Mr. Moss. We will establish it for the record: 

Mr. Houtrrevp. We will establish it through Mr. Gregory, under 
oath. He is under subpena to brmg documents to prove everything 
he says. 

Mr. Roserrson. I wouldn’t say the two are comparable. 

Mr. Moss. We are going e get the record complete. It is going 
to be a little more difficult, but we are going to get it. I have had 
to work for quite a number of years with reluctant people. 

Mr. Robertson, I asked you the other day for a list of the names of 
the persons now in executive capacity at the Long Beach institution, 
their grades and their backgrounds. 

I also asked for a complete list of all persons employed at Long 
Beach, their grades and their backgrounds. 

Do you have those? 

Mr. Ropsertrson. Is that information available? ‘I will have to 
ask Mr. Walters. 

Mr. Chairman, boiling down what Mr. Walters has told me, there 
isa very large amount of detailed information requested which we 
wish to answer precisely, and it will be furnished just as promptly 
a. | (See pp. 128-132.) 

fr. Moss. I think, for the moment, Mr. Robertson, the commit- 
tee will not require you to continue on the stand. 

I will try to let you know late this afternoon when we would again 
require your appearance, and the appearance of the Board. 

Before we finish our examin: ition of you and Mr. Hallahan, I want 
to develop certain information in the record, and that can be best 
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done by calling Mr. Gregory back to the stand, so this afternoon at 
2:30, Mr. Gregory will return to the stand, and I am confident that 
will take the balance of the afternoon, it may take tomorrow mor. 
ing, so you are excused now. 

Mr. Watiuauser. Mr. Chairman, before you do that, may I ask 
question ? 

Mr, Moss. Yes, 

Mr. Wautuauser. I haven’t had an opportunity to ask a few ques. 
tions of Mr. Robertson, but I will have that opportunity later when 
he comes back ? 

Mr. Moss. Most assuredly you will. 

Mr. WauiHAuser. Thank you. 

Mr. Parise. Mr. Chairman 

Mr. Moss. Identify yourself. 

Mr. Parise. I am John S. Parise, councilman from the city of 
Buena Park in which the Bellehurst area is located. I have with 
me Mayor Robert Thompson, and Councilman MacShane. 

Yesterday, Sunday, we had an emergency meeting of our council 
re the city of Buena Park to come and appear before this committee 
today. 

Bear in mind that we are part-time councilmen in our city, and our 
jobs are suffering because we have taken the extra effort to address 
you, and we would appreciate it if you would take the opportunity 
today to hear us. 

Mr. Moss. How long would you require ? 

Mr. Parise. Mr. iieleian, we have brought with us a recording 
of our council meeting in which citizens of our community have 
stated their position on this matter, and I feel perhaps to do justice 
to what we have to say would take about 2 hours. 

Mr. Moss. And you are here under official resolution ? 

Mr. Parise. Of the council of the city of Buena Park; yes, sir, 

Mr. Hotarietp. Mr. Chairman, 

Mr. Moss. Mr. Holifield. 

Mr. Horirietp. Are you here at your own expense or is the city of 
Buena Park paying your way ? 

Mr. Parisz. The city is paying the way. 

Mr. Hoxuirrevp. You have not been solicited by a member of the com- 
mittee to come here? 

Mr. Parise. No, sir. 

Mr. Hoxtrietp. You are willing to make your testimony under oath 
this afternoon ? 

Mr. Parise. Yes, sir. 

Mr. Horirme tp. Mr. Chairman, under those circumstances, I know 
very well Buena Park adjoins my congressional district. I do not 
know any of these gentlemen personally, I have never seen them be- 
fore, but I do know in these small cities the men serve practically ona 
volunteer basis. 

Mr. Parise. $30 a month. 

Mr. Ho.irirecp. And they have separate business, no doubt, they 
would like to get back to, and I think the committee should accom- 
modate them and put them on as the first witnesses this afternoon, if 
there is no objection. 

Mr. Moss. Mr. Wallhauser? 
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Mr. Watiuavser. I have no objection. I just want to ask the gen- 
tleman—I commend him for his interest—you are going to testify on 

rtinent information that is before this committee 4 

Mr. Parise. Yes; as a result of this Federal seizure, and the results 
it has had on our area, and what is happening now in the specific Belle- 
hurst area. 

Mr. WaLLHAvseR. You are going to give information as to whether 
there was or wasn’t an emergency within the association ? 

Mr. Parise. The effect it has had on our area, sir, in connection with 
the Federal officers, as I understand it, now in control, and their ne- 
gotidtions with the State of California Highway Department, and 
their endeavors to purchase 65 acres of the Bellehurst area to be used 
asa barrel pit for freeway fill. This entire operation we feel is detri- 
mental to our community. It does not fit in with our long-range plan- 
ning. It was not the desire, as I understand it, of the mortgagors of 
the property originally, and as a result of Federal seizure this situa- 
tion has developed. 

Mr. Watiuavser. Of course, what you are talking about I have no 
knowledge about at all; it issomething foreign to me. 

Mr. Parise. I would appreciate the opportunity to present it, be- 
cause I feel it is very pertinent to your investigation. 

Mr. Watiuauser. My only question, Mr. Chairman, is whether 
the testimony is pertinent to the congressional investigation as to 
whether there was an emergency when the Board, the Federal Home 
Loan Bank Board, said there was. 

Mr. Moss. Of course, it would be very difficult for the Chair to pre- 
judge the nature of the testimony because of the fact that his know]l- 
edge at the moment is precisely that of his colleague from New Jersey. 

Mr. WatiHauser. I agree with that, but I only ask this. I cer- 
tainly don’t want to preclude the gentleman from testifying. 

Mr. Moss. Well, the Chair has the difficult decision, then, of having 
to either grant or refuse the request, and I am inclined in this in- 
stance—— 

Mr. Horirrevp. I will withdraw my request at this time, if I may, 
and ask that the committee confer on this matter during the lunch 
hour. 

Mr. Moss. The Chair 's inclined, under circumstances of this type, 
to hear the spokesman for the community, but takes this opportunity 
to advise all others who would make appearances here that it is the 
custom in the Congress for you to contact the chairman to discuss the 
nature of your appearance and to let him at that point determine 
whether or not it is possible to accommodate the request. 

Obviously, this committee cannot hear all interested parties. I have 
had no less than 10 other institutions file vigorous protests with me 
over “arbitrary action of the Board.” It is impossible to arrive at a 
determination now as to whether we will go into those other cases. It 
may be necessary, I don’t know, but in arder not to hold these people 
up, [ think perhaps it would be best to hear them at 2:30. 

Mr. Parise. Thank you, sir. 

Mr. Moss. I suggest that you get together and try to shorten the 
time of your presentation, and the committee will then have to reserve 
its right to examine into the question of pertinency as the presentation 
ismade, 

Now, is there objection to that procedure? 

59258—60—pt. 1- 19 
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Mr. Houirrevp. Mr. Chairman, I object. 

Mr. Moss. You object ? 

Mr. Houtrrexp. I object, and renew my request that the whole com. 
mittee, both the majority and minority sides, discuss this matter dyr. 
ing the noon to help and assist the chairman in coming to a conclu. 
sion. 

Mr. Moss. Are you at this point asking for an executive session of 
the committee to undertake a determination of this matter ? 

Mr. Horirrevp. Iam. 

Mr. Moss. Is there objection to the request ? 

Mr. Parise. Mr. Chairman, if an executive session is held and we 
are permitted to discuss this situation, I feel you would find Our mate. 
rial is pertinent. 

Mr. Moss. Then the Chair will ask the hearing room be closed, and 
the subcommittee will immediately go into executive session for the 
purpose of determining this question. 

(Whereupon, at 12:30 p.m., the subcommittee went into executive 
session. ) 

AFTERNOON SESSION 


Mr. Moss The subcommittee will be in order. 
Mr. Gregory, would you take the stand ? 


FURTHER STATEMENT OF THOMAS A. GREGORY, PRESIDENT 
LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Moss. Mr. Gregory, when we concluded on Thursday, we had 
heard your comment on three of the nine charges contained in Board 
Order No. 13372. 

At this time, we will start with charge (d), or No. 4 of that order: 

Said association during the month of December 1959 declared as a policy a 
current dividend rate of 4% percent per annum commencing January 1, 1960, to 
be credited on share accounts as of the close of business June 30, 1960, when 
its undivided profits and earnings were insufficient to justify such declaration of 
policy or payment of such dividend. 

Mr. Houtrtevp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houirrevcp. Mr. Gregory, you have been sitting in this room 
listening to the testimony for the last few days. You have seen the 
Chairman of the Home Loan Bank Board repeatedly confer witha 
battery of attorneys before answering questions. One of the allega- 
tions that he has made for his refusal to cooperate with the committee 
at this time is that there is an administrative hearing coming up on 
June 27, and that there will be matters of controversy at issue there 
which would be involved in his questions. 

Now you are not an attorney, are you ¢ 

Mr. Grecory. No, Iam not, Mr. Holifield. 

Mr. Houirietp. And you are not accompanied by counsel at this 
meeting ? 

Mr. Grecory. No, Iam not. 

Mr. Houirretp. You are aware that the responses you make to this 
committee will be a matter of public record, and will be available 
to the members of this committee and the public as well as the Home 
Loan Bank Board ? 
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Mr. Grecory. Yes;I thinkI am. 

Mr. Houirtecp. And you, of course, are aware that from the stand- 

int of legal strategy, you are in effect laying out part, if not all, of 

our case, your defense and yo legal strategy which you intend to 

employ in the forthcoming administrative hearing and any subsequent 
litigation that may occur # 

Mr. Gregory. Mr. Holifield—— 

Mr. Hotirretp. Will you please answer the question ? 

Mr. Grecory. Yes; I am aware of it. 

Mr. Houirtetp. And you are aware that you are under oath, that 


our oath carries over, and that you are also under subpena from this 
committee ? 


Mr. Grecory. Yes, sir, I do. 

Mr. HouirieLp. You may proceed. 

Mr. Gregory. While we are on that subject, if the committee would 
bear with me for a few minutes, I think maybe I could make my posi- 
tion a little more clear to the committee, and set out the background 
and the reasons why I am here and the reasons why I think it is urgent 
that I be here, the reasons why I don’t have any desire to withhold 
any information irrespective of such disclosure as there might be to the 
Home Loan Bank Board. 

I had never thought that you had to have surprise and secrecy 
in order to establish the truth. I think that in all sincerity—have I 
your permission to make a statement ? 

Mr. Houirrecp. You get that from the Chairman. 

Mr. Moss. Go ahead. 


Mr. Grecory. I think in all sincerity, a person operating, or any 
firm operating, under the authority of a congressional enactment, 
irrespective of the capacity, be it the Home Loan Bank Board or a 
Federal savings and loan association, owes a responsibility to Congress 
tomake whatever information they have with reference to their opera- 
tions available so that Congress may be informed of what is happening 
and what can be done, and what is being done. 

I think it doubly important that we do that here, because in my 
opinion the enactments have been badly abused, the authority granted 
has gone beyond any reasonable semblance of a normal function of a 
board. 

I think the public interest is being very severely jeopardized. I 
think the stability of the entire insurance system for savings and loans 
isbeing severely jeopardized. 

[ speak with authority on that, for I have had 14 years of it, of 
time to get educated, 14 years of experience with Board’s coming and 
going, and 14 years of understaff of the Bureau that if you trace their 
history is dedicated to a totalitarian philosophy within the system. It 
is so intertwined in rules and regulations that we are are deprived 
of a right to go to court until disaster has already wiped out any 
semblance of assets that are left, and you gentlemen have heard them 
when they come before your Congress, or congressional committee, 
tell you here as they did in 1951 and 1952, and in 1946, that Congress 
was improperly making inquiries, because they either had adminis- 
trative hearing or a court review or some other activity, and when 
they get to the other activities they use the same exeuse: that they 
aire an arm of Congress and power has been granted, and no one else 
has a right to say anything. 
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[ have witnessed those things. I have been now 32 years in the 
savings and loan business. We built a good company, a company 
that was an asset to the community. It had a sound operation. We 
have made a lot of loans, thousands of loans, to people for both eon- 
struction and refinancing, and of those loans that we have made, we 
have had virtually no losses at all—I think $1,009, as I remember the 
amount, out of the total amount. 

Mr. Honirrerp. How many thousands of loans have you made, Mr, 
Gregory ? 

Mr. Grecory. Mr. Holifield, I haven’t the slightest idea, but it has 
been in the multimillions of dollars. We have been real active. Some 
months we have run as much as a million and a half, 2 million, and 
5 million a month; some months it has been much smaller, but it has 
been real active, real aggressive. 

We started in our little association in 1934 with very small capital, 
$7,500, and in 12 years, up to 1946, we grew to be the second largest 
association in the State. We had not brought in money; we paid no 
brokerages. The money we got was local. We have a mutual, a home- 
spun company. We were a representative of our community, and | 
think rendered our people more service than any other company that 
I know of. I think that is demonstrated by the fact that we had 
approximately 90,000 customers in and out of our place when we 
were seized, and our total population of Long Beach is approxi- 
mately 360,000, so we had a goodly percentage of our local people. 

We met disaster in 1946 by this same Home Loan Bank Board—— 

Mr. Houtrretp. You mean by a Home Loan Bank Board, not this 
same membership ? 

Mr. Grecory. Not the same membership. It was then a one-man 
Board, the President having abolished the five-man Board under the 
War Powers Act of 1941, by Order 9070, and there had been estab- 
lished a one-man Board at that time. Commencing in about 1937, 
there had been a continual building up of rules and regulations to 
take away the associations—to take away from the associations the 
right to a hearing before seizure, certain regulatory rights; they took 
away their voice to be heard, took away their right of review, and by 
the time they had seized our company in 1946 it was the contention 
of the Home Loan Bank Board that the association, or no association, 
as a matter of fact, had a right to go to any court for any kind of 
relief. That was their contention. 

Mr. Houiriecp. Their contention was that they could not be sued, I 
believe, at that time. 

Mr. Grecory. That is correct. 

Mr. Houirretp. But that they could sue? 

Mr. Grecory. That is right ; they could sue but not be sued. 

Mr. Hortrretp. Could they have been sued in the State of Cali- 
fornia at the time they seized your institution ? 

Mr. Grecory. They contended they could not be. Our shareholders 
sued the Board in 1948, and the Insurance Corporation defended on 
the ground that Congress had not designated an agent upon whom 
service of process could be made, and for that reason they could pick 
and choose which lawsuits they would accept or reject. 

Mr. Houtrrevp. They exercised the eminent right of government 
to reject or accept suit ? 
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Mr. Grecory. That is correct. 

Mr. Houtrtetp. Did ponents seek to change that ? 

Mr. Grecory. In 1954, the Congress enacted what we in the field 
thought was a bill of rights. It gave the associations, as we understood 
it, the right to go to court when the Home Loan Bank Board would 
make an order with which we did not agree or we thought was unfair, 
that we would have the right to test it out in the local district court 
in which the association was located, that we would have some sem- 
blance of a forum that could be an impartial forum where we could 
be heard. 

Mr. Horirtevp. Did it also establish an entity to make it mandatory 
for them to receive suit ? 

Mr. Grecory. Yes, it did. They became a sue-and-be-sued entity 
at that point. 

Mr. Houtrieip. And this was distinct from what had occurred be- 
fore ? 

Mr. Grecory. That is correct, distinct from what had occurred be- 
fore. It apparently, however, has taken on a different aspect of what 
a great many of us thought the bill meant when it was passed, in that 
it appears necessary to exhaust an administrative process of some type 
that may take a long time before we can get to court. 

We have had experience with that administrative process, and finally 
the U.S. circuit court held that the Long Beach Federal should have 
exhausted its administrative process in the early suits for an account- 
ing, and for the attempt to recover our property after the congres- 
sional committee had found the seizure to be unwarranted and con- 
demned it, and after the U.S. court had acted and given the company 
back we attempted to get an accounting. The conservator filed a 
document in court which, upon hearing, the Federal court. determined 
to be no accounting at all. He took another considerable length of 
time, almost a year, to file a supplemental accounting, and the associa- 
tion officers and the shareholders through their attorney made objec- 
tions to their report because of its incompleteness, and because it did 
not embody a complete accounting. 

We pressed pretty hard for the accounting. We thought the court 
had rendered a judgment directing that an accounting be made. The 
Home Loan Bank Board had directed it be made by resolution, and 
we were pressing for it. 

The Home Loan Bank Board, however, after filing our second set 
of objections to it, responded by issuing order 2015 in 1949. Order 
2015 was an order to show cause why the Long Beach Federal should 
not be—why the Federal Savings and Loan Insurance Corporation 
should not be appointed receiver for Long Beach Federal Savings & 
Loan Association. 

Mr. Houirrevp. And up until that date they had not rendered the 
accounting called for by the court ? 

Mr. Gregory. No, they had not. 

Mr. Houirreitp. And this show cause at that time, this 1949 order 
that you mentioned was for you to show cause why a conservator or 
receiver should not again be appointed ¢ 

Mr. Gregory. That is right. 

Mr. Houtrtetp. For your institution ? 
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Mr. Grecory. That is right. We were again faced with disaster if 
we pressed for the accounting, and, as a matter of fact, we were faced 
with a disaster anyway. 

At that point, after the order to show cause was issued, the only time 
the Federal Savings and Loan Insurance Corporation appointed a re- 
ceiver is for the purpose of liquidation, so it was the intent of the 
Board at that point to liquidate the Long Beach Association rather 
than account. We again appealed to the Congress and to the courts, 

You may remember Congressman Dawson appointed a subcommittee 
of which you were Chairman, and I am sure you remember very wel] 
you experienced a lot of difficulties the committee is experiencing here 
in getting information and attempting to ferret out the truth. 

I think it was after you had had about 1,500 pages of testimony 
that finally the attorney for the Home Loan Bank Board testified that 
the charges against the association’s manager were for horse trading 
purposes. ' 

Mr. Hortrrecp. That was Mr. MacGuineas of the Department of 
Justice that made an admission before our committee, as I remember 
it. 

Mr. Grecory. Yes, sir, you are correct, it was. 

Mr. Hourrtetp, And he is directing this litigation at the present 
time, I understand. 

Mr. Grecory. So far as I know, he has never been removed from it, 
So far as I know, he isstill directing it. 

Mr. Hotirreip. Now, the impact of that was that he deliberately 
filed a series of charges which, as he said in his determination, and it js 
to be found in the record—— 

Mr. Moss. Can we have the citation ? 

Mr. Hourrietp. Has anyone got that citation here? 

Mr. Grecory. I could soon get it for you. 

Mr. Houirrevp. Go ahead, we will find it and give the citation. 

Mr. Grecory. I should remember that, but I don’t offhand, Mr. 
Holifield. 

The impact of it was that there had been charges filed and a resolu- 
tion adopted by the Home Loan Bank Board to liquidate the Long 
Beach Federal Savings & Loan Association, rather than account, or 
to use them for horse trading purposes, that is to trade the association 
out of its claims against the conservator, and the Board, and the Fed- 
eral Home Loan Bank of San Francisco in turn to drop the charges 
against management. That is the substance of it. 

The Congress—and we thank God many times that we had a Con- 
gress. It kept them busy for a while, and we were able through the 
efforts of the congressional committee to at least learn what their con- 
tentions were, and to bring out the fact that that was the purpose. 

The order 2015 was dropped, it was never followed up after that. 
For a while, we had a restraining order from the court, while the con- 
gressional committee was procuring the information. +s. 

It was ultimately ruled that we should have exhausted the adminis- 
trative process first, so under their rules and regulations if we had 
relied entirely on the Board, the probabilities are that we would have 
been liquidated long before we could ever get a court hearing or 4 
court review. 
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Mr. Hottrretp. And this was why you resisted an administrative 
pearing before the people who had seized your institution, because 
you felt that they would have justified their seizure and would liqui- 
date you, and you would be left without some remedy. 

Mr. Grecory. Yes, sir, that is correct. 

We finally got the court decision, as I say, Saying we should have 
exhausted the remedy first, and that before. we could sue upon the 
accounting it would be necessary for the Home Loan Bank Board to 

ass upon it. We have been waiting 11 years, now, for the Home 
Tn Bank Board to make a decision “whether they w ant to accept or 
reject the accounting. They have never taken ‘that official action 
upon which we ¢ ould base a review in the courts. 

Mr. Hotirretp. Now, as I understand it, unless they did take an 
action on the accounting, you were left without any remedy of going 
into the court on that point ? 

Mr. Grecory. That is right. 

Mr. Houirrevp. And you were also unable, because you did not have 
a proper act ‘ounting, to start with a sound accounting base, or a true 
picture of the base ‘of the accounting for your institution, is that 
right ? 

Mr. Grecory. We have never known how to determine what the 
base to start—a base upon which to start our financial statement. If 
we did, we would be prejudging what the Home Loan Bank Board 
would do and prejudging what the courts would do. 

Mr. Houirrevp. And if you signed your name to that under oath, 
you would be subject to prosecution, isthat right ? 

Mr. Grecory. We have been so informed, and, in fact, the U.S. 
court made a finding in connection with its injunction to the effect 
that the officers of the association should not and could not sign the 
statements required by their rules and regulations in connection with 
financial statements without imperiling their own personal welfare, 
and that of the association and its shareholders. 

Mr. Horirretp. And so concurrent with your receiving the institu- 
tion back, and with the fact that you were never given a proper court- 
approved accounting of the acts of the conservator during his 19 
months of conservatorship, you were unable to establish a basis for 
your accounting from that day until this? 

Mr. Greecory. That is correct, Mr. Holifield. In lieu of that, we 
have from time to time asked the Home Loan Bank Board to go into 
court and join with us in asking the court to issue a without-prejudice 
order. 

In other words, we would establish a basis agreeable to both the 
Home Loan Bank Board and the Long Beach Association for interim 
accounting, an interim statement, and ask the court to issue an order 
that it would be without prejudice to either the Home Loan Bank 
Board or any of its agencies, or the Long Beach Federal and its share- 
holders. 

Mr. Hoirtetp. In other words, to give you a sound basis to build 
your accounting from year to year. 

Mr. Grecory. That is right. We asked them to do that. We have 
repeatedly asked them. In fact, that is the only basis upon which 
we have been able to give them an accounting of what the association 
was doing, so at intervals we have filed with them a without- -preju- 
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dice, or renewed our request for the without-prejudice order and file 
with them a pro forma statement brought up to date based on oy 
original request. 

Mr. Hoxirretp. Now in that period of 12 years from 1948 to the 
present time, have you had Home Loan Bank Board examination; 
from time to time ? 

Mr. Gregory. Quite a number of them. 

Mr. Houirretp. Do you know how many you have had ? 

Mr. Grecory. No, sir; I don’t, not without going back and counting 
them up. 

Mr. Horirievp. Would you estimate—is it in the number of fiye 
eight, once a year, once every 2 years—can you give us an estimate and 
then correct that estimate later after you check your records? 

Mr. Gregory. It would be five or more. 

Mr. Houirrevp. Five or more examinations? 

Mr. Grecory. That is right. 


Mr. Houirretp. Now at each time did the Home Loan Bank Board | 
ever, after the receipt of those examinations, complain to you or give | 


you any kind of formal order pertinent to the fact. that this was nota 
balanced examination, and by “balanced” I mean it was not a normal 
examination which gave final facts and figures based on a sound base 
of accounting. 

Mr. Grecory. They have never given us an order. 

Mr. Hottrrevp. They have never given you an order ? 

Mr. Grecory. That is right. 

Mr. Moss. At this point, Mr. Wyman mentioned five supervisory 
letters directed to your institution. Do you have copies of those let- 
ters? 

Mr. Grecory. I have here a letter for December 7, 1954, which I do 
not have the association’s answer for yet. Weare hoping to receiveit 
right away, but up to this point we haven't. 

There is also a letter dated June 21, 1954, and the association's ar- 
swer of July 29, 1954. 

The Home Loan Bank Board’s letter of June 9, 19— I have the 
wrong date. 

Mr. Moss. The letters I had in mind are one for the 26th of June 
1959. Do you have that one? 

Mr. Grecory. I have one in 1959—I thought Thad it. I have oneof 
June 24 in answer toa June 8 letter to Mr. Robertson. Do you want 
to call another one? 

Mr. Moss. August 21, 1958. 

Mr. Grecory. I have the August 21, 1958, letter and the association’ 
answer of August 25, 1958, and November 10, 1958, in this folder. 

Mr. Moss. December 7, 1954. 

Mr. Grecory. That is the letter—I have the letter from the Home 
Loan Bank Board, and our answer is on the way. 

Mr. Moss. June 21, 1954, which was transmitted to the board of di- 
rectors on the 29th. The date would be the 21st. 

Mr. Grecory. I have June 21, 1954, and the association’s answer on 
July 29, 1954. 

Mr. Moss. February 14, 1949. 

Mr. Grecory. February 14, 1949, I do not have. I don’t know 
whether we will be able to find that or not. 
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Mr. Moss. I understand you have difficulty in that your files were 
seized. ze i: 

Mr. Grecory. That is right. 

Mr. Hottrrecp. Part of your documents have been seized, is that 
right ¢ oy 

Mr. Grecory. Most of them, Mr. Holifield. I do have another let- 
ter of June 26, 1969, and the association’s answer, which are along the 
same line. 

Mr. Moss. These seem to cover dates in 1954 and 1958. Do these 
dates stack up with the statement quoted in the San Francisco Call 
Bulletin, Friday, May 5, 1960, a column by Jack Miller—News-Call 
Bulletin—a writer, quoting one J. Alston Adams: 

We couldn’t get an examiner in his place for the 6 years up to 1958. 


Mr. Grecory. That is untrue. The association has never at any 
time refused to have the examiners come into the association, and 
examine its affairs. 

Mr. Moss. It goes on and says: 


The institution never submitted annual reports to us or to its shareholders. 


Mr. Grecory. The association, of course, was unable to submit the 
annual reports as called for because the Home Loan Bank Board has 
never given a base upon which we can make a financial statement. 

Mr. Moss. In other words, you are faced with the fact that the 
directors have been unable to comply with certain requirements be- 
cause of actions by the Board which prejudiced the ability of the 
association to respond ? 

Mr. Grecory. That is correct. The only problem we have ever 
had has been what has been caused by the Board. If they had fune- 
tioned and discharged their responsibility, the association could have 
discharged its responsibility. 

Mr. Houtrrecp. Mr. Chairman, I would like to ask a question at 
this time, if these documents which have been set forth to the chair- 
man are original documents or facsimile reproductions ? 

Mr. Grecory. Well, they are reproductions. 

Mr. Horirrecp. Then we are not depriving you of your papers for 
the administrative hearing? 

Mr. Gregory. No, you are not. 

Mr. WatiHavser. Mr. Chairman, because there has been a long 
explanation by Mr. Gregory as to the legal moves in this whole case, 
and because Mr. MacGuineas’ name was brought into the testimony, 
I respectfully request that Mr. MacGuineas be allowed to testify to 
give the Home Loan Board’s version of the various legal moves that 
have been taken. 

Mr. Moss. The Chair will rule on that. request at a later date. 

Mr. Grecory. I mentioned a little while ago the pro forma state- 
ment which I submitted to the Home Loan Bank Board. I would 
like to submit a copy of February 23, 1960, which is the last one they 
received. 

Mr. Moss. Mr. Holifield, do you have additional questions? 

Mr. Hotirrecp. Well, had you completed your statement, Mr. 

ry? 

Mr. Grecory. No, not quite, Mr. Holifield. I was kind of won- 
dering. 
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I might say at this point if the recommendations of the committee 
that conducted the investigations in 1950 and 1951 by Mr. Holifield 
had been adopted, and had Congress acted upon them, it is my opinién 
that the litigation in which we have been so long involved would haye 
been terminated. I am sure successfully, in favor of our assoc lation, 
because of the merits involved, and I think we would not have had 
this last seizure, this second seizure. I think we would have gotten 
the problems out of the way a long way back, and we would have pro- 
tected our shareholders where we have been deprived of that Op- 
portunity because of the cumbersomeness of the law and _ because 
even the 1954 Housing Act didn’t spell out everything that the Board 
had to do. 

For example, even after the act was passed, we do not have a right 
to go to the court and have a review of the accounting until after the 
Home Loan Bank Board has acted upon it, and they have refused 
to act upon it. Thus far we do not have a final decision from the 
Board as to whether they will accept or reject Mr. Ammann’s ac- 
counting. 

Mr. Watiuavser. Might I ask a question at this point, Mr. Chair. 
man ? 

Mr. Moss. Certainly. 

Mr. WatriHavser. The Home Loan Bank Board has, as TI under- 
stand it, approximately 4,000 savings and loans either under its juris- 
diction, or under the insurance feature of its operation. How many 
instances do you know of where they have taken a similar action to 
yours ? 

Mr. Grecory. I will say I don’t know whether the Beacon case wasa 
similar action, or whether it was a similar action tried in Pennsyl- 
rania, or whether a great many over the Nation have been similar 
actions to ours. I am not familiar enough with them to make a proper 
answer, but I do know this: At the time they seized our company, they 
were quite boastful in the first few days of it in 1946, and they showed 
me a list of 28 associations they meant to seize, and told me the order 
in which they were going to doit. They handed me the list, as a matter 
of fact, and said this is the order in which we are going to take the 
associations—you can look at it and advise them we are going to do 
it. 

Mr. Watiuauser. I mean since the amended act setting up this 
procedure, have you knowledge of any other cases similar to yours! 

Mr. Grecory. It could very well have happened without my knovw- 
ing it. I have no personal knowledge of the other cases. I have 
rumors, yes, rumors all over the country of abuses of one type or 
another, but I have no personal knowledge of them. 

Mr. Warimavser. I presume any regul: atory agency would have 
criticism of it by those whom it regulates, I believe that would bea 
pattern in any regulatory agency. 

Mr. Scuer. Might I ask a few questions, Mr. Chairman ? 

Mr. Moss. Yes. 

Mr. Scuer. I just want to clarify one problem. Did you make any 
reports at all to your own shareholders or to the Board? On Febru: 
ary 23, for example, I see your tender here in evidence contains a pro 
forms statement. 

Mr. Grecory. That is correct. 
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Mr. Scuer. Explain what a pro forma statement is. 

Mr. Grecory. We took the books as of the time that Mr. Ammann 
left, and adjusted them so far as claims were made against the com- 
pany, W hich he didn’t have reflected in them, and added to the addi- 
tions that the association took in and took away the things that it 
paid out, which took a base that had not been approved by either the 
Ene Loan Bank Board or the courts, but that was the base which we 
started with. 

Mr. Scurr. This was, to the best of your knowledge, your own 
bookkeeping. 

Mr. Gregory. I wouldn’t say substantially the best of my knowledge, 
because there are claims that are not reflected in the books, such as the 
$9,600,000 interest accrual that I mentioned on the front page there, 
ad there are elements of the litigation that are not rejected. 

Mr. Scuer. But you were trying to set up some kind of working 
balance sheet. 

Mr. Gregory. We had a working balance sheet that the examiners 
used for their examination purposes, and that the association used in 
ordex to keep an accounting of all the transactions that happened 
from day to day. 

Mr. Scuer. Who kept these books, that audit? Was it by your own 
errs or some kind of an audit firm ? 

Mr. Gregory. We had a regular bookkeeping system of the asso- 
ciation’s own employees, and then we had, for several years, what we 
called a running audit. A representative of the certified public ac- 
countant’s office staying there consistently for the first several—quite 
awhile, guiding, chee king, auditing, to ‘be sure the figures were ac- 
curate and that there was somebody else’s judgment as to what went 
into the books besides our own employees and besides my own. 

After we got pretty well established to an operating basis, then 
we have had the audits from a certified public accountant regularly, 
inaddition to the Home Loan Bank Board audits. 

Mr. Scurr. So you saw that the books were kept on a periodic 
basis ? 

Mr. Grecory. That is correct. 

Mr. Scurr. Mr. Chairman, may we introduce this into evidence, 
this letter to Mr. Robertson, Chairman of the Federal Home Loan 
Bank Board, on February 23, 1960, from Mr. Gregory as president 
of the Long Beach Feder ‘al Sav ings & Loan Assoc iation, together with 
the attachment of his balance sheets as best he could formulate them ? 

Mr. Moss. Is there objection ? 

Mr. Wai. “ sER. No objection, but, Mr. Chairman, would it be on 
the basis, Mr. Gregory, of these statements that your board of di- 
rectors would declare and pay a dividend ? 

Mr. Grecory. It was the only basis upon which we would have to 
calculate it, that is right. That has been true for all the years. 

Mr. Moss. It is received as exhibit D-2 

— [D-2 appears in the arnt on p. 835.) 

Mr. Grrcory. I might say, Congressman, the bookkeeping system 


has been consistent. It has reflected the flow of cash in and out, assets 
and liabilities in and out. 
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Mr. Watiuavser. I merely was mentioning the point that the 
Home Loan Bank Board, apparently because of some legal problem, 
has not approved the statements. I wasn’t questioning the book. 
keeping. 

Mr. Grecory. That is correct, we are waiting for them to approve 
the accounting, and settling the litigation we have against the Board 
and its various agencies. 

Mr. Scuer. Mr. Gregory, on July 7, 1959, would you explain what 
this document is, and its attachment there—just what is that ? 

Mr. Grecory. That is a page out, a duplicate page out of the report 
of the examination of the Federal examiners, the attachment is, and 
the front part of it is our letter directing the attention to the Home 
Loan Bank Board to the inaccuracies on the page and why it misleads 
in reference to the amount of association’s reserves. 

Mr. Scuer. So that again you had to be keeping your books in order 
to make such a comparison; is that right ? 

Mr. Gregory. Yes, sir; we did have to. 

Mr. Scuer. Mr. Chairman, I offer in evidence the correspondence 
of June 26 from Ira Dixon of the Federal Home Loan Bank Board 
to Mr. Gregory and his reply of July 7. 

Mr. Moss. Is there objection ? 

(No response. ) 

Mr. Scuer. And the attachments, Mr. Chairman. 

Mr. Moss. Hearing none, the exhibit will be marked “Exhibit D-3.” 

(Exhibit D-3 appears in the appendix on p. 850.) 

Mr. Scuer. Your letter of November 19, 1958, to the Federal Home 
Loan Bank Board and the reply by Mr. Gregory on December 19, 
1958, will you tell us briefly what that is about ? 

Mr. Gregory. That was Mr. Robertson’s reply, I believe. 

Mr. Scner. The dates don’t gibe, Mr. Gregory. 

Mr. Grecory. On November 19, 1958, the association appealed to 
the Home Loan Bank Board to set up some standards of conduct of 
their examiners so that the association could preserve its records, and 
not have an occasion such as we have had previously when the con- 
servator seized the association and certain of our customer documents 
were never returned to us, and we have pending a $600,000 lawsuit 
as a result of it. 

The examiners in this instance demanded the right to go into the 
files unaccompanied, where we kept whatever assets the company had 
in the way of negotiable documents, pledge agreements, a rarious 
other things that were vital to the security of the association. They 
demanded the right to go unaccompanied and to take the papers in 
and out as they saw fit without any record or control or semblance 
of control over them. 

The association thought that was not a proper thing to do, because 
it would place the association in an embarrassing position should it 
lose any of the documents. After the experience we had previously, 
and we still had the suit pending, we appealed to the Home Loan 
Bank Board to set up some standards of some kind for the conduct 
of their examiners. That is embodied in our letter of November 1). 

We had a meeting with Mr. Hallahan of the Home Loan Bank 
Board, the other two Board members had to leave San Francisco, 
where they were meeting at a convention at that point. 

We a ge meeting with Mr. Hallahan and quite a number of his 
staff, and standards were agreed upon which provided that the Federal 
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Home Loan Bank Board examiners have free access to all of the 
association’s files, and wherever they wanted to go, so long as they 
were accompanied by one of the officers, so there would not be an 
opportunity for them to be accused of taking documents, nor could 
the association officers be accused of being dilatory in their responsi- 
bility to the shareholders. 

Mr. Robertson answered where I had embodied the agreement of 
November 6, and sent a copy to Mr. Robertson, and he answered it 
on November 12. 

Mr. Scuer. I offer this in evidence. 

Mr. Moss. Without objection, they will become exhibits D-4a, D-4b, 
and DHte. 

(Exhibits D-4a, D-+b, and D-4c appear in the appendix on pp. 854- 
864.) 

Mr. Moss. I would like to read the letters at a later time. I find 
them very interesting. 

The Chair is going to ask consent that the August 21, 1958, letter 
and the reply of August 25, 1958, and November 10, 1958, be received. 
Is there objection ? 

(No response. ) 

Mr. Moss. They will become exhibits D-5a, D-d5b, and D-5e. 

(Exhibits D-da, D-5b, and D-5e appear in the appendix on pp. 
865-897. ) 

Mr. Moss. June 24, 1959, letter—that is in reply to a June 8, 1959, 
letter, the letter from Albert Robertson to the Long Beach Federal 
dealing with the interim report of examination by Smith & Glenn, cer- 
tified public accountants, 

Is there objection ? 

(No response. ) 

Mr. Moss. Hearing none, they will become exhibits D-6a, D-6b, 
and D-6e. 

(Exhibits D-6a, D-6b, and D-6e appear in the appendix on pp. 
898-916. ) 

Mr. Moss. The letter of December 7, 1954, which was identified by 
Mr. Wyman as a supervisory letter—we have not at this time a copy 
of the association’s reply—the letter in question was signed by Mr. 
Newell, supervisory agent. 

Mr. Grecory. May I have permission to file our copy as soon as I 
get it? 

Mr. Moss. Is there objection ? 

(No response. ) 

Mr. Moss. It will become exhibit D-7, and a copy of the Long 
Beach reply will be included with it under the same identifying 
symbol. 

(Exhibit D-7 appears in the appendix on p. 917.) 

June 21, 1954, and the reply of Long Beach Federal of July 29, 
1954. Is there objection ? 

(No response. ) 

Mr. Moss. They will be exhibits D-8a and D-8b. 

(Exhibits D-8a and D-&b appear in the appendix on pp. 922-952.) 





\ 


Mr. WauiiAvser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 

Mr. Wautuavser. In addition to the supervisory letter, so-called, 
and your replies, would you say there had been consultation, verbal, 
telephonic, or otherwise, with the staff of the Federal Home Loan 
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Bank Board which to you might have been interpreted as being ree. 
ommendations not necessarily reduced to writing? 

Mr. Grecory. The normal way that that would be handled, Mr, 
Wallhauser, was the Board would write a letter, and would set up a 
conference with the Board, or some member of it. We would meet 
with the Board and its staff, sometimes all of the Board, and some. 
times not all of them, but generally some staff members. On one 
occasion we met with the General Counsel and several of his staff 
members, and after the meeting we would reduce to writing the sub. 
stance of the conference. Whatever agreements were made, if there 
were any, were embodied in the letter or whatever was the result of the 
conferenc e, and for the most part the answers to those letters, the 
association’s answers, will set that out pretty well. 

Mr. Watiuauvser. But you make the point that only in these five 
instances were there any conferences or recommendations, that all 
of the conferences that you made or had were reduced to writing in 
these five instances? 

Mr. Grecory. No, sir; we have had—I would have to go back and 
it would take a little while to do it. We have had innumerable con- 
ferences with the Board and its members primarily over ways and 
means of procuring a settlement or bringing about a settlement or 
finding some solution to the legal problems involved. 

Mr. WaLLuauser. So it was not essential in your judgment that you 
receive a letter or an official notice in order to know that there were 
certain recommendations that the Home Loan Bank Board had in 
mind and which you would try to correct though conference and 
through other measures. 

Mr. Grecory. Each time there was a new Board member, it re- 
quired a process of educating them as to what the association’s “claims 
were against the Board, against i its constituent members, the Savy- 
ings and Loan Insurance Cor poration, and the Federal Home Loan 
Bank of San Francisco. Sometimes that could be done partially, at 
least, in conference. For the most part, it took quite a long time and 
quite a number of conferences. 

So far as I know, we have come out of no meeting with an order, 
verbal or otherwise, to do something that the association hasn’t done 
that could be done without the Board itself first acting. 

Mr. WatiuHauser. But there is a vast amount of conference ma- 
terial, verbal and telephonic material, that could never be put in the 
record because it hasn’t been reduced to writing, or has it been 
forgotten ? 

Mr. Grecory. There is very little, sir, that couldn’t be put in the 
record as to substance, because if at any time the Board reduced its 
views to writing, or a question in writing, the association has answered 
it in writing, and we have made a record of it. 

Mr. Watiuavser. That I understand, of course, but I understood 
you to say there were many conferences in which you would have to 
brief new members, in which you would talk about corrective meas- 
ures, and so forth. ’T will rest with that, Mr. Chairman. 

Mr. Grecory. There was one conference particularly where Mr. 
Creighton came to California with, I believe, two of his staff members. 
We held extended conferences, and I think we embodied pretty much 
the substance of our conference in subsequent documentation. If you 
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would like to have that, it would give you a pretty good summary of 
the conferences in reference to settlement and the various elements 
involved. 

Mr. Wattuavser. To all of the present case ? 

Mr. Grecory. I wouldn’t say to all of it. It would have settled all 
of the present case had we followed up and completed it—had the 
Board followed up and completed. 

Mr. WautHaAuser. Are you saying you had a conference with Mr. 
Creighton regarding the nine points in the present case ? 

Mr. Grecory. Two of those were not there at the time we had the 
conference with Mr. Creighton. I don’t believe Bellehurst was— 
it may have been. Yes, Bellehurst was, although I can’t remember 
whether it was included in the correspondence or not at that point, 
but the matter of insurance premiums, the matter of stock in the 
Federal Home Loan Bank, the matter of reserves of the association, 
the manner in which the association kept its books, the policies of the 
association in reference to its normal operation, the conduct of its 
affairs, were all matters that had been very thoroughly covered and 
reduced down to—reduced in writing, these being the problems that 
should be resolved as a part of a settlement. 

Mr. _— LHAUSER. And what date did all this occur? 

Mr. Grecory. I would have to look up that date for you. That has 
been done several times during Mr. McAllister’s administration; while 
he was Chairman of the Board, we arrived at pretty close to such an 
arrangement. Mr. Wyman wrote a letter at that time embodying 
everything that he thought had to be done in order to comply com- 
pletely with all their rules and regulations and their supervisory 
requirements, and one thing and another. 

Mr. Watiuavser. In other words, you felt that you had a meet- 
ing of the minds with the Federal Home Loan Board? 

Mr. Grecory. Yes, sir, I thought we did. 

Mr. Watiuavser. But the Federal Home Loan Board apparently 
does not hold the same idea or conception of what you had agreed or 
disagreed ? 

Mr. Grecory. Up to January 5, 1960, when I got that letter, I 
thought we had a meeting of the minds with the Home Loan Bank 
Board, and I believe the Board members had assured various con- 
gressional members that the settlement was imminent, that they would 
be able to complete it, and I knew of no reason why they couldn’t 
complete it up to that point. 

Mr. Watituavser. Can you think of any reason why they couldn’t 
complete it after January 5? 

Mr. Grecory. No, sir, there is no reason why they couldn’t have, if 
they had wanted to. 

Mr. WatiuaAuser. That is all. 

Mr. Moss. Do you recall a conference in November of 1959? 

Mr. Grecory. Yes, sir. 

Mr. Moss. What was the subject of that conference? 

Mr. Grecory. There had been a letter written ahead of the con- 
ference raising questions as to the status of the Bellehurst proper- 
ties, and as to the status of various of the other functions of the 
association. We came back to the conference, we discused those mat- 
ters, but primarily we discussed at that meeting the conversion of 
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the association from a Federal mutual to a State mutual, and what 
the plans were subsequently to be for the liquidation of the mutual 
and the distribution of earnings to the association’s shareholders, 
and the manner in which we intended to create the company that 
could buy the Long Beach Federal assets. 

Mr. Moss. Was there any letter written following that conference? 

Mr. Grecory. Yes, sir, there was a letter written. I believe the 
conference itself was in October, and our letter confirming it was 
in November. 

Mr. Moss. Have wea copy of that letter? 

Mr. Grecory. I didn’t bring it today. I think it is in your files, 
If it isn’t, I shall get one for you. 

Mr. Moss. Do we have a copy of the letter of November 27, 1959? 

Mr. Rogzack. A letter from Mr. Gregory ? 

Mr. Moss. To the Home Loan Bank Board. 

Mr. Horirreip. That was from you tothe Board. (See exhibit D- 
10, p. 979.) 

Mr. Gregory. It was from me to the Home Loan Bank Board, and 
Mr. Robertson answered it in a letter dated January 5. (See p. 216.) 

Mr. Watiuauser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuauser. If you were in agreement mentally as of January 
5, what was the motive for converting to a State charted association, 
if you felt that all of your affairs were to be straightened out in 
accordance with your meeting of minds? 

Mr. Grecory. We had in October 1957 adopted a resolution em- 
bodying terms of settlement. We adopted the resolution and its terms 
after a conference with the Home Loan Bank Board officials, and I 
believe that was the year we had the conference with Mr. Creighton 
and his staff. 

Mr. WALLHAUSER. 1957? 

Mr. Grecory. I believe it was, in February. 

Following that, we in October, after some communications and 
some further discussions, adopted a resolution embodying what the 
Board had requested the association to do as a condition of settlement. 
The Board had that resolution pending. We thought they would act 
on it almost from month to month, or from ex: amination to examina- 
tion until we got Mr. Robertson’s letter of January 5. 

Mr. Horirretp. What year? 

Mr. Grecory. January 5, 1960. That had gone quite a while. We 
had encouraged some action on it, the Board had been very slow about 
it, so our shareholders had gotten restless. We talked to some of them 
about it, and we came to the conclusion if the Board was going to 
delay it much further, that it would perhaps be to the best interest of 
the association to transfer their accounts into a State mutual associa- 
tion so that we could either go ahead and prosecute our claims against 
the Board, or procure the settlement. 

Mr. Watiuavser. If you had become a State-chartered institution, 
would you have applied for Federal savings and loan insurance? 

Mr. Grecory. It would have been automatic to have gone across 
from the Federal association to the State mutual, but it w ouldn’t have 
made any particular difference because our plan was to actu: ally liqni- 
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date the Long Beach Federal Association, pay the people the return 
of their funds together with their pro rata part of whatever had been 
accumulated as reserves. How fast that would have been done would 
have depended upon the resources which were available to do it. 

We had discussed the thing with the Home Loan Bank Board, and 
discussed leaving some assets in the State mutual after it had been 
transferred so that any claims against the State mutual would have 
assets to cover them, and enough to go ahead and follow out the liti- 

tion—that is prosecute it. 

Mr. Dixon said that he would not be in favor of the association 
transferring to a State mutual without the prior settlement, or with- 
out an agreement to concurrently settle the litigation pending. 

Mr. WatLuAuser. But if you did, then he indicated that he would 
agree to the separation / 

“Mr. Grecory. I left the November 7 meeting, or the October meet- 
ing which I embodied in the November letter m left the meeting with 
the feeling that all of the Board members would, in spite of the “staff? S 
statements, concur in the conversion. 

Mr. WauiHaAuser. Providing everything were paid ? 

Mr. Grecory. Providing we , settled pursuant to the resolution that 
the association had adopted. — That was rejected, however, in Mr. 
Robertson’s letter of January That is the first time they rejected 
the settlement which the associ: it ion had offered. 

Mr. Watiuauser. Did he givea reason for the rejection ? 

Mr. Grecory. It is in the letter. It speaks pretty well for itself. 
Wedidn’t have a meeting of the minds. 

Mr, WatiuAuser. Would you read the pertinent part, Mr. Chair- 
man ¢ 

Mr. Moss (reading) : 





You mention a plan to convert to a State-chartered mutual association and 
state this Board’s approval is not necessary for this conversion. Whether or 
not this is the case, there seems to be little question that the approval of the 
California Savings and Loan Commissioner is necessary. Until he is prepared 
to consider the matter it is idle for you to imply that this Board is impeding 
such a program. If, as you indicate, it is your desire to liquidate the associa- 
tion and distribute to the shareholders the value of their share accounts, plus 
their pro rata interest in the reserves, we can see no necessity to convert to a 
State association to accomplish that purpose. In any event we do not see any- 
thing to be gained by the shareholders, the Board, or the association in trans- 
ferring the existing supervisory problems and the litigation to the same associa- 
tion operating under a different name. 

Furthermore, since under any plan of conversion the resulting association 
would be insured, the Board is of the present view that it could not look with 
favor upon any plan of conversion and ultimate liquidation that did not assure, 
in advance, that all supervisory problems would be or had been resolved and 
that all existing litigation had been terminated. In this connection, it is our 
view that the proposals of October 17, 1957 are not acceptable as to the specific 
matters contained therein, particularly those matters dealing with (a) pay- 
ment of Mr. Chapman’s fee, (b) dismissal of litigation, and (c) the overriding 
conditions of all proposals as stipulated by the association. 

This communication is not intended to be a formal supervisory letter nor does 
it attempt to discuss point by point the many items mentioned in your letter of 
November 27th and all the supervisory problems discussed at our conference in 
November, many of which have been gone over time and time again to no purpose. 
It is intended primarily to point out some of the major problems which are of 
grave concern to the Board and which must be met and solved, 


Signed, Atsert J. Ropertson, Chairman. 


59258—60—pt. 1—_—20 
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Mr. Grecory. I should like to point out to the committee, when 
you read the letter, that under the plan that we had there could have 
been no supervisory problems transferred over to the new association, 
because the new association would have been—it is not a new as. 
sociation, it would have been a State mutual association, successor to 
the Long Beach Federal, it would have been liquidated. The share. 
holders would have been paid. The only thing that would have yp. 
mained would have been the surplus of the company under the cop. 
trol of the shareholders, so that there would have been a cutoff at that 
point of whatever the controversies were between the company and 
the Home Loan Bank Board and its agencies excepting the money 
that the Board and its agencies owed the association. 

Mr. Moss. I think that is probably somewhat clarified in the suc. 
ceeding paragraph. I started at the bottom of the page, here. 

I point out an item of interest here, at least to me. 


This communication is not intended to be a formal supervisory letter, 


That is the first documentation we had that such a thing exists. We 
had great difficulty in attempting to establish what a formal _super- 

visory letter is, but we did establish three elements in common in such 
a letter. 

This is the first time we have an illustration of what it is not. This 
is not that type of letter. 

Mr. Grecory. We had never considered the various letters we got 
from the Board in the light of supervisory letters. 

Mr. Moss. It says here: 

There are actions you could have taken to demonstrate your intention to 
operate the association in accordance with law and regulations. One of these 
would have been to pay your insurance premiums into the Insurance (Cor. 


poration. Your shareholders have been having the protection of insurance yet 
the Corporation does not have either the premiums or the income therefrom, 


As I understand it, the Insurance Corporation could have secured 

these premiums at any time it wanted to go into court to get them! 
Mr. Grecory. It could have secured them any time it prov ved it was 

entitled to them. The money was there for them as legal tender, 
Mr. Moss. It says: 


This is hard to understand since in March of 1954 the Board agreed to ac. 
cept immediate payment of so much of the premium as was based on share 
liability and undisputed creditor liabilities, the Corporation and the association 
reserving their respective positions as to the remainder of the premiums claimed 
to be due by the Corporation. Another is your failure to purchase the re 
quired amount of bank stock. This, as you well know, is another statutory 
requirement of all Federal savings and loan associations. 

You recited briefly the other day why your Board had determined 
to make the payments into court as is permitted by statute rather than 
to the i orporation. Would you briefly review those reasons? 

Mr. Grecory. First, the association had a claim against the Federal 
Home Loan Bank of San Francisco for a substantial amount. 

Secondly, the Federal Home Loan Bank of San Francisco had sold 
or converted to itself at a supposed private sale, without notice, with- 
out right of redemption, $5.3 million worth of the association’s US. 
bonds after it had lost its lien on them, if it ever had any, and has 
been holding the bonds from the association. 
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Now, if the association had paid the money to them, we were fearful 
that they would appropriate the $800,000 to some other use than the 
jssuance of stock, and we could not even procure a stipulation from 
their attorney that they would not do so, so finally there was only 
one course left for us to follow to protect our shareholders and protect 
the association against a further unwarranted confiscation, and that 
was to deposit the money in court. 

Mr. Howirretp. You say you could not get a stipulation from their 
attorneys that they would not credit this to the insurance account? 
You could not get a stipulation, if you did so pay this money, that you 
would be issued the stock? 

Mr. Grecory. No, sir, we did not get that stipulation which was 
attempted by our counsel in court w ith the San Francisco bank’s coun- 
sel, but they could come to no conclusion on it. 

Mr. WatinaAvser. Because they believed you owed them something 

else, ” for some other reason ¢ 

Mr. Grecory. They contend we owed $200,000, and they contended 
we owed attorney's fees, but they have recently waived the amount of 
the fee and have left it up to the court in their most recent pleadings. 

Mr. Watinauser. As a basis for not giving you a stipulation—I 
suppose you can answer better than I—was their contention you owed 
them other money ? 

Mr. Grecory. No. They of course contended the two items that I 
have mentioned, but they would not stipulate that they would issue 
the stock for the $800,000 and let their claims be tried which were 

nding in court. 

You see, they tried to run around the court before, after their action 
had started, and converted the bonds, and claimed a sale to them- 
selves. We were afraid they would do the same thing again, and they 
youldn’t stipulate that they wouldn’t. 

Mr. Watiuauser. This procedure of theirs was approved, wasn’t 
it, by the court ? 

‘Mr. Grecory. Which procedure ? 

Mr. WauiyaAuser. Of selling to themselves, as you mentioned ? 

Mr. Grecory. No, sir, it was not. 

Mr. Ho.trretp. Was there an offer in excess of what they bought 
the bonds for at that time from an outside source ? 

Mr. Grecory. There was an offer in their hands for the full face 
value of the bonds which was almost $500,000 more than they con- 
verted to themselves, than the price at which they converted to them- 
selves, 

Mr. Hotirrmeitp. That would have made that much difference, then, 
in the association’s assets ? 

Mr. Grecory. Th: ” is right, if we lose the case. 

Mr. Scuer. The January 5, 1960, letter was the last written com- 
munication you received before the seizure, was it ? 

Mr. Gregory. The last one I received from the Board. I had re- 
oy from the examiners for various documents during the course of 
their examination, but this is the last one I received from the Board. 

Mr. Scuer. Would you consider this last letter, this January 5, 1960, 
letter notice to you that you were in default in such a way that seizure 
was imminent and necessary ? 
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Mr. GREGORY. No, sir; we did not consider it so, and our answer, 
which was in February, told the Board if they were dissatisfied with 
the Bellehurst loans we ‘would sell them. Our board of directors had 
passed a resolution to do so in January. 

We thought all the other items had been properly taken care of 
and there could be no other question raised. 

Mr. Scuer. Mr. Gregory, you, as a businessman, who has been jp 
this line of endeavor for some time, do you consider informal cliscus- 
sions notice that there was gravity of such nature that seizure might 
result ? 

Mr. Grecory. No, sir; I had not thought that this Board would 
resort to such an extreme remedy to prevent the trial of the issues jn 
a court as to the amount of obligation they owed. 

Mr. Moss. Well, it would appear to the chairman, on the face of ; it, 
that this last communication, where there is a disclaimer of any inten- 
tion to have it regarded as a formal supervisory letter, is the best evi- 
dence that at that time there was not a regard in the Board that an 
emergency existed. 

Cert ainly some formal communication would have appeared to be 
in order if things had reached an urgent state. This letter does not in 
any paragraph reflect that condition. 

Now, I wonder if we can get back to the points which are purported 
to be the basis for finding an emergency existing at Long Beach 
Federal. 

Point No. 4, or (d) in the charges of order 13372 relative to the undi- 
vided profits or to the declaration of a dividend rate when it was con- 
tended by the Board that undivided profits and earnings were insuf- 
ficient to justify such declaration of policy or payment of such 
dividend. 

Mr. Grecory. The association in each period prior to the declaration 
of dividends had consulted its own CPA accountants and determined 
that we either had sufficient funds on hand, or in the reserves, to set 
aside the insurance reserve required by their regulations, and to pay 
the required amount of dividends to be a competitive 1 rate. 

You asked me the other day if I could give you the amount of profits 
shown for the year 1958 by the association’s books and the amount is 

$256,315. 22, and for 1959 was $238,502.12. 

I sifted through the Board’s 1958 examination report, and after 
sifting it down and analyzing their reports, they showed the asso- 
ciation made for the year 1958 $124,269. 

Mr. Scuer. Excuse me, Mr. Gregory, before we forget this point. 
Have you any objection to the production of the examination reports 
at this hearing ? 

Mr. Grecory. None at all. I should be very glad to have them if 
the committee vont like them. 

Mr. Scuer. I am not asking for them now, but you have no objec 
tion, on our roe in § asking them of the Board? 

Mr. Grecory. Not at all. I should be very glad to furnish what- 
ever portions, or all of the report, if the Board doesn’t want to. 

Mr. Scuer. Is there anything about your operation at this point 
which, if we asked it of the Board, would injure your business! 

Mr. Grecory. No, sir, I don’t think so. I know they have pages 
and pages of reports, 7 they attempt to show in those reports 
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condition that does not exist. It takes awhile to sift through and find 
out what it is. 

For example, they show in the report the reserves at 4.9 percent 
of assets, after they have taken off all their arbitrary deductions. 

But the regulations provide that the reserves are not based upon 
assets. The reserves are based upon the amount of share liability that 
we have, and it is not all of the share liability. It is only the amounts 
that are $10,000 or less, so they suppressed the fact that we had more 
than ample reserves even after they had taken off all the arbitrary 

res. 

Mr. Moss. What did they remove in consideration of reserves ? 

Mr. Grecory. Everything that had to do with the litigation, or any 
daim that arose out of the litigation, and included interest that we had 
taken into income from the payments from loans, if we had taken it 
in as a result of a journal entry from accounts which the builders 
had with the association. 

If we took it by journal entry, then they deducted in some instances 
that amount from the income. 

Mr. Moss. Were they trying to require an accounting procedure 
which would have been the type required had the court ruled against 
the association on all points? 

Mr. Grecory. It went beyond that, quite a way beyond that. 

Mr. Moss. Would it have encompassed all of that? 

Mr. Grecory. It would have encompassed all of that, and there 
was quite a lot more that they deducted that would not have been 
encompassed in any of the court proceedings. 

Mr. Moss. The Chair can only express the opinion that where a 
Board uses all of its skill to avoid a court ruling on claims as long in 
dispute as these, and then tries to insist on accounting to conform to 
its desire, that it is acting with great arbitrariness. 

What were the core figures of profit in 1959? 

Mr. Grecory. I do not have their figures for the profit in 1959. I 
have never received their report. The association, howev er, made a 
profit in 1959, so that whatever they are, if we take the time to sift it 
out, I am sure we would come up with the result of a profit. 

I would like to point out to the committee, reading a paragraph from 
the certified public accountant’s audit report 

Mr. Scorer. Of what year? 

Mr. Grecory. This is dated January 30, 1960, in which he had made 
the audit for 1959, and attached to it an interim report dated May 
19,1959. Iam reading from the interim report now : 


In comparing the two reports, one as of January 31, 1957— 
that. isthe Home Loan Bank Board report— 


and the other as of November 7, 1958, considerable improvement in both the 
total reserves and surplus and percentage to net assets, withdrawal capital and 
insurance account may be shown by inference but not by comment in the exam- 
iner’s report. It is evident that even after the examiner’s arbitrary adjust- 
ments, exceptions to which are hereafter indicated, the total general reserves 
and undivided profits of the association increased in excess of $2,300,000 from 
July 30, 1957, to November 7, 1958, and that the percentage of general reserves 
and undivided profits to net assets increased from 3 to 5 percent. 


Now, the reason that that increase is there is because the association 
sold some assets that the Board had attempted to write off as income, 
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and not allow as income, so we sold them and took in enough cash that 
they could no longer claim it was not a proper reserve of the associg- 
tion, but they had to admit in their report, as of this point, that we 
had at least matched what the minimum legal reserves were and 
little more, even with all of the arbitrary adjustments. 

Mr. Scurr. Whose report was that, Mr. Gregory ? 

Mr. Grecory. This is by Smith & Glenn. I should like to file jt 
with the committee, if the committee would like. 

Mr. WatiuAuser. They are your certified public accountants ? 

Mr. Grecory. They are. 

Mr. Moss. I might point out that while they were the accountants 
of the association, we have very rigid requirements on CPA’s in Cali- 
fornia, and I don’t think I would want any inference to be that they 
were playing “footsie.” : 

Mr. WaxiuAuser. I agree. I was merely trying to establish that 
they were employed by the Long Beach Federal. 

Mr. Moss. But not controlled or directed by them. 

Mr. Scuer. I would like to introduce in evidence, Mr. Chairman, 
the report of Smith & Glenn, certified public accountants, “Independ- 
ent Audit, Long Beach Federal Savings & Loan Association, January 
30, 1960.” 

Mr. Moss. Is there objection ? 

(No response. ) 

Mr. Moss. Exhibits D-9a and D-9b. 

(Exhibits D-9a and D-9b appear in the appendix on pp. 953-978.) 

Mr. Grecory. Did you find the letter of November 27, 1959, when 
you were looking for it ? 

Mr. Moss. I am advised that another member of the staff who at 
the present time is attempting to work out the problems of the com- 
munity, Buena Park, has that letter with him. 

We have it here now. 

Mr. Grecory. I have filed another copy with you, Mr. Chairman. 

(The text of the November 27, 1959, letter will be exhibit D-10.) 

(Exhibit D-10 appears in the appendix on p. 979.) 

Mr. Wautiuauser. May I ask Mr. Gregory one question on this 
January 5 letter to which you referred: Is this in evidence? 

Mr. Moss. Yes. 

Mr. Scuer. For the edification of the Congressman, that was the 
letter that I was questioning Mr. Robertson on and will continue to 
question him on when he comes back. 

Mr. Watiuavser. I just wanted to ask Mr. Gregory, do you recall 
the contents of this letter ? 

Mr. Grecory. In substance. 

Mr. WatiHaAuser. Would you say that the letter as written to you 
indicates displeasure on the part of the Home Loan Bank Board with 
certain conclusions that you thought had been arrived at ? 

Mr. Grecory. Yes, sir; I would say that he was displeased with the 
letter that I wrote to him on November 27, following our conference— 
either that or he changed his mind. 

Mr. Moss. ‘There again, though, they mention specifically two points 
in litigation in that letter, and I think it is very important that we 
on the committee bear in mind that there is extensive litigation, and 
that there appears to have been a reluctance on the part of the Board 
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to come to grips with that litigation, and it is of particular interest 
to note that this tenor of displeasure over the items in contest before 
the courts is characteristic of most of their letters. 

Now we go to the charge (e), unless there are questions on (d). 
Does anyone have any further questions on (d) of the charge? That 
is the one we have just reviewed, the question of whether there were 
aes earnings and undivided profits to justify the payment of the 

4.5-percent div idend rate. 

Mr. Watiiauser. The sum and substance of Mr. Gregory’s testi- 
mony is that there was, and apparently the Bank Board thinks there 
was not. 

Mr. Grecory. In every written report we have had from the Home 
Loan Bank Board, we had sufficient funds to—well, let’s say it this 

way: In the 1958 examination report, on the analysis of it, it showed 
that we had better than a 5- percent reserve based upon the amount of 
insured accounts—5.45. on the total amount of accounts. It could 
have been a higher rate than that on the accounts insured. 

Now, we do not have their 1959 report of examination. 

Mr. WauLuauser. Do you know how this rate compared with other 
associations in your immediate vicinity as to ratio? 

Mr. Gregory. Some are higher and some are lower. In our Bell- 
flower office we have approximately 10 percent, but it hasn’t been in 
litigation. If we had added on here the amount of money that we 
have due from the Federal agencies themselves, we would have some- 
where around 16 percent. 

Mr. WatiuaAuser. Isn’t the usual practice to have more than 10 
percent ? 

Mr. Grecory. No, sir; I would say it isn’t. There area great many 
associations that do not have nearly 10 percent. However, Long 
Beach Federal, if it could collect the amounts payable to it from the 
Federal agencies, would have had a very fine percentage. It would 
be approximately 16 percent. 

Mr. Watiiavuser. The amounts in litigation, you mean ? 

Mr. Gregory. That is correct. 

Mr. Smiru. Mr. Chairman. 

Mr. Moss. Congressman Smith. 

Mr. Smrru. How did 1958 compare with 1957 ? 

Mr. Gregory. Well, they had claimed before 1958 that we only had 
a 3-percent reserve. They made that upon the basis that they disal- 
lowed income that we h: ad had from various of the transactions, and 
had not recognized it as income. although the Internal Revenue De- 
partment made it mandatory that we take the amounts in. Their 
rules were set up diametrically opposed to the Internal Revenue laws. 

Mr. Smirn. If you were using the same bookkeeping, would 1958 
be better than 1957 ? 

Mr. Grecory. Yes; it would. I have that here somewhere. 

Mr. Smrru. Why is it-you don’t have 1959 ? 

Mr. Grecory. The Home Loan Bank Board has not given us their 
report for 1959. They did not make a 1959 audit. They made a 
1958 audit, and then came in in January of 1960, which is about 14 
months, 


Mr. Smrrn. On the basis of your own bookkeeping entries, how does 
1959 compare ? 
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Mr. Grecory. We made more money I think in 1957 than we did in 
1958 or 1959. We had been building cash reserves pretty strong in 
1958 and 1959, particularly in 1959, getting ready for the conversion 
so that our cash position was stronger, and obviously our income wag 
less. 

Mr. Smirn. But as to your surplus position ? 

Mr. Grecory. Surplus position was just about even. I will find 
that breakdown here in a few minutes. I filed it as an exhibit with 
the committee. 

Mr. Scuer. Which one is that? 

Mr. Grecory. I will find one—here it is. 

Mr. Smirn. I saw that, Mr. Gregory. That was for 1959; is that 
right ? 

Mr. Greeory. Yes; for the end of 1959. 

Mr. Smirn. I was curious about the other years. 

Mr. Grecory. It shows at the end of 1959 a total reserve of $15,800.. 
881.65 and in 1958 it would be $14,762,379.53. 

Mr. Horirrevp. In 1957? 

Mr. Greoory. I gave the figures awhile ago. 

Mr. Smirxn. Excluding what was in dispute, you would say it was 
slightly better in 1959 than 1958? i 

Mr. Grecory. Slightly better; yes. 

Mr. Wattnavser. Before we leave this question of reserve, is the 
savings and loan required, as a home-loan bank is required, to transfer 
a certain percentage of its net earnings to a reserve account semi- 
annually ? 

Mr. Grecory. Either transfer it from its earnings, or take it out 
of previous earnings, or earmark it in a previous earning account. 

Mr. Watiuauser. Until it reaches 100 percent paid in—or until it 
reaches a certain amount ? 

Mr. Grecory. Until it reaches some specific amount. 

Mr. Wattuauser. Is that predetermined by the Board, or by the 
association’s board of directors, or how is that accomplished, the 
amount? 

Mr. Grecory. The amount that we set aside each time? 

Mr. WatiHAuvser. Yes. 

Mr. Grecory. It is 5 percent of net earnings, or there is some other 
percentage—5 percent of net earnings or some other percent of in- 
come, whichever is the greatest. 

I would have to look up the other percentage for you, but there 
isa formula. 

Mr. Watiuavser. At least 5 percent of the net earnings must be 
set aside? 

Mr. Grecory. Either set aside out of earnings, or earmarked out 
of previous earnings or transferred out of previous earnings to the 
insurance reserve. 

Mr. WatiHavser. The dispute in this case comes about because the 
Home Loan Bank Board does not agree with your evaluation of the 
reserves; is that fundamentally it ? 

Mr. Grecory. Fundamentally, I think that may be it. 

Mr. Scuer. Mr. Chairman. 

Mr. Moss. Mr. Scher. 


Mr. Scuer. Mr. Gregory, you are in a risk business; are you! 
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Mr. Gregory. Every savings and loan association is a risk business. 

Mr. Scuer. Feeriies the particular community in which you op- 
erate as far as the risk involved in the kind of business you do. 

Mr. Grecory. You are talking about in reference to the investments 
wemake ? 

Mr. Scuer. That is right. 

Mr. Grecory. Well, we are in southern California, which is a rapid- 
ly growing community. It has been quite phenomenal. There has 
been tremendous building from people from all over the country com- 
ing there to purchase land and build and sell. Where we had farm- 
jand a few years ago it is solid houses now. The population of Orange 
County, for example, right next to us, I think has increased from 
approximately 250,000 to 800,000 since the last census. 

Those figures are approximate, but substantially that is so. 

A great deal of our lending has necessarily had to be in construction, 
loans for construction of homes and for the business centers to ac- 
company the homes. I would say that there is not nearly the hazard 
in financing homes in this area with this type of growth as there is 
ina lot of areas where there isn’t growth, because here the demand has 
been so great that what you loaned on a house a few years ago is now 
increased a substantial amount, because the land can’t be replaced or 
duplicated. There is a shortage of land. 

fr. Scuer. During the last 5 years, has there been any measurable 
reversal in trend ? 

Mr. Grecory. There was a short period of time in 1958 when there 
was overbuilding in some areas of given brackets of houses, but the 
trend has not been stopped at all. It was a matter of picking it up 
and going on again, sal all of a sudden, even with that overbuilding 
for a period of a few months, the demand picked up, and then when 
they started to build again there was no land on which to build, so 
the properties that sold a few years ago for $5,500 an acre, or $4,000 
an acre, sold at public auction the other day for $19,500 an acre, cash. 

Mr. Scuer. So there was nothing in the last 5 years, just to take an 
arbitrary time, when there was an economic reversal that would create 
anemergency in your business ¢ 

Mr. Gregory. No; not in the area. 

Mr.Scuer. Business is good ? 

Mr. Grecory. Business has not been brisk at a period or two, and 
we have one or two spotted areas now—one near Arlington that is 
spotted because the Government closed down one of its aircraft opera- 
tions out there, and it takes a little while to pick up those changes 
in population, but there is nothing of an emergency type at all. Itisa 
matter of adjustment for a few months, and it is over. 

Mr. Houtrretp. In the meantime, because of inflation, the increased 
cost of materials and building, houses that were built several years 
ago are selling for much more than they sold for when they were 
originally constructed, is that not true ¢ 

Mr. Gregory. That is true, and even with these recessions, and 
even in given spots the land has continued to increase in price even 
during a period there might be a little overbuilding in a spotted 
area. 

Mr. Watiuauser. Would you consider the Bellehurst tract is one 
of the problem areas ? 
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Mr. Grecory. No, sir; it isn’t. The area is one of the best there jg 
in southern California. There is no problem with that area. 

Mr. WauiHaAvuser. How many homes were constructed 1 in that area? 

Mr. Grecory. In the various 6 or 7 subdivisions within the Belle. 
hurst area, there has been a little less than 700—696, I believe. 

Mr. Watinavser. They are all of a rather expensive type ? 

Mr. Grecory. No; not all of them. They start at a price of around 
$30,000 to $32,000, and up to $125,000, but there is quite a group in the 
average of $32,000 to $33,000. They are all sold out, incidentally, 
except maybe just a few. 

Mr. Watiuauser. Of those that have been started, how many are 
standing unfinished, or in a state of not being built ? 

Mr. Grecory. There are 73 that have major work to be done on them. 
There are about 100 that have some substantial work to be done. 

Mr. WatiHaAvserR. You have loans on all of these? 

Mr. Grecory. That is correct. 

Mr. Watinavser. In making your loans, what procedure do you 
follow? Do you have your own committee appraise the properties, 
followed by an independent appraisal, or just what procedure do you 
ordinarily follow? 

Mr. Grecory. You have described it very well. We have our own 
committee that analyzes each project, and then generally have an out- 
side, independent appraiser come in and test check our work. 

Mr. Watuinauser. And this independent appraiser isa man of stand- 
ing, a member of the Appraisal Institute, or some other-—— 

Mr. Grecory. Considered one of the outstanding in southern Cali- 
fornia. 

Mr. Watrmavser. The houses that are unfinished, why have they not 
been finished, or why were they not held back until such time as there 
was a demand for the type of house that they are, or why did yoi not 
counsel with the builder, for instance, to prevent him from stepping 
into 173, did I hear you say—— 

Mr. Grecory. About 173 that are yet to be finished. 

Mr. Watuiavser. Operations that require'a great deal of money, 
probably, to finish ? 

Mr. Grecory. There is ample assets in the project to fimish the 
houses. We haven’t gotten to that one yet, but when we do, there is 
ample assets. There is about $5 million excess collateral in it, T think 
more than that, but a minimum of $5 million excess collateral to guar- 
antee performance. 

There has been a difference in philosophy on the builder's part, and 
on the philosophy of the lending institution. The builder has been in 
a rather difficult tax bracket, and he has attempted to gage his opera- 
tions around a tax situation of his own, and consequently it hasn't 
been the normal trend of a development, because he has attempted to 
do that. 

But there is no jeopardy so far as the association is concerned, and 
never has been. 

Mr. Warimavser. You say there is $5 million of assets. Where 
would that be? 

Mr. Hortrretp. Mr, Chairman, that is in item 7. 


Mr. Moss. That is all right, let's go ahead and have it developed. 


I don’t want to foreclose the member’s area of i inquiry. 
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Mr. Watiuauser. That is all right, I will pass it until later. 

Mr. Hourrrevp. I just thought it would be better for the record, 
though I have no objection to your pursuing it, if we might put all 
the Bellehurst questions separately. 

Mr. Moss. Item (e) : 


Said association has taken into income and has used for the purpose of pay- 
ing expenses and dividends large amounts of proceeds of loans made for and 
necessary to finance to completion the construction of houses which were speci- 
fied security for the loans, the construction of many of which houses has been 
suspended or abandoned, and has refinanced and increased loans to seriously 
delinquent borrowers for the same purpose. 

Now have any houses been abandoned ? 

Mr. Grecory. No, sir; there are no houses that have been abandoned. 

Mr. WAtLHAvsER. May I ask, is this Bellehurst, too? 

Mr. Grecory. I think that is the only one that they could refer to. 
If there is another one—— 

Mr. Moss. I am not familiar with the nature of the charge. ‘This 
isitem (e). 

Mr. Grecory. I believe that it is, Congressman. That is the only 
one I have been able to pick out as one they would attempt to describe 
as such. 

Mr. Moss. ‘To your knowledge, has any house on which you hold a 
mortgage currently been abandoned ? 

Mr. Grecory. No, sir. 

Mr. Moss. And can you document the fact of no abandonment of 
any of these / 

Mr. Grecory. I don’t know what you would use as a document to do 
that, particularly, except to take the overall project and show the 
activity on the overall situation, and activity has never ceased. 

There are negotiations on various of the properties. The owners 
have not walked off and left them at any point. As to those things, 
yes, we can document that. 

Mr. Watiuauser. Mr. Chairman, I am sorry I can’t identify the 
paper, but I have an article written by Jim McCauley 

Mr. Gregory. That is the Long Beach Press-Telegram. 

Mr. WaLLHAvser (continuing). In which there are certain photo- 
graphs that might be considered abandonment, or close to it, possibly. 

Mr. Grecory. That is among the 73 houses we were discussing a 
moment ago. Mr. Dougherty of the Home Loan Bank Board asked 
the paper to go out and make a particular picture of some of the 
houses so that they could give it the local publicity. 

The house, however, is not abandoned. They haven’t done work on 
that particular group for awhile. 

Mr. Watiuauser. For how long would you say, Mr. Gregory ? 

Mr. Grecory. In some place I saw since August—somebody claimed 
there hadn’t been work done on the tracts, but that isn’t true. In 
August, the plan of operation'changed some. 

Mr, Hottrreip. What year, sir ? 

Mr. Grecory. 1959. The plan of operation changed from the 
builder going ahead and completing the operation to syndicating it 
out. among a group of other people, and he sold close to 100 houses, 
and the peop! to whom he sold went ahead and put in the landscap- 
ing, finished the houses wherever they needed finishing, and did the 
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things that were necessary to make them presentable and salable, so 
there has been work going on on the tract. It hasn’t been abandoned 
from that standpoint. 

There has also been a negotiation going on for the sale of the entire 
project. 

Mr. Wauiuauser. I ask that this be admitted in the record. 

Mr. Moss. Is there objection ? 

(No response. ) 

(The material referred to above already appears in the record as 
exhibit B-1, p. 787.) 

Mr. Scuer. How did this situation bear on the loans, Mr. Gregory? 

Mr. Grecory. You mean what effect did it have on the loans’ 

Mr. Scuer. Yes. 

Mr. Grecory. I don’t think it had any effect on the loans. 

Mr. Scuer. Were payments made regularly ? 

Mr. Grecory. No, they haven’t been always, but that isn’t an un- 
common thing for Febr uary, March, and April when the tax time 
comes along. There is an accumulation of money necessary sometimes 
to pay taxes, and occ¢ asionally we have folks who take awhile to ac- 
cumulate some, or pay it in, so at no point would I say there was 
abandonment, as he called it.. It actually isn’t. It was a change of 
policy on the tract that had an effect on payments. 

I believe this is the group of loans that the Board was talking 
about when they said that we had taken funds belonging to the build- 
ers to pay interest with, and we have taken it out of this particular 
tract, but only because we had ample excess reserves to guarantee 
performance, and that is one method of doing two things—one, that 
the money we have in the trust accounts for construction does not 
draw interest. We charge interest only as the funds are paid, and they 
had been there for quite awhile, so we wanted to get that money 
working. 

We also wanted the builder to liquidate some of the other securi- 
ties, so we put him in a position where he has to liquidate other securi- 
ties in order to go ahead. 

That is not an emergency. It is a business approach to it, and we 
thought it was good business. 

Mr. Scuer. Is this a common practice, in your business, to defer 
payments during this pretax period ? 

Mr. Gregory. We have done it on numerous occasions over a period 
of as many years as we have been in business. 

Mr. Smiru. How far along were these houses before they stopped 
construction ? 

Mr. Grecory. Some of them are up to the point where they are 
ready, where just a small amount will finish the houses. Others have 
just the foundations and rough plumbing in. 

Mr. Smirn. Would you say the reason they stopped at this point 

ras due to the fact that he had made too much money the year 
helene and wanted to finish them in the next tax year ? 

Mr. Grecory. No, I don’t believe that that was it. First, he started 
out and wanted to hold the houses without sale for 3 years so that it 
would place him in a capital gains bracket before there was income tax 
concerned, and we in the association disagreed with that approach 
to it. 
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We thought that’ wasn’t a good thing for the tract, nor a good thing 
for us, and it took some considerable period of time before we kind 
of convinced the builder that he had to take some other approach. 

Then he adopted the policy that he had better make a bulk sale of 
whatever then he sold rather than to make the major portion of it in 
individual sales, because of his particular problem, and he set aside a 
hundred houses which were syndicated out and sold almost as a unit 
to different people, and then he had negotiations with some different 
groups of people to buy out the whole project, where they could buy 
the stock of his companies, and he would take capital gains on that, 
and then they could go ahead with a different tax basis and develop the 
operation, so we got ourselves financing where the builder developed 
himself into a tax problem, and the only jeopardy that there could be 
if we pushed him to where there was a tax lien on the property, then 
we could have a problem because title couldn’t be given to the 
buyers. 

We thought as a matter of business it was better to help him 
negotiate out a bulk sale, and change the bracket to the new buyers 
so that we got him out of his problems. 

Mr. Smrru. Now, on the construction loans, I take it you were not 
to be paid, that you would have to pay out more money when it is 
completed than in the state it is in now; is that true? 

Mr. Grecory. It was not the intention of the association to pay 
out any more money when it is completed than it is now. It was 
the intention to liquidate the deal out to where it stood on its own. 

There was, under negotiation 

Mr. Smirn. He would show a certain percentage of completion, 
and then you would make payment ? 

Mr. Grecory. That is right; we kept rigid control on completion. 
We knew what was completed and what it would take to finish. 

Mr. Smirn. Why did you stop at this point where it was almost 
through ? 

Mr. Grecory. He stopped there because of his own tax problem on 
the sales of the other properties, and thought he could make a sale at 
this point to an advantage. 

Mr. Smirn. What would be the difference if he sold it just before 
completion or just after? 

Mr. Grecory. Well, if he goes ahead and sells the additional col- 
lateral—I will give you an example: On the property lying just south 
of the tract is what. we call an industrial site. It is in the name of 
Jones & Walker. They and their family trusts are the principal 
stockholders in the construction corporation in Bellehurst. 

They executed a blanket trust deed covering their assets as well as 
the corporate assets to guarantee completion. 

Now, in one of the bulk sale transactions, the people who were buy- 
ing valued that property at $1,800,000. He could only borrow on it 
about between $800,000 and $900,000. If he encumbered the property, 
or if he sold it for $1,200,000, it would lessen the amount that he could 
get out of a bulk sale. It sells better as a unit, an overall unit, than it 
does for him to split up and sell a part of it and go ahead and finish 
the houses without making the bulk sale. It makes an entirely dif- 
ferent tax picture so far as he is concerned. 
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I might suggest that I might read a létter, at some point, into 
the record of a pending negotiation that we have. 

Mr. Samiru. Go ahead. 

(The text of the letter, placed in the record as exhibit D-11, appears 
on p. 987.) 

Mr Grecory. It is dated March 11, 1960, addressed to the Long 
Beach Federal, in re the Bellehurst development. 


GENTLEMEN : This letter is.written .to confirm that we have received confirma. 
tion of approval of our application for a loan from the pension fund in: the 
amount of $4,225,000, subject only to the appraisal of the property by the fund's 
appraisers. Photocopy of this letter is attached. 

It is estimated it will require approximately 60 days to complete the appraisa} 
and prepare their usual commitment, thus enabling us to safely plan our pro- 
gram of rehabilitating and construction of the homes yet to be finished to be 
underway about the middle of May. 

This is to confirm that from the proceeds of the loan, we will retire the Metrim 
loan— 


one of the Bellehurst loans— 


of approximately $2,250,000, and with the balance of the loan funds, together 
with other funds available, we will establish a working capital account of ap. 
proximately $2,575,000 after making payments téward interest due. 

Our plan will be to start immediately rehabilitating and completing the par. 
tially finished houses nearest the main entrance and continuing eastwarily. 
This will provide a good appearance upon entering the area by prospective home 
purchasers. With 35 homes already purchased by Bel-State Sixth, Ine. and 
Home Investment Co. of Long Beach, our rehabilitation program will soon be 
completed on this group and we will have a group of homes to start an aggres- 
sive selling program. At the same time construction activity will start, I am 
certain there will be a terrific boost to new enthusiasm not only to present home 
owners living in the area, but particularly to the new prospects. 

This will guarantee the sale of all houses within 24 months from date of 
close of purchase eserow, and further guarantee the sale of not less than $5 
million represented by individual loans sold and owner occupied secured by 
Bellehurst Properties. 

To further guarantee performance and to accomplish the above, we will set 
aside one-third of the profits from the entire project being purchased to guar- 
antee sales of loans in Bellehurst subdivision and to absorb any discounts or 
brokerage necessary in the sales of such loans so that the association will not 
sustain any loss. 

Now that we have received owner approval in accordance with our applica- 
tion, we will proceed with all matters necessary to obtain written commitment. 
Meantime, we will keep you well informed of the status of all aspects of our 
planning program. 


[I should like to file that with the committee. 

Mr. Smirit. What was the date of that letter? 

Mr. Grecory. March 11. 

Mr. Houtrretp. Who was it from? 

Mr. Grecory. Home Investment Co., of Long Beach, owned pri- 
marily by Mr. L. S. Whaley. 

Mr. Watiuauser. Does this letter not indicate that the developers 
were in financial difficulty ? 

Mr. Grecory. No, I don’t think it does. 

Mr. Watiiauser. In order to complete the development and re- 
quire this type of financing to assist them ? 

Mr. Grecory. No, I don’t think it does, because he was putting 4 
great deal of surplus funds beyond the amount necessary to complete 
the development. 
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As a matter of fact, without the sale, this sale, there is in the con- 
struction funds of the Metrim Co. about $600,000. In addition to 
that, there is approximately $370,000 to be paid in from a condemna- 
tion where the judgment was final for school purposes. 

There was better than $400,000 in other construction funds besides 
about $460,000 or $470,000, I think, besides the amount in the Metrim 
joan, and the loan value on the industrial property was about $900,000, 
so with the loan value of that, the amount of money in the school con- 
demnation, the amount of construction funds on hand, it would have: 
paid all payments current and finished all houses. 

Mr. WatiHAvser. But doesn’t the letter say this will enable us to 
complete, and do so and so? 

Mr. Grecory. This is an entirely new buyer, Congressman. This 
isnot the present owner. Thisisa buyer buying in bulk sale. 

Mr. WauLuHAuser. I realize that. 

Mr. Grecory. He is looking for what he could do, not what the pres- 
ent owners could do. What the present owners could do is as I have 
told you. There is about a $900,000 value from the industrial site, 
$370,000 from the school condemnation, about $470,000 in the construc- 
tion fund there, which would be enough to pay all of the loan pay- 
ments and finish all the houses in those two subdivisions, beside the 
Metrim property which stands on its own. 

Mr. WatLtuavuser. And why weren’t they going to do it ? 

Mr. Gregory. Because of their tax problem. 

In addition to that, there is a hillside property suitable for a sub- 
division that is thus far vacant which the association held as additional 
collateral to guarantee performance, and it has a value of about 
$4,200,000. I have an appraisal here somewhere on it, on the hillside 
property. 

Mr. Hourrietp. Mr. Chairman, Mr. Gregory is making a statement 
here about some hillside property, and I wish that he would take a 
Bellehurst map and identify this property. We can’t follow him on 
this particular matter unless he does. 

Mr. Moss. Here is a map right here. 

Mr. Grecory. The hillside property I am talking about is over here 
where the name “Bellehurst” is on the map, 66 acres in this area right 
here. We have an appraisal on that by an outside independent MAT 
appraiser who specializes in condemnation cases, sometimes for the 
State, county, or city, and sometimes against—both sides. He is very 
able and very well recognized. He appraises that at $4,250,000. 

This is the school site here where the “X” is, this little spot right 
here was condemned under a very bitterly fought condemnation pro- 
ceeding, and the court awarded $325,000, and interest and costs come 
up to about $370,000 for the site there. 

Mr. Moss. How many acres ? 

Mr. Grecory. This is about 10 acres; 37 lots, I think. 

Incidentally, those lots were unfinished at the time, so the price is for 
the raw land. 

Mr. Scuer. Mr. Gregory, that hillside area that you are talking 
about is generally in the northeast section ? 

Mr. Gregory. That is correct. 

Mr. Scuer. And it is right adjacent to a certain number of lots for 
homebuilding ? 








304 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Greeory.’ That is correct. 

Mr. Scuer. And to the golf course ? 

Mr. Grecory. That is correct. It borders on the golf course, and 
this area here has a house, about a $250,000 home. ; 

Mr. Scuer. Lot 82 is a $250,000 home ? 

Mr. Grecory. Lot 81, about a $250,000 home. 

Mr. Scuer. What about the value of some of those other lots? 

Mr. Grecory. The lots themselves—there is another one here that 
belongs to Mr. Humphries that is better than a $200,000 home, and I 
have forgotten which it is, it is one of those blue ones on the front 
side. 

Mr. Scuer. Just below the one you just mentioned. 

Mr. Grecory. That is correct. 

Mr. Horirrevp. Mr. Gregory, is that 66 acres the property that is in 
litigation now for condemnation by the State of California for what 
they call a borrow pit? 

Mr. Grecory. Yes, it is. 

Mr. Horirrevp. And this land here you say is hill land ? 

Mr. Grecory. That is right, nice rolling hills. 

Mr. Horirretp. And it has been appraised at $4 million by an in- 
dependent appraiser ? 

Mr. Moss. Who is the appraiser, and do you have a copy of the 
appraisal report ? 

Mr. Grecory. We would like very much to file it with you. 

Mr. Hortrretp. You consider the appraiser a competent man. Does 
he have a reputation ? 

Mr. Moss. Mr. A. G. Maspero, member of the American Institute 
of Real Estate Appraisers of the National Association of Real Estate 
Boards. He is an MAI, 423 Security Building, Long Beach 2, Calif. 
In a letter dated May 21, 1960, to Mr. Gregory, 328 East 4th Street, 
Long Beach, Calif. : 


Pursuant to your request, I have made a preliminary examination and ap 
praisal of the approximately 65 acres of land commonly referred to as the borrow 
pit in the Bellehurst area. The rough analysis indicates that the property as of 
June 7, 1959, had a value of approximately $4,260,000. This value is based 
upon the property being free and clear of all encumbrances except conditions, 
restrictions, and rights of way of record. Incidentally, it is my opinion that the 
property is not worth less than this figure today, and might be worth more. 

Yours very truly, 
A. G. MASPERO. 

Mr. Scurr. May we introduce that in evidence as D-12? 

Mr. Moss. It has been read into the record. 

(The text of the letter, placed in the record as exhibit D-12, appears 
on p. 989.) 

Mr. Moss (reading). 

Rough analysis indicates that the property as of June 7, 1959, had a value of 
approximately $4,260,000. Incidentally, it is my opinion that the property is 
not worth less than this figure today, and might be worth more. 

Mr. Watiuavser. Why did he go back to that date? 

Mr. Grecory. That is the date of the filing of the condemnation 
suit, and he is one of the appraisers that had been employed to make 
a professional appraisal on it to testify as to its value in the court 
when the trial comes along. 
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Mr. Hortrrevp. Let me ask you, has the State of California insti- 
tuted legal proceedings to acquire this under what we might call 
eminent ‘domain ? 

Mr. Grecory. Yes, under condemnation for public use. 

Mr. Hotrrrexp. And they plan to grade these hills down and secure 
the dirt and use it to build freew ays in some other location 4 

Mr. Grecory. Yes, sir, that is their purpose, as I understand it. 

Mr. Howirrerp. Now, have you heard or do you know what they 
plan to give to the owners of this land for the property ¢ ¢ 

Mr. Grecory. I don’t know what negotiations have taken place 
since the association was seized, but prior to that time there had been 
a figure discussed quite a bit, the compromise figure of $1,800,000 to 
$9 million. 

Mr. Moss. Have you any documentation of that ? 

Mr. Grecory. I am sorry, I do not have. I don’t know whether it 
exists, or Whether it has been between the lawyers. 

Mr. Hotrrretp. Was this an offer of the sellers, or an offer of the 
buyers ? 

Mr. Grecory. It was neither, it was only a discussion. 

Mr. Horrrretp. A discussion about a compromise figure. 

Mr. Grecory. That is right. 

Mr. Horirretp. Now, are you a party to the litigation to prevent 
the State from securing this land ? 

Mr. Grecory. The Long Beach Federal Savings & Loan Associa- 
tion was at the time it was seized. 

Mr. Horirrerp. And what other parties were parties to the litiga- 
tion ! 

Mr. Gregory. The owners of the property, the Metrim, the State of 
California, and the Long Beach Federal. I don’t think there are any 
other parties. On adjoining property there are some parties inv olved. 
Standard Oil Co. owns property just north of it, and I think they 
arenamed as party to that. There may be some others in other prop- 
erties, but as to this property, I think those are the only three entities. 

Mr. Scuer. Mr. Gregory, this is just north of the future shopping 
center, is that right ? 

Mr. Grecory. It is east. 

Mr. Scner. What would be the effect of the operations contem- 
plated by the State on this residential property ? 

Mr. Grecory. The Long Beach Federal personnel, including my- 
self, are very much against it, because we thought it would jeopardize 

the value of the homes and lots around the perimeter there. 

Mr. Scuer. Are you referring to Hillcrest Road ? 

Mr. Grecory. Yes, sir, I am, and we thought it would jeopardize 
the shopping center, particularly because trucks coming through a 
shopping area is bad and causes a lot of dirt and dust, and, worse 
than that, there is traflic with people attempting to get in and out. 

Mr. Screr. Would there be any aesthetic effect m grading. down 
the hills, changing the contour of the land? 

Mr. Gregory. Yes, this isa beautiful hill, as is. 

Mr. Scuer. Does it enhance the desirability of living there? 

Mr. Grecory. Yes, and would enhance the value of the rest of the 
operation if ern are built on the hill of the type that: will go into 
this particular area, this type of golf club operation will enhance the 

value of all of the other properties. 

59258 —60—pt. 121 
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Mr. Howrrietp. What price houses would ordinarily go on that )jjj 
land ¢ 

Mr. Grecory. What started in there so far have been a $250,099 
house, a $200,000 house, and there is another one being built, and | 
don’t know the value of that. He is financing on his own. The Jo 
was sold and released out of the trust deed, but it is a substantia] 
house. I don’t know the value of it. 

Mr. Watinauser. May I ask, are we relating this to (e) in the 
order of procedure that we are following ? 

Mr. Gregory. This is (f). 

Mr. Smrru. I hadn’t finished my discussion on (e). 

Mr. Moss. The Chair, as I indicated in the case of your question 
which you yielded on, had in mind he would be free in permitting the 
members to undertake questioning. 

Mr. Watunavser. Mr. Smith hadn’t finished with (e), I dont 
think. 

Mr. Samrrn. No. I wonder, concerning these construction loans 
You loaned money then on the house, ordinarily, after it is finished, js 
that true? 

Mr. Grecory. Oh, no, we loan money on the land, and proposed 
house—take the trust deed on the land and hold the funds in a trust 
fund to construct the house. 

Mr. Smiru. And then when the new purchaser buys it, doesn’t he 
get the loan from you, then ? 

Mr. Grecory. Quite frequently, and quite frequently it is sold under 
a sales contract, or a lease option agreement, and the original gsub- 
divider retains title but has the other party also obligated to pay. 

Mr. Smiru. What percentage of the appraised value by the inde 
pendent appraiser do you loan on these construction loans ? 

Mr. Gregory. The legal limit is 80 percent. We are less than that. 
It runs from 65 to 75 percent, I would think. 

Mr. Hortrrexp. Is this in line with other lending institutions 
percentagewise ¢ 

Mr. Gregory. It is competitive. 

Mr. Houtrtetp. Competitive and normal in southern California to 
loan between 65 to 75 percent of the appraised value ? 

Mr. Grecory. That is right. Now, we do one more thing that some 
of the others do not do. We reach out and try to get everything else 
that the builder owns in the area pledged as an additional collateral, 
so we have done that in this instance. 

On Mr. Whaley’s offer here there are about, if you analyze the 
thing out, about 119 lots with a value of $1,846,000 that are in the 
Metrim Co. In addition to that, we have the hillside property, 
$4,200,000. We have the industrial site which was appraised by one 
of the buyers at $1.8 million. It could be more or less, give and take, 


Mr. Houtrtevp. Is that the area on the map designated as future 


shopping center ? 


Mr. Grecory. No, it is in the area on the south end, in white o 


the south end of the tract just opposite the shopping center, the ex 
treme southerly part. It is past where the lots are across the channel 
there. It is southerly of Malvern Avenue. Malvern is the southerly 
street. 
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Mr. Howtrretp. Would you point that out ? 

Mr. Grecory. It is right here. 

Mr. Smrru. I believe you said the other day that you had about 
$14 million, you believed, invested in this Bellehurst subdivision. 

Mr. Grecory. With everybody in it, all of the loans to the indi- 
viduals and all are more than that, but—— 

Mr. SmiruH. My question was, does that represent construction 
loans, or is that a combination of construction loans and loans on 
homes ‘ 

Mr. Grecory. It is everything. If you will let me find my figures 
here—I have misplaced that sheet somewhere. There is about $18 
million of total loans. 

Mr. Moss. Wouldn’t the figure be $25 million ? 

Mr. Grecory. No, sir, I was referring to what is still left in the 
builders’ names, not the total loans of all of the tract. 

Mr. Moss. Did you ever have $25 million in loans on the tract? 

Mr. Grecory. On the combination of all the tracts, yes, I am sure 
we did, but not all to the builders all at once. That was after people 
had bought houses. 

I think, without finding the figures, roughly there is about $18 mil- 
lion of loans still Jeft in the builders’ names, including the loan on 
the golf course and the Metrim loan, and including the amounts that 
have been purchased under sales contracts and options that belong 
to individuals who have bought, which would bring us down to 
roughly $10 million still due from the builders or subdividers, them- 
selves, without somebody else being obligated on it. 

Now, excepting the golf course, of course, they are obligated on 
that, but there is a membership of almost 1,000 people paying in 
membership fees, and the income is obligated for it. 

The Metrim loan is in the process of repayment from whichever of 
these transactions take place, so that $2,250,000 will be repaid. 

Mr. Smirn. You say you have some conventional loans on homes 
as high as $125,000, is that right? 

Mr. Grecory. The one loan here on about a $250,000 home for 
Mr. Walker is included in the blanket loan of the Metrim Co., and is 
additional collateral to all the other obligations of the company also. 

Mr. Smiru. Do you remember offhand the largest loan you have? 

Mr, Grecory. On any individual home? 

Mr. Smirn. Yes. 

Mr. Grecory. We had one home on Los Coyotes Drive, at the 
corner of Andrews and Los Coyotes Drives, that had a $100,000 re- 
lease price on it so far as the association was concerned. It was in- 
cluded in a blanket loan, and they had the right to release it. out. upon 
the payment of $100,000. I don’t believe our loan on the property, 
itself, was quite that much, but the release price was higher than the 
actual loan. 

Mr. Smirn. What percentage of the appraised value does that 
constitute ¢ 

Mr. Grecory. I think our actual loan value that we had on that 
was about $80,000. I think its appraised value was $125,000. That 
8 approximately it. 

Mr. Moss. Were you ever instructed, orally or in writing, by the 
Home Loan Bank Board to reduce your holdings in Bellehurst? 
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Mr. Grecory. No, sir. We were never instructed to. They ex. 
pressed dissatisfaction with the concentration, and because they ex. 
pressed that dissatisfaction, because of the January 5 letter, as a 
matter of fact, the board of directors after analyzing the situation 
passed a resolution on January 25 authorizing the ‘officers to negotiate 
for a sale of a group of loans which resulted i in the letter from Mr. 
Whaley that I read into the record here awhile ago and filed with 
you, wherein he agreed as a part of his transaction to guarantee the 
sale of $5 million of loans, and had agreed that one-third of the net 
proceeds from all of the properties that he was purchasing, including 
all of the properties except the borrow pit, and he was not getting 
that as a part of his transaction, he was agreeing to set one-third of 
the net proceeds from the sales aside to absorb any brokerages or 
discounts or servicing that might be required in order to make those 

sales, so that Long Beach F ederal 

Mr. Moss. Did you acqui int the Board with the negotiations being 
undertaken by the association to reduce its concentration in Belle. 
hurst ? 

Mr. Grecory. I acquainted the examiners with it, but not directly 
with the Board. I did not discuss it regularly with the Board. | 
discussed it regularly with the examiners and ‘told them the general 
progress of what was being done. 

Mr. Moss. The examiners who were then in your offices ? 

Mr. Grecory. That is right. 

Mr. Ho.irrecp. You are speaking of the Home Loan Bank Board 
examiners, now, not the State examiners? 

Mr. Grecory. The Home Loan Bank Board examiners, that is cor- 
rect. I also discussed it with the State examiners as to what we pro- 
posed to do. 

Mr. Hoxtrretp. Mr. Chairman, it is going to be absolutely neces- 
sary for me to meet with a group at 5 o’clock. Iam going to have to 
leave. I hope the committee can adjourn at 5 until tomorrow mor- 
ing. 

Mr. Moss. Well, I think we can accommodate you on that. 

Mr. Ho.trrevp. If not, you are at liberty to go ahead. I will make 
no objection, of course. 

Mr. Watxiuauser. I have no objection, Mr. Chairman. 

Mr. Moss. I think we will adjourn at this point until 10 tomorrow 
morning. 

Mr. Gregory. Might I introduce one more letter before you ad- 
journ ? 

Mr. Moss. Would you identify it ? 

Mr. Grecory. I will identify it from Mr. Louis H. Boyer dated 
May 5, 1960, in which he agrees to take over all of the Bellehurst prop- 
erties, guarantees the completion of all the houses without the payment 
of any further funds from Long Beach Federal, and agrees to pay 
up all the interest and guarantee the sale, and bonds his performance 
for construction. 

Mr. Scner. Dated what? 

Mr. Grecory. May 5, 1960. 

Mr. Hotirmp. Mr. Gregory, who is this man Boyer, and what is 
his financial status ? 
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Mr. Grecory. Mr. Boyer is probably one of the most substantial 
builders in the country. They have built and sold somewhere be- 
tween 60,000 and 70,000 houses in southern California, and I have no 
idea of the amount of resources, but he normally does a minimum of 
9,000 houses a year, just now finishing 6,000. We are talking about 
350 houses here. 

Mr. WatiuAuser. This is subsequent to the seizure ? 

Mr. Grecory. The negotiation started before. The letter is sub- 
sequent to seizure. ; 

Mr. Moss. Let me read it for the record. 

Mr. Watiuavser. Why don’t you just put it in and mark it? 

Mr. Moss. Exhibit D-13. 

(Exhibit D-13 appears on p. 990.) 

Mr. Scuer. May we introduce the plat of the Bellehurst properties 
for the record as exhibit D-14? 

Mr. Moss. Didn’t we have that on Friday, the plat? Make it D-14, 
but check the record. I think it was brought in Friday when we had 
some difficulty in establishing what kind 

Mr. Scuer. That was black and white, whereas this is colored to 
show the occupancy, and the building. I think this weuld be better. 

Mr. Moss. Is there objection? Hearing none, the plat will be exhibit 
D-14. 

(Exhibit D-14, colored map of Bellehurst properties, is retained 
in the subcommittee files.) 

The subcommittee will now adjourn until 10 o’clock tomorrow 
morning. Mr. Gregory, we ask that you return to the stand at that 
time, and for those representatives of the Board, I will not require the 
Board members tomorrow morning. However, we may be in a posi- 
tion to return them to the stand in the afternoon. I think you should 
check at the noon hour to make that further determination. 


(Whereupon, at 4:58 p.m., the subcommittee adjourned until 10 a.m., 
Tuesday, June 14, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


TUESDAY, JUNE 14, 1960 


House or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., George Washington Inn, Hon. 
John E. Moss (chairman of the subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; Jacob Scher, 
subcommittee counsel; and James A. Lanigan, associate general 
counsel of the Government Operations Committee. 

Mr. Moss. The subcommittee will be in order. 

I would like at this point to place in the record of yesterday at 
the spot where a discussion took place between Mr. Holifield and 
Mr. Hoffman relative to the temperature on the Monday following 
the date of seizure, and the 5 days immediately following seizure, the 
temperatures as obtained from the Library of Congress. 

This can be inserted without the need of an exhibit identification. 

(See p. 269.) 

Mr. Moss. Now, when we concluded yesterday afternoon, we were 
sill discussing item 5, or item (e) of the Board’s charges in order 
13372. 

Are there any further questions on that charge? 

Mr. WatituAvser. Mr. Chairman, I don’t know whether or not 
we have in the record—before I go into that, this (e) relates almost 
entirely to Bellehurst, doesn’t it, Mr. Gregory ? 


FURTHER STATEMENT OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Grecory. I would assume it does. I can’t find anything else 
or remember anything else that it could relate to, so I have assumed 
that that is primarily Bellehurst. 

Mr. Watiuauser. And since this was one of the charges, I be- 
lieve, Mr. Chairman, it would be helpful to the committee if Mr. 
err would put in the record, when he gets the information—if 
he doesn’t have it now—the number of loans that were made in that 
tract as to conventional, construction, FHA, VA or any other types 
of loans that were made, the amounts of them, the interest rate, the 
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terms of them, and any other pertinent information regarding the 
loan picture in that tract. 

Mr. Moss. Are you able to supply that information ? 

Mr. Grecory. I think perhaps I should make a summary on that, 
so it will be in continuity, rather than thumbing through the papers 
and attempting to pick it out. I noticed yesterday when someone 
asked me the number of houses that hadn’t been completed, yesterday 
I said 173, and that is correct for one company. I missed 23 in the 
Acron Co. There is 23 additional, and I want to correct my state. 
ment on that now. : 

Going down I missed the total and got the Vulturon total. 

There were no VA, it was all conventional financing. 

Mr. Watiuavuser. Are there loans guaranteed by the Mortgage 
Guaranty Insurance Corporation ? 

Mr. Greeory. No. 

Mr. Watimavser. You are familiar with that, though? 

Mr. Grecory. Mortgage insurance, yes, in a general way. We have 
had ory little of it in our area, at least so far as our operation is con- 
cerned, I think generally very ‘little, but I am familiar with it. 

There was on this group the additional collateral that we took in 
under a blanket trust deed executed by all of the parties who owned 
property in the original instance in that area. The trust deed was ex- 
ecuted by Acron Dev elopments, Inc., a cor poration, Vulturon Corp, 
Metrim C orp., Fullerton Country Club, a California corporation, and 
C. S. Jones and Edith B. Jones, husband and wife, and Kenneth (, 
Walker and Nancy M. Walker, husband and wife. 

Now, the purpose of that trust deed was to pool all in one group 
a blanket lien, or an agreement between the parties to cross pledge 
whatever the assets were in one entity to guarantee performance of 
every entity, so that the Long Beach Federal would receive full pay- 
ment before they could t: ake out anything personally for themselves. 

The trust deed says that in the original instance it was the purpose 
of securing, (1) the payment of the sum of $7,980,000 with interest 
thereon according to the terms of a promissory note or notes of even 
date herewith made by trustor, payable to the order of beneficiary, 
and extensions or renewals thereof, and, (2) payment of such addi- 
tional sums with interest thereon as may be hereafter borrowed from 
the beneficiary by the then record owner or owners of the said prop- 
erty when evidenced by another promissory note. The objective being 
that they could subdivide a tract, and finance the houses maybe under 
a blanket lien to start with, but as they were constructed and sold to 
individuals, refinanced with individual loans, and this deed of trust 
would still cover it as between the parties, st ill cover the guarantee of 
any document executed by the then record owner of any of the tracts, 
so that there is the blanket collateral of all of the equity to guarantee 
performance everywhere. 

When it is totaled up, there is approximately $13 million equity 
above the existing loans at this time that have not been assumed by 
some other individuals, either by contract, direct deed, or otherwise. 

Mr. Watiuavser. But each loan stands on its own feet, doesn’t it! 

Mr. Grecory. Each loan stands on its own feet in the primary in- 
stance, but in addition to that there is the blanket agreement. 
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Mr. Watiuauser. In this statement you will furnish, it wouldn't 
be too difficult to include any information regarding any delinquent 
loans there were as of the date of seizure in this tract. 

Mr. Grecory. I will be very glad to. 

Mr. WALLHAUSER. Yesterday you made the point that one of the 
reasons a lot of the houses were not being completed was on account 
of atax problem of the builder, his own tax problem / 

Mr. Grecory. That is correct. 

Mr. Wattuauser. Of course, you would not treat him more gently 
than ordinarily, because your responsibility, of course, is to the share- 
holders, isn’t it / 

Mr. Gr Eecory. That is correct. 

Mr. WALLHAUSER. So you did not allow him to use this as a reason 
for not completing ? 

Mr. Grecory. You have to calculate in the de -velopme nt of a tract of 
any size, not only this one but any other tract of any size you have to 
calculate what the risk is. If you push the builder into a position 
where he has a tax lien filed, then you tie up the whole operation, and 
itis very difficult—I don’t know whether you know it or not, but it is 
very difficult to get a tax lien released from the Federal Government 
without actually pay ing it, so we might push ourselves into paying 
the taxes if we didn’t use diligence in the manner in which we handle 
it. 

Mr. Watituauser. He wasn’t in any financial trouble, was he? 

Mr. Gregory. No, I don’t think so. I wouldn’t consider it that at 
all. It was a matter of rearrangging the matter and using a little 
diligence on what we do, rather than to create a problem. 

Mr. Watiuavser. As I understood your statement, he was more or 
less pleading for time on account of a personal tax problem. 

Mr. Grecory. We fin: lly came to the conclusion that he would be 
better to then make a bulk sale of the whole operation rather than to 
attempt to complete it. 

Mr. WauituAuser. How many shareholders do you have? 

Mr. Grecory. About. 90.000. The bulk sale. you see, if he sells it 
off in parcels one at a time and makes individual sales, he eliminates 
any possibility of a capital gain. 

Mr. Wauriavser. I understand the tax problem, but I am trying 
to evaluate in my mind whether you used due diligence in asking him 
to proceed to finish the houses that he had not finished. 

Mr. Grecory. It is a matter of judgment on the ground that we 
thought we used the right judgment. We thought we were bring- 
ing in additional capital with a new tax base, and people fully com- 
petent and able to handle it; at least the negotiations were substan- 
tially complete for that purpose. 

Mr. Watuuavser. But wasn’t one of the considerations ac ‘tually 
that you were a little doubtful of his financial stability in all of this? 

Mr. Grecory. No, I was not doubtful of his { financial stability. I 
was doubtful of his judgment in the way he handled his own tax 
problem. We didn’t want to get saddled with them, or didn’t want 
the association to. 

Mr. Watunavser. All right, Mr. Chairman. 


Mr. Scuer. Might I ask a question, Mr. Chairman ? 
Mr. Moss. Yes. 
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Mr. Scuer. Mr. Gregory, was there any deterioration of value ; in 
this tract because of the speed at which the construction took place? 
Mr. Grecory. Do you mean at faster than—yes, in a way, I would 
say that it depressed the market some. I would think it did. Hoy. 
ever, it didn’t depress it enough to create any real problem. It would 
lessen the builder’s profit out ‘of it, not the association’s position at all. 

Mr. Scuer. Were there any resales of houses in that area ? 

Mr. Grecory. There have been some, I am sure. 

Mr. Scuer. Would their new purchase price reflect this problem of 
deterioration in value? 

Mr. Grecory. I don’t think the people for which the houses were 
built had anything to do with the prices for which houses resold, and 
I am not familiar with all of the resales. I am familiar with some 
of them. 

If there is a divorce in a family, or friction in a family, it becomes 
depressed property for that reason, and neither of the parties are in 
position nor desire to push the value. We have had some resales 
where time was taken to properly sell and they have completed the 
original sales price. 

Mr. Scner. Well, do you have a judgment as to the general trend 
of the market values in that area? 

Mr. Grecory. The general trend has been very good. We have one 
deterr ing fac tor that has been bey ond the builder’s control and beyond 
the association’s control, and that is the State of California wanted to 
use that hillside property for dirt to build highways with, and they 
originally had a suit on it to start with, but we investigated the matter 
before we started finane ing, and found that they were procuring the 
dirt elsewhere, and the resolution that the State had adopted included 
certain specific highways at certain specific locations, and they were 
procuring the dirt elsewhere, so that we thought it was a matter of 
time until the State would abandon the idea of taking that particular 
property. 

When the matter came up on the original suit, it was dismissed be- 
cause the resolutions for which it was designated—the roads had all 
been built, so the State waited a while and then filed a new suit, and 
the new suit has caused some embarrassment, because there has been 
publicity over it, and because of the distance of the haulage and the 
number of trucks it would take and the various other elements in- 
volved. It has created a tremendous amount of confusion about it, 
and I think justly so. 

We had hoped that would not happen, but it has, and that was not 
within the builder’s control, nor our control, and that has slowed down 
sales, and it has made a question as to what is going to happen at that 
end of the tract. 

Mr. Hotirtetp. What action did you take to prevent the State of 

California from obtaining this residential property ¢ 

Mr. Grecory. The deed of trust covering the property, in the 
Metrim Co., provides that all the proceeds from any such sale shall 
be paid to the beneficiary, Long Beach Federal Savings. 

The Long Beach Federal—well, when it was served, it answered, 
and opposed the sale of the property for the purpose, and set up the 
valuation of the property so that if they did on condemnation it 
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should be paid for it, and so did the trustee under the deed of trust 
resist the condemnation—that is Title Service Co. 

Mr. Hourrrecp. And did you take court action then ? 

Mr. Grecory. It is in court. 

Mr. Hourrrerp. And you are one of the defendants? 

Mr. Grecory. The Long Beach Federal Savings is. 

Mr. Houtrretp. Long Beach Federal, and who else ? 

Mr. Grecory. They were attempting to get the title against Title 
Service Co., who is trustee, and they would he ave to serve them in order 
to clear the title. It is merely as a trustee, not as a party entitled to 
any compensation from it. Long Beach Federal is the only one be- 
sides the owners. 

Mr. Houirtevp. Is the city of Buena Park a party to the court ac- 
tion ? 

Mr. Grecory. I was advised, since I have been here, that the city of 
Buena Park has taken action to become a party to the opposition to 
condemnation. 

Mr. Hottrtetp. How about the city of Fullerton ? 

Mr. Grecory. I don’t know what their position is as yet. I haven’t 
jearned. I also understand that the county board of supervisors of 
Orange County, the county in which the property is located, has 
adopted a pentaation opposing the borrow pit and condemnation. 

Mr. Scuer. Mr. Gregory, you said yesterday that this 66-acre tract, 
the hilly area involved i in the proposed taking of fill, was worth $414, 
million. You say it w as V alued at that ? 

Mr. Gregory. Yes, sir, that is what Mr. Maspero’s appraisal is. 

Mr. Scuer. As a man who deals in real estate, and something of an 
expert in that area, what is your opinion of the payment of gO) 50,000 
ina condemnation proceeding for that tract ? 

Mr. Grecory. Well, I think that is giving the property away. 

Mr. Scuer. I am sorry, it is a straight sale to be made, a negotiated 
sale, we understand, by the supervisor in charge. 

What do you think of that kind of transaction ? 

Mr. Grecory. I think it is giving the property away, it is depleting 
the security that the association has to guarantee its operation, to 
guarantee it against loss. It is one of the securities, that if we were 


managing the association we wouldn’t part with it without a reason- 
able value for it. 


Mr. Scuer. You are saying this isa waste of assets? 

Mr. Grecory. I say it is a waste of assets. 

Mr. Scuer. What administrative remedies does the association have 
to prevent this waste of assets ¢ 

Mr. Grecory. The association had demanded of the Home Loan 
Bank Board request for prior notice of administrative orders, ap- 
provals, directions or other proceedings, so that if any such matter 
came up, we, as the representatives of the shareholders, could be 
heard, and at least enter a protest, or maybe assist wherever it is 
possible to get the most out of the assets and see that the association 
was properly secured. 

We have a resolution adopted by the Home Lo: in Bank Board dated 
May 16, 1960, rejecting the resolution, saying, “Now, therefore be it 
Resolved, The petition entitled ‘Request for Prior Notice of Ad- 


ministrative Orders. Directions or Other Proceedings’ filed by T. A. 
Gregory is hereby denied.” 
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Mr. Scurr. Mr, Gregory 

Mr. Houtrtevp. Let him finish. 

Mr. Grecory. I understand that the shareholders have employed 
their own attorney and made a similar request of the representatiyg 
in charge, and have received similar rejection of their request. 

Mr. Scuer. Mr. Gregory, if the supervisory representative jp 
charge were to sign the deed this morning, would there be any remedy 
or recourse on the part of the members of the association ? 

Mr. Grecory. None that I know of. It would be maybe—finally 
when we get to court somewhere down the way, if we are successfy] 
in proving the conspiracy we think exists, there might be a persona] 
liability on some of the people who have participated in it, because of 
their actions beyond their scope of authority, being a coconspirator 
in the theory of destroying our company. There may be a possibility 
somewhere down in the years to come in the court actions, but ag ] 
view it there is no direct remedy at this time. 

Mr. Howtrretp. You are aware, of course, that testimony has been 
given to this committee that the supervisor in charge, Mr. C. E. Ault 
is a salaried man, and at the level of $9,980, and that he is in charge 
of the financial affairs, has been placed in charge of the financial 
affairs of this association with the full power which formerly reposed 
in the board of directors of the Long Beach Association ? : 

Mr. Greeory. Yes, I am aware of that, Mr. Holifield, and I think 
it is very unfortunate for the shareholders of our company to be 
placed in that position. , 

Mr. Houtrrevp. I might say, parenthetically, that I have employees 
in a retail clothing store that I pay more than that to sell pants and 
underwear. 

Mr, Watiuavser. Will the gentleman yield at this point? 

Mr. Houtrtevp. Yes. 

Mr. Watiuauser. It is my understanding, though, that this sale— 
if it is consummated—must be approved by the Home Loan Bank 
Board, isn’t that so? 

Mr. Moss. We are going to receive testimony on that a little later, 

Mr. WatiyaAuser. We haven’t had any testimony yet as to this par. 
ticular item, have we? 

Mr. Moss. No. 

Mr. Houirtetp. We haven’t had it before today. We have had it 
this morning. 

Mr. Gregory. I would think the information given the Home Loan 
Bank Board would follow the pattern of the examination reports 
that have been given the Board from the same group of examiners, 
including Mr. Ault, which in many instances do not reflect the truth. 
They are designed to warp the true facts, and guide it in a direction 
which they would want it to go. 

Feeling that was the case, and Mr. Ault was not competent to han- 
dle the association, the association requested the Home Loan Bank 
Board to increase his bond from $1.5 million to $20 million, equal to 
the amount of almost the bonds and cash which the association had, 
The Home Loan Bank Board rejected the offer, and that is a matter 
we considered a final determination by the Board, and we made : 
plication to the U.S. court for the court to increase the bond, and the 
decision hasn’t been made, but the Home Loan Bank Board has cot 
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tended upon the grounds that the court has no jurisdiction, that this 
isa matter that has been delegated to the Board by the Congress, and 
the courts were without power to inquire or give relief or any other 

Mr. Moss. Well, I hope the court takes cognizance of the fact that 
the Board by its own claims of privilege is not subject to anyone, 
courts, Congress, or anyone else. 

Mr. Grecory. It is the same pattern, Mr. Congressman, that they 
followed before. When they were in the courts, they claimed Congress 
had extended their power, and when in the Congress, as you have 
heard, they claimed judicial privilege, or that the committee 1s pre- 
mature in its operation. 

There is never a point in their operation where you can get down 
toa right for anybody to review their actions in time to preserve the 
association’s assets. Their actions are always complete, and it is a 
matter of going back and attempting to recover from a governmental 
official whom they say then acted in his official capacity and as their 
attorney told the U.S. courts, if they stick the money down the rathole, 
that is all there is to it. Nobody has a right to recover, and that is a 
matter of record. 

Mr. Houirteip. This is a traditional position that they took. They 
took this before the Smith committee, they took the same position 
before my committee that investigated this matter. Now I want to 
ask you. 

You have testified that if this particular piece of property, which 
is appraised a $4,250,000, by a competent appraiser, is sold for less 
than a million dollars that is a depletion of assets, collateral and 
security against all of the loans in the Bellehurst area, and I ask you, 
on the basis of that testimony, if this follows a pattern which the pre- 
vious conservator in 1946 followed in the liquidation of assets at sacri- 
fice prices, and if the answer to that is in the affirmative, I would ask 
you to give some examples. 

Mr. Grecory. The conservator in 1946 approached it on a different 
approach, but the pattern was the same. He entered into agreement 
with the borrowers, reducing their interest rates from 6 percent to 4 
or 4.5 percent. 

Mr. Horirieip. Now, let me understand you. Do you mean to say 
you had mortgages in your vaults at that time drawing 6 percent or 
more, and that he voluntarily called them in and reduced their mort- 
gage interest rate to 4 or 414 percent ? 

Mr.Grecory. Yes, sir. 

Mr. Hotirrevp. In quantity ? 

Mr. Grecory. In quite substantial quantities. 

Mr. Hontrrerp. What effect would this have on the institution? 


Mr. Grecory. It cost the association approximately $60,000 a year 
commencing at that time. 


Mr. Hortrteip. Loss of interest ? 

Mr. Grecory. Loss of income; that is right. 

Mr. Horrrmerp. What was the purpose for doing that? The col- 
lateral was the same; the obligation of the debtor was the same. Can 
you conceive of the purpose of such depletion of assets ? 

Mr. Grecory. One such instance was with Mr. Jones, who is the 


party with whom they are dealing on this particular property at this 
time. i 


His loans were 6 or 614 percent, in that area. I would have 
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to go back to the records. And they had been reduced when we got 
back into the association to 4.5 percent, I believe was the amount bya 
modification agreement. ; 

Mr. ane IFIELD. Were these construction loans ? 

Mr. Grecory. They had been construction loans, but they had 
been completed and sold under contracts. 

Mr. Hotirievp. These were contracts to individual buyers? 

Mr. Grecory. That is right. I was told that they said to the 
builder, “Well, Gregory has been char ging you too much interest, and 
we can make an adjustment for you. We want your support. and 
assistance, but we will adjust your interest rates for you. 

Mr. Hoxtrrerp. What do you mean, they wanted his “support and 
assistance” ? 

Mr. Grecory. In whatever his operations were. Whatever he 
meant by that I don’t know excepting that the public generally had 
been opposed to the conserv atorship, and he was attempting to get or 
buy support locally from the people in the area. 

Mr. Hoxirretp. What other instance do you have of their depleting 
assets ? 

Mr. Grecory. There was a bunch of FHA loans that they reduced 
the interest rate on from 4.5 to 4 percent. I would have to go back 
in our files to pick out the other instances. : 

His approach at that time was to pledge all of the association’s 
assets, and also to the Federal Home Loan Bank of San Franciseo so 
that the San Francisco bank could forfeit the title to the company, and 
we would not have a right to recover the assets. 

They had approximately $8 million trust deeds and notes that had 
been assigned to the San Francisco bank which we were, until just 
a few years ago, trying to quiet the title against to get a clear title 
to, and, as a matter of ‘fact, until the recent “pleadings of the Federal 
Home Loan Bank of San Francisco, they were still trying to regain 
title to the trust deeds and notes even after the court had ordered 
their dispossession of them. 

They stipulated with the Supreme Court that they would not assert 
a lien against the trust deeds and notes, but then repudiated their 
stipulation when they got back to the district court, so we still had 
the problem of trying to keep the title clear to the trust deeds and notes 
even after court order releasing them. 

Mr. Hortrretp. Now, just one more question. Did they seize at the 
time of the original seizure in 1946 a batch of government bonds? 

Mr. Grecory. A little over $8 million, as I remember. 

Mr. Hotrrrevp. And did they subsequently sell those bonds? 

Mr. Grecory. They did something with them. The association 
never got them back. We were advised they sold about $3 million 
of them, and pledged the other $5,300,000 to the Federal Home Loan 
Bank of San Francisco. That is the bonds that the Federal Home 
Loan Bank of San Francisco lost its lien on when they rejected the 
tender, and thereafter made a private sale supposedly to themselves 
without notice at less than the cash bid they had in their hand. 

Mr. Houtrretp. What was the cash bid that they had in hand? 

Mr. Grecory. It was almost $500,000 more than whatever they bid 
for them. 
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Mr. Howtrietp. So in selling to themselves bonds at $500,000 less 
than they could have gotten from this cash bid, was that a depletion 
of the assets of the association, in your opinion ¢ 

Mr. Grecory. If we are not successful in our recovery, it will be. 
So far we have contested the sale on the basis that it was illegal, that 
they had no lien on the bonds, that the sale itself was part of a con- 
spiracy to attempt to deplete the assets of the association. It hasn’t 
come to trial, but that is in the action where it appeared to us that a 
judgment was Imminent just prior to seizure. , ’ 

Mr. Hotirieip. Mr. Chairman, I have asked this series of questions 
to show the pattern of action by which the Home Loan Bank Board 
proceeded under the previous seizure, and it clearly indicates to this 
member of the committee that these are not the acts of a conservator 
of assets, but the acts of a liquidator of assets under distress condi- 
tions, and the pending situation in regard to the 66 acres, as to which 
we have been informed yesterday by representatives of the community 
in which this property is located, indicates that this is another part of 
the same pattern of selling out at distress prices in order to obtain 
cash, assets which if properly handled would inure to the safety and 
solvency of the institution. 

Mr. Grecory. I might say, Mr. Chairman, I would value the prop- 
erty slightly higher than Mr. Maspero. I believe it can be disposed 
of at a higher price. 

Mr. Watituavuser. Wasn’t there another figure, though, that you 
used, much lower than this figure, in agreeing—didn’t I hear the 
figure $1.8 million ? 

Mr. Grecory. That was not an agreement. Someone asked the 
question had there been any discussions or negotiations. I don’t 
know who proposed the figure or where it came from, but I heard the 
discussion, I said I had heard of the discussion. 

Mr. WaLLHAuseR. Wasn’t there a meeting of minds at $1.8 million? 

Mr. Gregory. No; there was not. 

Mr. Watiuavser. Is this the same Jones with whom you have been 
doing a lot of business since 1946 ? 

Mr. Gregory. Yes; that is right. 

Mr. Wauiuavser. And there was no feeling on his part or your 
part that because of any actions of the previous conservator you 
couldn’t continue to do business in a friendly, equitable way ? 

Mr. Gregory. As a matter of fact, he readjusted the interest rate for 
the association when we got the company back, and paid us some 
rather substantial brokerages in an attempt to make up for the differ- 
ence, so that on the contrary, instead of feeling adverse to him, he had 
been very helpful in attempting to rehabilitate the company. 

Mr. Watiiauser. Fine. 

As you go into the June 27 hearing, which I understand is an im- 
partial hearing before an impartial examiner, I suppose you are 
anxious to reach that point so that you can get these facts before him, 
who will have certain recommendations to make ? 

Mr. Grecory. I am anxious to reach the point, but for a different 
reason, Mr. Congressman, I have no illusions as to what the June 27 
hearing will be. We have a handpicked examiner, undoubtedly so, 
from the Home Loan Bank Board, and in any event the final review 
is before this Board, and I want you to consider, if you will just a 
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moment, the item No. 1 of their charges against us, where they alleged 
we did not pay the insurance premiums. We have presented to you 
evidence here showing that was an untruth, that the premiums were, 
so far as the association. paid into court and the association dis. 
charged. ‘They knew that. They knew their statement was a false 
statement. It was designed, as they have used it, to destroy the com- 
pany. Now they are the people who are going to attempt to set a 
judgment on themselves after having perpetrated a felony, if you 
please. That is an unlawful act, and I can’t imagine that there wil] 
be even the remotest chance of there being anything like justice jp 
that administrative hearing. It is a mere sham, a farce, but it is re- 
quired by the present regulations to exhaust it before we have an 
opportunity to get to court. 

Mr. Watiuavuser. But you will present your side of the case with 
facts and so forth ? 

Mr. Grecory. We will attempt to make a sufficient record that 
when it finally gets to the court, the court will have an op portunity 
to review. I anticipate no justice at all from the administrative 
hearing. I think that is a mere farce. It is a part of a designed 
program to character assassinate and to guide it in such a w ay “that 
it will try to whitewash their own frauds. 

Mr. Watimavser. You say the hearing eet ak is handpicked. 
I suppose that is true under the statute. Is he connected with the 
Home Loan Bank in any way ? 

Mr. Grecory. I haven’t the slightest idea, but I can’t imagine the 
Home Loan Bank Board permitting, with the control they have in 
such matters, I can’t imagine them permitting the matter to fall into 
the hands of an impartial person after having gone to the extent that 
they have to destroy the company, and facing, if you please, maybe a 
penal offense if they don’t whitewash their acts. 

Mr. Watriuatvser. As of this date, though, you don’t know whether 
he is—the examiner ? 

Mr. Grecory. No, I don’t. 

Mr. Moss. Let the Chair make this observation. The order 13379, 
representing as it does a final decision by the Board, the Board tells 
us that this is merged with the June 27 hearing which, of course, it 
is not, but in any event their Board, which has now handed down 
a final decision, is going to review a hearing by an examiner. It is 
not bound to accept in part or in whole his recommendations. And 
then it is going to cast its role as the impartial judicial body on a 
matter where it has handed down a decision, where it had to come 
to a final determination of fact in order to find an emergency exist- 
ing as the basis for summary seizure. 

This is one of the glaring defects in this whole procedure. 

Mr. Watiuavser. Then there will be a court review, will there not? 

Mr. Moss. A court review on the record of the hearings where the 
examiner has wide discretion as to what he will admit in evidence 
and what he will not admit into evidence, about as close to a kangaroo 
court arrangement as I can envision. 

Mr. Grecory. And worse, yet, Mr. Chairman 

Mr. Moss. And that is without any prejudice on my part to the 
merits of the Board’s case, because the Board has pleaded privilege 
to deny the committee the information which formed a part of its 
determination of the action already taken. 
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Mr. Grecory. Mr. Chairman, as I have heard the testimony here, 
and as I have analyzed as nearly as I can the order already taken 
by the Board declaring an emergency and the attempt to merge it, as 
they call it, with the administrative hearing on June 27, I would 
like for this committee to take into consideration this fundament: al, 
that when we have the hearing on June 27, it will undoubtedly be 
upon what the condition of the association is at that time. after it 
has had the disaster that it has had at their hands for the 2 months 
and 5 days. 

The dissipation of assets in this borrow pit deal is just part and 
parcel of an attempt to wash out the assets and leave the company in 
a deplete .d condition, so that at the time they have their administrative 
hearing, what happened to declare the emergency, or the condition 
that the company was at the time of the seizure becomes a moot 
question. It is what it is at the day of the hearing. 

We never have an opportunity under this type of hearing to have 
a good square cutoff point of what did the association management 
do, or what was the condition of the company at that time. 

They have the opportunity in that 2 months and 5 days before the 
hearing to so deplete the company, to so destroy it that it would be 
very difficult to reverse a decision that a receiver or administrator 
was necessary, not because the management made it that way, but 
because they made it that way, but nevertheless it would be the fact. 
We have that problem. 

Mr. Moss. There is another incongruous facet to this. You are 
going into the hearing as to the issues of emergency, and I contend 
youare not. The proper witness to be called would be the Board. It 
made the determination. But if you should have them as a witness, 
then you would be having as a witness on this case the appellate body 
who will made the decision as to whether or not there was proper 
grounds, or there exists proper grounds for the appointment of a 
conservator—not whether there were proper grounds for the appoint- 
ment of a supervisor in charge. That determination was made. 

That is the heart of the arrogant, the shocking, action of the Board 
incoming here and pleading a judicial privilege. If a court behaved 
ina like manner, we would impeach the judges, and properly so. 

Mr. Scuer. Mr. Chairman. 

Mr. Moss. Mr. Scher. 

Mr. Scurr. For the information of Mr. Wallhauser, the case being 
unfolded here is something of a classic example of the difficulties of 
administrative procedure, a matter which has been gone into as you 
know by the Hoover Commission and many other students of govern- 
ment, and, as I said, this is a classic ex: imple of the tremendous un- 
fairness of our leaving administrative procedure in such a limbo. 
There is no rhyme, reason, or rule about it, and as Mr. Moss just 
pointed out, the very persons who have made the determination on 
the seizure then may be the witnesses before their own hearing com- 
missioner, and then may be the appellate body to which the persons 
aggrieved may appeal from the finding of the hearing commissioner, 
and this is a tremendously important task of legal correction that 
must take place. 

Mr. Wattuauser. Oh, I understand the problem very thoroughly, 
Mr. Scher, and I am in the process of being educated as to whether it 
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is good or bad as a statute, and that is what I am attempting to fing 
out in my own judgment. I can see Mr. Moss’ point of view very 
clearly, and I would like to inquire back into the reasons why in 1! N54, 
Mr. Holifield, Congress didn’t correct this statute. I think you will 
say—I don’t want to put words in your mouth—but I think you wil 
probably say they never anticipated this type of procedure. 

Mr. Houirterp. I have read the legislative history very carefully, 
I know that they were trying—and L have read it twice into the 
record, that is, part of it twice into the record of this hearing, 

The Long Beach original seizure case was very much in mind at 
that time. It would be very interesting to know who drafted the 
1954 amendment, because that amendment has now been proven 
to be null and void insofar as allowing an association the right to ap- 
pear before a judicial body for the determination of the merit of the 
original seizure. 

W e did correct in the 1954 amendment—and I wasn’t a member of 
the committee, but I was interested in it because of my previous in- 
vestigation—we did correct certain points. 

We corrected the point that the Board should be an entity that 
could sue and be sued in Federal judicial districts. Before that, they 
could only be sued in Washington, and only at their own consent to 
receive suit, so in the act we did correct that situation so that event- 
ually it gets to the court. 

We did correct the point of appointing, summarily appointing, a 
conservator, or a receiver without a hearing, a prehearing on the 
merits of the case before a Federal court. But ‘somewhere in the draft- 
ing of this legislation there was a clause slipped in—have you got 
the statute here? Hand me the statute, and I will show you. 

Mr. Moss. The clause goes to the matter of emergency, and it is 
quite clear it was intended by Congress that there be a real, bona fide 

sxase of emergency. | submit, on the basis of what we have rec eived 
so far, there are not the necessary ingredients of an emergency situ- 
ation. | 

Mr. Houtrrevp. It states: 


The Board shall have the power to sue and be sued. 
This was new. 


Complain and defend in any court court of competent jurisdiction in the 
United States, or its territories or possessions or the Commonwealth of Puerto 


Rico. It shall by formal resolution state any alleged violation of law or regu- 


lation and give written notice to the association concerned of the facts alleged 
to be such violation. 


And here is where the ringer was put in: 


Except that the appointment of a supervisory representative in charge, con- 
servator or receiver shall be exclusively as provided in paragraph 2 of this 
subsection. 


We go to paragraph 2, which says: 
The grounds of the appointment shall be one or more of the following— 
and we are talking about a conservator or receiver. 


1. Insolvency in that the assets of such association are less than its obliga- 
tion to its creditors and others, including its members. 
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There is no such claim in this case, of course, and there has been no 
appointment of a conservator or receiver. 

9, Violation of law or of a regulation. 

They claim there has been regulation violation. 


3, Concealment of books, records, or assets or refusal to allow inspection by 
an examiner appointed by the Federal Home Loan Bank Board. 
4, Unsafe or unsound operation. 


All of these four conditions apply to the appointment of a conserva- 
tor or receiver, and in that instance they would have to give a formal 
resolution in writing to the association, and it would have its day in 
court. 

The Board shall have exclusive jurisdiction to appoint a supervisory repre- 
sentative in charge, conservator or receiver. If, in the opinion of the Board, a 
ground for the appointment of a conservator or receiver as herein provided exists 
and the Board determines that an emergency exists requiring immediate action, 
the Board is authorized to appoint ex parte and without notice a supervisory 
representative in charge to take charge of said association and its affairs who 
shall have and exercise all the powers herein provided for conservators and 
receivers. 

So theoretically they put the protection, or legislatively they put 
the protection to the association in the act regarding a conserva- 
tor or receiver with one hand, and then with the other hand they 
slipped in the supervisory representative in charge and gave him all 
the powers of the conservator or receiver, and they could do this just 
as * a had done in the past with the conservator or the receiver, so 
in effect with one hand they gave protection and with the other they 
took it away. 

Mr. Moss. Of course, that was not the intent. 

Mr. Houtrrevp. It was not the intent of Congress. 

Mr. Moss. Where you so clearly spell out by statute, it is quite 
clear on the face of it, and certainly from the legislative history, that 
the intent of the Congress was thi at this be a most extraordin: ry situ- 
ation, one requiring emergency action, one where the institution was 
gravely threatened. ‘That was the exception to the norm in handling 
these matters. 

Mr. Watiuavser. I suppose there must be some way to take « 
of those situations that you have just mentioned ? 

Mr. Moss. Oh, there undoubtedly is a way to take care of it, and 
I think the abuse of privilege in this instance will ultimately lead to 

that. 

Mr. Houtrrecp. Mr. Wallhauser, as I understand it, and the staff 

may correct me, if they had served notice upon the Long Beach Sav- 
ings & Loan Associ: ition that they were going to appoint a conserva- 
tor or receiver, then the association would have had a right to request 
an appearance before a court body and say, “We should not be seized 
for the following reasons.” 


The Board would have the right to say, “We think they should be 
seized.” 

At that point, the judge would make a determination on the valid- 
ity of the charges and the serious consequences which would result 
by the appointment of a conservator or receiver. This was the pro- 
tection that C ongress wanted an association to have, a solvent institu- 
tion, and the whole body of testimony on this point, and the references 
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to the Long Beach case and all sustains this situation, but somewhere, 
somebody wrote in the supervisory representative in ¢ harge. 

Now, just to show you how duplicitous this is, let’s go on : 

The Board shall have the power to appoint a conservator or receiver, but 
no such appointment shall be made except pursuant to a formal resolution of the 
Board stating the ground therefor, and notice thereof is given to said association 
stating the grounds therefor, and until an opportunity for administrative hearing 
thereon is afforded to said association. 

Now, this is an administrative hearing before—— 

Mr. Watinauser. That is the proceeding they are about to go 
through. 

Mr. Houtrretp. Before the appointment of a conservator or re- 
ceiver. They are following the law still because they haven't ap- 
pointed a conservator or receiver. 

Such hearing shall be held in accordance with the provisions of the Admin- 
istrative Procedure Act and shall be subject to review as therein provided, and 
the review by the court shall be upon the weight of the evidence. 

Now, that is the evidence which the hearing examiner allows to be 
presented. 

A conservator shall have all of the powers of the members, the directors, and of- 
ficers of the Federal association, and shall be authorized to operate it in its own 
name or conserve its assets in the manner and to the extent authorized by the 
Board. 

Mr. Moss. Now let me point out there that I think that imposes 
upon the Board a responsibility to select as a conservator or asa 
supervisor in charge a man of unquestioned qualification, and I sub- 
mit that if the person had that qualification to undertake the manage- 
ment of an institution of this size, that person would not now be 
working for the salary Mr. Ault receives from the Home Loan Bank 
Board. 

Mr. Hortrrevp. Mr. Chairman, I want to make one further com- 
ment. At the time this amendment was drawn, and submitted to the 
committee, Mr. William Hallahan, who is now one of the Home Loan 
Bank Board members, was counsel for the Banking and Currency 
Committee. I don’t know how it is with your committee, but I rely 
upon the counsel of my committee to pass upon any type of legislative 
draftsmanship on any legislation which I offer on the floor of the 
House. 

Now I am making no inference at this time, but I am pointing out 
that someone is responsible for writing in this supervisory representa- 
tive in charge, and we have had testimony that there are no criteria 
or standards which pertain to the appointment of a supervisor in 
charge, and I think if my memory is correct, that testimony was 
given by mae. Robertson before this committee, under questioning. 

Now we are in the very peculiar circumstance here of scrutinizing 
an action of the Board, and one of the members of the Board was the 
legal counsel for the Banking and Currency Committee who appar- 
ently drafted or approved for his committee members the language of 
this amendment. 

I will let the facts speak for themselves. 

Mr. Moss. Well, I wouldn’t want to hold him responsible. I am 
pleased to accept advice from the staff, but I: am not bound to follow it. 

Do we have any further questions on item 5? 
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Mr. Horirievp. At this time, I would like to Inquire as to when Mr. 
Dixon became a member of the Board. I see some of the staff are in 
the room. 

Mr. Moss. Do you know the date of Mr. Dixon’s appointment to 
the Board ? 

Mr. Trevas. I can’t be sure. I would hazard a guess around 1955, 
and then there has been a reappointment since then. 

Mr. Houirretp. Around 1955? 

Mr. Trevas. That is strictly a guess. It could have been later than 
that. I know he was clerk of the committee at one point during 1955, 
clerk of the Senate Banking Committee. 

Mr. Houtrretp. What was his position with the Senate Banking and 
Currency Committee ? 

Mr. Trevas. To the best of my knowledge; he was clerk of the 
committee. 

Mr. Houirrevp. The Senate Banking and Currency Committee when 
they also considered this language; is that correct ? 

Mr. Trevas. That is 1954. I couldn’t be sure of that. 

Mr. Houirracp. Would you check those facts, please ? 

Mr. Moss. We will have our staff member check the facts. 

Mr. Ropack. Is that on the appointment of Mr. Dixon? 

Mr. Houtrretp. Yes; will you get the information for the subcom- 
mittee / 

(The subcommittee was advised by the staff that Mr. Dixon was 
chief clerk of the Senate Committee on Banking and Currency when 
the 1954 amendments to Home Owner’s Loan Act were under consid- 
eration. ) 

Mr. Moss. Mr. Wallhauser has an additional question on item 5. 

Mr. Watiuauser. Have you financed and inereased loans to se- 
riously delinquent borrowers, as charged ? 

Mr. Grecory. No, not as charged. There have been times when we 
have had blanket trust deeds over a tract, and there came the time in 
the course of construction to separate that out into individual trust 
deeds. 

Under our California laws, it is difficult to get a permit to sell from 
a real estate commissioner unless there are individual trust deeds on 
the properties, so, as a matter of practice, we finance first under a 
blanket arrangement until we get the tracts fairly well completed and 
then break them out into separate trust deeds. 

There are questions where we have extended the period of time 
for the builders to pay from time to time, or extended them the cour- 
tesy that we thought was necessary to retain their business and to keep 
the operation developing as a sound economic pattern. 

Mr. Watiuavser. But you have not refinanced or increased loans 
to— 

Mr. Grecory. To seriously delinquent borrowers; no, sir. We have 
refinanced loans and have increased loans, but not to persons whom we 
considered seriously delinquent borrowers. 

_Mr. Wattuavser. So there is a question as to what seriously de- 
linquent means. 

Mr. Grecory. That is correct. 

Mr. Moss. Has the Board issued a supervisory letter instructing 
you to abandon any of these practices or to take specific action to 
correct any of these ? 
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Mr. Grecory. No, sir. 

Mr. Moss. Has the Board held conferences with you where they 
have instructed you to take action to correct any of these practices? 
Mr. Greeory. There have been no instructions to take action. 

Mr. Moss. Verbal or otherwise ? 

Mr. Grecory. Verbal or otherwise. 

Mr. Houtrrevp. Mr. Chairman. 

Mr. Moss. The Chair would point out that in his judgement, if the 
matter is serious enough to be considered an emergency situation, that 
somewhere along the line the Board should formalize its compaints 
and inform the institution, ordering that they stop the practice op 
that they act to correct a situation which the Board regards as being 
serious or prejudicial to the interests of the association. } 

Item No. 6—if that is all of the questions. 

Mr. Houitrrevp. I would like to ask one question before you leaye 
item 5, Mr. Chairman. 

Mr. Moss OK. 

Mr. Hotirtevp. I ask you, Mr. Gregory, if it is customary practice 
of building and loan associations to increase loans to builders on 
occasion ? 

Mr. Grecory. Quite frequently, particularly when you are doing 
construction, it is not uncommon for the builder, once he starts a 
project, to have various models of houses, and he will find some 
models will sell better than others after he gets going. Why, it is 
difficult to tell. 

There are comparable prices, perhaps, or something else, and on the 
market that we have had for the last several years, generally there 
has been an upgrading of the houses where the demands have been 
better or greater, and it is not uncommon for the builder to go ahead 
and upgrade his houses, and go ahead and develop them, and at the 
time that we change from a blanket deed of trust to the individual 
trust deed, we give recognition to the different type of house from what 
he started with, where he has upgraded it, to the type that we orig- 
inally contemplated pursuant to plans and specifications. That isa 
very common practice, and quite universally done. 

Mr. Ho.irretp. As you have said, a builder sometimes will have 
several models in a subdivision. He starts out—maybe he is going to 
build several hundred houses. He puts up several models. He finds 
that a model that has 1,700 feet of floor space, square feet of floor 
space, sells better than a 1,500-foot model. He had contemplated 
building 1,500-foot models on a number of the lots, and had secured 
construction loans for that purpose. When he saw that the 1,700-foot 
house was selling more rapidly and seemed to fit the consumer demand 
more materially, he would come to the association and seek permission 
to increase his pro rata loan per lot in order to build more expensive 
houses, to add a room or put another bathroom in, or any of the other 

various changes that are necessary to satisfy consumer demand, is 
that not true? 

Mr. Grecory. That is true. 

Mr. Houirtecp. And at that point, it isa normal practice to increase 
loans to a contractor or builder? 

Mr. Grecory. Based strictly upon merit, it is. 
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Mr. Hortrterp. But at that time when you do extend the size of the 
Joan, do you not keep in mind the coll: ateral that is involved, and if 
additional collateral is necessary, do you not require it / 

Mr. Grecory. Always. 

Mr. Hotirrecp. And have you so done in this case ? 

Mr. Grecory. In every instance. 

Mr. Hotirrecp. I am speaking now particularly of the Bellehurst 
subdivision. In the event of increasing loans to the contractors, have 
you required additional collateral if in your judgment additional col- 
lateral was needed ¢ 

Mr. Grecory. Yes, sir, in each instance, wherever it was needed we 
have required it. ‘There have been some changes increasing houses as 
much as 200 or 250 feet, and in some instances they have increased the 
house by 600 feet over the original model. 

We have given recognition to those as we have refinanced out of the 
blanket trust deeds into the individual trust deeds. 

Mr. WaLLHAuser. Were the builders delinquent at the time you did 
this ? 

Mr. Grecory. I don’t know whether the Home Loan Bank Board 
would have considered them technically delinquent or not, but we did 
not consider them so. 

Mr. Scuer. Mr. Chairman, may I ask a few questions ? 

Mr. Moss. Yes. 

Mr. Scurr. Did the Home Loan Bank Board have a way of knowing, 
from time to time, that you were refinancing and increasing loans: 
would their audits, for instance, their periodic ‘audits, show this? 

Mr. Gregory. Yes, they showed it regularly, and each time we have 
had an examination, the examiners have gone out on to the various 
tracts and observed the operation on the tracts and compared the 
development with the association records, and that type of thing, so 
that they were well informed as to what we were doing and how we 
were doing it. We kept them well informed. 

Mr. Scuer. And you would expect, therefore, if there were some 
serious failure on your part, to receive the equivalent of a cease and 
desist. order ¢ 

Mr. Grecory. Certainly. We were very careful to try to submit 
to them sufficient information that there couldn’t be any justifiable 
objection to what we were doing. 

Mr. Moss. Item 6 or (f) under the order. 

Said association has concentrated a high percentage of its lending activity 
in long-term construction loans to a small number of borrowers wherein the 
association is taking a disproportionate share of the risks of the speculative 
real estate ventures financed by said loans. The association has failed to make 
available to Federal Home Bank Board examiners and has refused to comply 
with the requests of the Federal Home Loan Bank Board to obtain and make 
available to the examiners credit reports or financial statements pertaining 
to said borrowers. 

Now, have you received supervisory letters on either of these two 
issues, the question of a concentration in a speculative venture, and 
the matter of failing to furnish credit reports or financial state- 
ments ? 

Mr. Grecory. According to the Board’s testimony here, we have 
received no supervisory letters i in connection with it at all. We have 
received letters from the Board in which appointments have been set 
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up for discussion of the various operations of the company, including 
the Bellehurst operation, in which the association has sat down with 
the Board, discussed what was being done, and after the conclusion 
of the conference wrote a letter embodyi ing ‘the discussions and sent it 
to the Board, and, as I testified yesterd: ay, there has been only one 
instance that the Board has objec ted to our interpretation of the lap. 
guage, or our analysis of the conference, and that was in the January 
5 letter of 1960. 

Mr. Moss. Has this committee received copies of all of the letters 
dealing with the subjects mentioned in specification 6 ? 

Mr. Gregory. I don’t know whether you received all of them or not, 
I should like to make a search to see if I have anything further on it, 
I believe that you have, but I could be wrong. I would want to be 
careful on that one, because we have had an interchange of corres. 
pondence at times, and I could have missed one very easily, and it 
could be there is one we don’t have. 

Mr. Moss. However, we have had the chief of the District of 
Supervision, or whatever it is called, Mr. Wyman, identify five com. 
munications as being supervisory letters. J] le further testified under 

oath that those were the only supervisory letters sent Long Beach. 

Did the letter of February 14, 1949, deal with either of the matters 
mentioned in specification No. 6? I believe it is the letter we have not 
received into our record; you were unable to find a copy of it. It 
would appear on its face that it antedates the transactions. 

Mr. Grecory. Yes, sir, I was looking for 1959 instead of 1949, 

The February 14 letter of 1949, I do Ski aobnensibsen “deceeal 
That was prior to order 2015, and I do not remember its contents with- 
out finding something to refresh my memory on it. 

Mr. Moss. Well, it has now become a secret of state. 

The June 21, 1954, letter, did it deal with either of these items? 

Mr. Grecory. The items you are now mentioning / 

Mr. Moss. The items I am now mentioning under specification 6, 

Mr. Grecory. The 1954 letter I think dealt with a different group of 
loans. Without repeating the letter, I am very confident that it was 
in there. That is during the period of time the association had some 
trusts, it was beneficiary under a trust, the proceeds of which came to 
the association. This is June 21, or what letter do you refer to! 

Mr. Moss. June 21. This involves the charge of taking a dispro- 
portionate share of risk in a speculative real estate venture. 

Mr. Grecory. No, it did not. 

Mr. Moss. Did it deal with the refusal of Long Beach Federal to 
supply, and I quote, “credit reports or financial statements pertaining 
to said borrowers.” 

Mr. Grecory. No, sir, it did not. 

Mr. Moss. Did the December 7, 1954, letter deal with either of 
these matters ? 

Mr. Grecory. No, sir. 

Mr. Moss. The August 21, 1958, letter ? 

Mr. Grecory. It dealt with the Bellehurst loans. I have not found 
anything in here—— 

Mr. Moss. Does it mention in any part the concern on the part of 
the Board that the association was taking a disproportionate share 


of th 
Joans 
Mi 
with 
Mi 
or its 
to sal 
M 
No,s 
Mr 
one V 
M1 
M 
M 
from 
Mi 
nane 
M 
them 
Ban! 
Loar 
teres 
a He 
Dep: 
their 
the | 
none 
M 
with 
by th 
Mi 
M 
quire 
borr 
M 
sive 
had « 
M 
M 
Wel 
we ky 
M 
you? 
M 
M 
Banl 
M 
ers | 
Hom 
thou, 
Timi 
rest 
clear 


ding 
with 
USiOn 
ent it 
Y one 
® lan. 
nuary 


etters 


r not, 
On it, 
to be 
Orres- 
ind it 


ict of 
: CON- 
under 
ch. 

\atters 
ve not 
it. It 


49, 
intents, 
: with- 


ns? 


tion 6. 
oup of 
it was 
1 some 
ame to 
o? 

lispro- 


eral to 
aiming 


her of 


- found 


part of 
share 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 329 


of the risks of the speculative real estate ventures financed by said 
2 

ote Grecory. No, sir. It asked us for information in connection 

with them. 

Mr. Moss. Did it complain about your refusal to supply the Board 
or its examiners with credit reports or financial statements pertaining 
to said borrowers ? 

Mr. Grecory. I found nothing in the letters thus far to indicate that. 
No, sir, it does not. am 

Mr. Moss. The June 26, 1959, letter. I believe you indicated that 
one was not available. 

Mr. Grecory. I don’t have it here. 

Mr. Moss. You were going to check for it. 

Mr. Grecory. That is right, 1 have requested they be sent to us 
from Long Beach. I hope they will be in today. 

Mr. Moss. Did you refuse to make available credit reports or fi- 
nancial statements pertaining to said borrowers ? 

Mr. Grecory. The association did not refuse such. The borrowers, 
themselves, refused to give financial statements to the Home Loan 
Bank Board. They did it based upon their experience with the Home 
Loan Bank Board because these same folks here who got their in- 
terest modified a while ago to get their support were also victims of 
a Home Loan Bank Board which requested the Internal Revenue 
Department to investigate and attempted to procure warrants for 
their indictment, or procure their indictments and issue warrants on 
the basis of income tax evasion when in fact they knew there was 
none. 

Mr. Moss. Did you request of the borrowers that they supply you 
with credit reports, or with financial statements of the type demanded 
by the Home Loan Bank Board ? 

Mr. Gregory. Yes, sir, I did. 

Mr. Moss. Are these the type of financial statements routinely re- 
quired by your institution in passing judgment upon the ability of a 
borrower to repay credit extended ? 

Mr. Gregory. Normally the association does not require an exten- 
sive financial report from a builder with whom the association has 
had dealings for many years. 

Mr. Moss. Does it look to its collateral in those instances ? 

Mr. Grecory. We look primarily to its collateral in each instance. 
We like to know the reputation of the builder. That is a matter that 
we know ourselves within the community. 

Mr. Moss. Now, credit reports—you ordinarily buy those, don’t 
you?! 

Mr. Grecory. We ordinarily buy those. 

Mr. Moss. Were any of those reports refused to the Home Loan 
Bank Board ? 

Mr. Grecory. No, sir. We did not buy them, however. The build- 
ers had refused to make financial reports that we could use for the 

ome Loan Bank Board because of their prior experience. They 
thought the Board would use them to their disadvantage again, and 
(might say that one of our builders, Mr. Willhoit, had had a tax in- 
vestigation in 1945. The Tax Department had given him a complete 
clearance. In 1946, our records were seized. The record is replete 
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with evidence that the Home Loan Bank Board attempted to procure 
Mr. Willhoit’s indictment, and did get a reopening of his tax matters, 

The conservator had done away with the records in the association 
of various of the escrows and transactions upon which he based the 
cost of his property, and upon the Tax Department attempting to rede. 
termine the matter, he was unable to furnish the copies of the escrows 
or copies of the transactions, and as a consequence he has been in tax 
litigation ever since. 

Mr. Willhoit is the individual who now has a suit against the asgo- 
ciation for approximately $600,000 for the loss of his records which he 
needed in order to justify his tax position. 

The Jones brothers had not quite a similar situation, but they were 
also included in the correspondence and conference with members of 
the Home Loan Bank Board, and they were included in the group 
concerning whom Mr. McKenna and Mr. Siegel—Mr. McKenna repre- 
senting the Home Loan Bank Board and Mr. Siegel representing the 
Department of Justice—appeared before the U.S. attorney in Los 
Angeles and asked for indictment of the Jones brothers and myself on 
tax fraud because it would help them in a bank case. 

Mr. Moss. Did you ever have an order verbally issued—— 

Mr. Howtriecp. Mr. Chairman, before you ask that, would you ree- 
ognize me? ‘This is pertinent to this particular question. 

Mr. Moss. I want to find out if we had an order, verbal or otherwise, 
instructing you to obtain the necessary credit reports and supply them 
to the Board or its examiners or secure financial statements pertaining 
to said borrowers. 

Mr. Greeory. We had a discussion. Mr. Robertson particularly 
wanted the financial statements because he apparently thought they 
would be of some significance, but he did not give me an order. There 

yas merely a discussion, and in each instance we responded with what 
the facts were in the case, and there was no order or demand as such. 

Mr. Moss. And when did the Board—how long ago did this matter 
become a point at issue between the Board and the management of 
Long Beach Federal? Was it very recent ? 

Mr. Grecory. No, sir; it was quite a ways back. I think it was ina 
1958 conference, and I am looking to see if it is covered in my 1958 
letter. 

Mr. Moss. Has there been any deterioration of the position of any 
of the borrowers involved ? 

Mr. Grecory. Not tomy knowledge. 

Mr. Moss. Not to your knowledge ? 

Mr. Gregory. No, sir. I would think it has been enhanced. I 
would like a little time to look through and find out as nearly as I can, 

Mr. Moss. Mr. Holifield has a question. We will hold the record at 
this point and you can supply that later. (See p. 872.) 

Mr. Grecory. I don’t see it offhand, but it is one of those dates 
around 1958, as I remember it. 

Mr. Horirterp. Mr. Chairman, the witness, Mr. Gregory, referred 
to certain tax matters which involved both himself and Mr. Willhoit, 
and the Jones brothers. 

He also referred to attempts to obtain criminal indictments. 

In the hearings titled “Investigation of the Home Loan Bank Board” 
under dates of October, November, and December of 1950, June, July, 
August, November, and March of 1952, on page 2177 occurs Internal 
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Revenue exhibit No. 15. It is a true copy of a letter that came from 
the U.S. attorney, 600 Federal Building, Los Angeles, Calif., under 
date of November 9, 1951. It is addressed to Hon. Cecil King, Mem- 
ber of Congress, House of Representatives Office Building, Washing- 
ton, D.C. The following language occurs: 


This has reference to the visit of your staff investigator, Mr. Tobin, concern- 
ing the tax files of this office with regard to Clifton S. Jones, Charles J. Jones, 
Thomas A. Gregory, and John D. Willhoit. I would like our office files to 
reflect the fact that I advised your Mr. Tobin as follows: 

1. That the disposition of these tax matters was amply justified by the docu- 
ments in the files including the reports of the revenue agents and special agents 
ef the Bureau of Internal Revenue. Such dispositions were concurred in by 
them. : : r 

2. With reference to the dispositions of the matters concerning Clifton S. 
Jones, Charles J. Jones, and Thomas A. Gregory, all of which I personally 
handled, no person at any time influenced me in anywise with regard to the 
disposition of the matters referred to, and no attempt was ever made by anyone 
to influence my judgment in making such dispositions except that on September 
91, 1949, Mr. M. Siegel, who at that time was attached to the Claims Division 
of the Attorney General’s Office, and Mr. William McKenna of the Office of the 
General Counsel for the Home Loan Bank Board made personal inquiry as to 
the status of the tax matters referred to, at which time they were advised that 
there was no evidence to warrant seeking an indictment. Nevertheless, they 
endeavored to persuade me, as the person in charge of these matters, to submit 
them to the grand jury for immediate indictment. I declined to do so as I could 
not conscientiously seek an indictment from a grand jury in a case in which 
there was no evidence to warrant the institution of criminal prosecution. I 
referred Mr. Siegel and Mr. McKenna to Mr. Talman, special agent of the Bureau 
of Internal Revenue in charge of the investigation. I heard nothing further from 
them. 

3. At no time have I ever had any contact, direct or indirect, with Clifton S. 
Jones, Charles J. Jones, and Thomas A. Gregory, and I have never been ac- 
quainted with them. 

4. May I also call to your attention that on September 22, 1950, I reported 
to the Attorney General that there was insufficient evidence to warrant criminal 
prosecution in any of these matters for the year 1943 and that, therefore, we were 
closing the criminal phase of those matters and they would be disposed of by 
civil proceedings. 

5. The matter being a routine assignment in which there was no conflict in 
view between the writer and the several agents of the Treasury Department 
with whom I dealt, I had no occasion to discuss it with Mr. Tolin, the U.S. 
attorney, at any time during his tenure until the occasion of your Mr. Tobin’s 
visit. 

Respectfully yours, 
ERNEST A. TOLIN, 
U.S. Attorney. 
BERNARD B. LAVEN, 
Assistant U.S. Attorney. 


Now, Mr. Chairman, the reason I bring this matter into the record at 
this time is because it relates to the matter under inquiry of item 6, 
in reference to the furnishing of documents. I want to point out 
the enormity of the significance of this letter which stands uncontra- 
dicted in our hearings of 1951. 

Mr. Siegel, in the Claims Division of the Justice Department, and 
William McKenna, of the Office of the General Counsel of the Home 
loan Bank Board, went into the U.S. attorney’s office in Los Angeles 
and sought a criminal indictment against these men, when they well 
knew that a civil tax case was in court at the time, and that the case 
was coming up within the very near future for decision by the court. 

They subverted their official position to try to obtain a criminal 
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indictment against Mr. Gregory and others involved in tax matters 
at this time, and involved in these charges in No. 6. 

A criminal indictment when no evidence existed, in order, undoubt- 
edly, to affect the civil proceeding in which they were involved, 
Never in my history as a Congressman have I come across such a 
shocking abuse of the office of. the U.S. Government to harass, by 
trumped up charges of a criminal indictment, an individual inv olved 
in a civil proc eeding. I bring this to the attention of the committee 
as some evidence, at least in verification of what Mr. Gregory has said 
that these individuals feared to turn over their complete financial 
statements to the Home Loan Bank Board in Washington or to the 
association, where the records could be seized and utilized in a punitive 
or a harassing way against them in the future. 

This type “of action was committed by another Board—not the 
Board that we have at the present time. This was another Board, but 
it shows—it isa pattern of harassment of citizens. 

Now, I want to go on to another matter—— 

Mr. Grecory. On the same subject 

Mr. Houtrretp. What isthat ? 

Mr. Grecory. I had some more matter on the Internal Revenue 
Department that I want to introduce at some point. 

Mr. Moss. Is there objection? Hearing none, you may proceed. 

Mr. Houtrrezp. Is this the same Board we were talking about in 
this case? 

Mr. Grecory. It is in 1946 and 1948, the period having to do with 
the tax matters of Clifton S. Jones and others. 

I have a copy of a letter which was eo B in the Internal 
Revenue investigation dated September 30, 1946, addressed to Hon. 
Joseph D. Nunan, Jr., Commissioner of tithes ul Revenue. 

It says: 





I am writing at the request of Mr. John H. Fahey, Commissioner of the 
Federal Home Loan Bank Administration, who is temporarily out of the city. 
Information currently disclosed by examination of the Long Beach Federal 
Savings & Loan Association, Long Beach, Calif., when considered in con- 
nection with recent inspection of certain income tax returns, pursuant to 
permission heretofore granted to this agency, clearly indicates possible violations 
of the internal revenue laws as well as possible violation of the Home Owners 
Loan Act of 1933, as amended. 


Then there are several other paragraphs in which my name is 
mentioned, Mr. Willhoit’s name is mentioned, and it says— 


There is a prospect of an administrative hearing and a trial in the Federal 
court at either of which these facts and others along similar lines may be dis- 
closed through examination of witnesses and otherwise. Past events in con- 
nection with the affairs of this association indicate that such hearings or 
trial is likely to receive substantial publicity and public attention. It would 
seem desirable for the Bureau of Internal Revenue, and in the interest of the 
Government, for the facts to have been fully investigated prior to any such 
hearing or trial. 

Our Associate General Counsel, Ray E. Dougherty, is temporarily in Los 
Angeles in connection with an investigation of the affairs of the Long Beach 
Federal Savings & Loan Association, and is working in close cooperation with 
the U.S. attorney there. We deem it to be in the interest of the Government 
and respectfully request that you immediately instruct your Los Angeles office 
to collaborate with Ray E. Dougherty and the U.S. attorney in the investiga- 
tion of this matter. 
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That was September 30, 1946. 
On November 30, 1948, to Charles Oliphant from Thomas J. Lynch, 
an office memorandum of the U.S. Government. The subject: 


Clifton S. Jones and Charles J. Jones of Long Beach, trading under the name 
of Jones Bros. 

Mr. William D. Divers, Chairman of the Home Loan Bank Board, visited me 
today in regard to the interest of the Board in the tax fraud investigation 
regarding Clifton Jones and Charles J. Jones, of Long Beach. I understand 
that these people operate as a lumber company under the name of Jones 
Bros. and have other enterprises. * * * The interest of Mr. Divers lies in 
the fact that the Home Loan Bank Board, which for a period took over the 
operation of the Long Beach bank under a conservator, has litigation coming 
up in the Federal court some time in March which will likely involve details 
of the bank’s operations with Jones and others and possible public disclosure 
of the questionable tax practices. He said that the Board would feel much 
relieved if the tax aspect of the matter could be presented in advance by the 
Bureau. * * * 


That was November 30, 1948. 

Now just a few days later, on December 14, 1948, another memo- 
randum in the Internal Revenue Department to Mr. Oliphant from 
Mr. Lynch, the subject matter is Clifton S. Jones and Charles J. 
Jones. 


Please refer to ny memorandum of November 30 on the above subject. Mr. 
Divers called today to say that the litigation in which the Home Loan Bank 
Joard is involved is moving rapidly toward a settlement, and it is expected that 
a definite offer will be up for decision next Wednesday, December 15. Mr. 
Divers wants to know whether the Treasury would have any interest in having 
the litigation continued, although he understands that Revenue has no claims 
against any of the principals in the case. 

If Mr. Divers hears nothing from us before next Tuesday night, he will assume 
that a settlement would be of no concern to Treasury. 


Mr, Houiririp. Now, what in your opinion does this show, Mr. 
Gregory ? 

Mr. Grecory. It shows that they were falsely attempting to procure 
indictment or other harassment through the Internal Revenue De- 
partment, through the suppression of evidence or false evidence that 
they presumably got out of the Long Beach files in order to help in- 
timidate the Home Loan Bank Board—help the Home Loan Bank 
Board intimidate the principals out of the claims against the Board. 

Mr. Houtrieip. Well, the records speak for themselves in that case. 
Now I would like to refer to the colloquy which obtained this morn- 
ing between Mr. Wallhauser and myself, and to introduce in regard 
to the drafting of this legislation and the intent of Congress what 
seem to me to be interesting facts. 

In the biographical notes placed in the Congressional Record of 
June 8, 1960, by Mr. Hoffman, on page 11281, the first column has this 
information on Ira Dixon, member, Home Loan Bank Board: 

Ira Dixon, of Kentland, Ind., became a member of the Board, September 1, 
1954. He resigned his position as chief clerk of the Senate Banking and Cur- 
rency Committee, an office he had held since 1952. As chief clerk, he assisted 
that committee, which, among other responsibilities, handles all national legis- 


lation relating to housing, home financing, and activities of savings and loan as- 
sociations and cooperative banks. 

Mr. Dixon was reappointed to the Federal Home Loan Bank Board by Presi- 
dent'Kisenhower on May 13 and confirmed by the Senate on May 21, 1958. His 
hew term extends to June 30, 1962. 


The significant fact in that is that his appointment to the Board oc- 
curred on September 1, 1954. 
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In the second column, the same page, the same issue, the same date 
appears the biography of William J. Hallahan, member of the Feder] 
Home Loan Bank Board, Washington, D.C. The following paragraph 
appears in his biography : 

He was appointed clerk of the Committee on Banking and Currency of the 
House of Representatives on January 3, 1946, and served as clerk and counsel 
for that committee from that date to August 1955, when he resigned to become 
a member of the Home Loan Bank Board. 

Mr. Wauinavuser. 1 would like to raise a point of order, Mr. 
Chairman. 

Mr. Houtrrevp. I just want 

Mr. Moss. Let me hear the point of order. 

Mr. Wattnauser. I don’t know the purpose of introducing this 
testimony, whether it is by inference to suggest that these men had 
been influenced in their present acts by their former associations, and 
I would like to have the gentleman state the purpose. 

Mr. Horrrretp. The purpose is to show facts in regard to the 
legislative background of this act in response to a question by the 
gentleman from New Jersey, and I am trying to furnish such infor. 
mation as I have on the legislative background. 

I have shown by the excerpts from their biographies that in the 
one instance Mr. Hallahan was clerk of the House Banking and 
Currency Committee when the legislation was drawn; that the act 
was considered on the House floor on July 17, 1954, in the form of 
a conference report, and was adopted on that day. 

It had previously been before the Senate, or else there could not 
have been a conference report before the House. 

The Housing Act was passed August 2, 1954. 

Mr. Moss. Is it the intention of the gentleman to show that the 
two Board members were employees of the House and Senate com- 
mittees, respectively ? 

Mr. Houtrrevp. Yes, it is for that purpose, and I present at this 
time the hearings of the Housing Act of 1954 under date of Mareh 
8 to April 14, 1954, of the Committee on Banking and Currency of 
the U.S. Senate, in which it lists Ira Dixon as chief clerk. 

I also present in support of my statement the hearings of the 
Committee on Banking and Currency, House of Representatives, on 
the Housing Act of 1954, under date of March 2 to 18, 1954, and Mr. 
William J. Hallahan is listed as the clerk of the committee at that 
time. 

Mr. Moss. We have a point which the Chair has not ruled on. This 
point of order goes to the question of the violation of the rules of the 
House or of the committee. The gentleman is offering evidence to 
establish the point of a period of definite employment of two current 
members of the Home Loan Bank Board. Is that the only purpose 
the gentleman has in submitting this information for the record at 
this time? 

Mr. Hoxrerecp. Well, that is my purpose, and my primary pur- 
pose, of course, is in response to Mr. Wallhauser’s query in regard to 
the legislative history of the act, and I am pointing out that when 
this legislative history was drawn these two men were in a very high 
position of responsibility, as clerks of the respective committees of 
the House and Senate, and they must of necessity have had cognizance 
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of the language. Both of them being lawyers, they must have had 
gmething to do with presenting the language to their respective 
committees, and I think the facts speak for themselves. 

There is no intention on my part to present anything but the facts. 
Any inference that may be drawn from the presentation of these facts 
is purely a result of personal judgment and value, and certainly I am 
not stating any inference. 

Mr. Moss. Well, there is no violation of the rules in offering the 
material to the committee. However, I would hope that we could 
jeave the further clarification of the legislative history for discussion 
with the legal staff of the Board when we review the entire matter of 
their claim of privilege with the attorneys for the Board. 

Mr. Houirteirp. The committee member will abide by the chairman’s 
wishes on that matter. 

Mr. Moss. Do we have further questions on item 6 ? 

Mr. WAuuuauser. I have one, Mr. Chairman. 

In the first part of item 6, it says in effect that you concentrated 
ahigh percentage of your lending activity in long-term construction 
loans with a small number of borrowers. Is that a correct statement? 
Long-term construction loans, high percentage ? 

Mr. Grecory. We made long-term construction loans. I haven’t 
considered them a high percentage. 

Mr. WatLHaAvser. Do you know what percentage it was? 

Mr. Grecory. Taking into consideration the additional collateral 
which we had —— 

Mr. WatLiauser. Forgetting the additional collateral, I am talking 
about percentage of loans, 

Mr. Grecory. You mean percent to value of loans, or percent of 
total loans ¢ 

Mr. WatiHaAuser. Percent of total long-term construction loans. 

Mr. Gregory. We had not considered it a high percentage in rela- 
tion to our operation. 

Mr. WatiuAuser. And you do not agree that it was taking a dis- 
proportionate share of the risks in speculative ventures? 

Mr. Grecory. No, sir; we do not. 

Mr. Watiuauser. All right, Mr. Chairman. 

Mr. Scuer. Mr. Gregory, on item 6, that matter was discussed, 
however, in the January 5, 1960, letter, do you recall? 

Mr. Grecory. The matter of financial statements ? 

Mr. Scuer. No. There are two parts to that, first the concentra- 
tion of a high percentage of the lending activity in long-term con- 
struction loans. Do you have a copy of the January 5, 1960, letter? 
I would like to have you refer to that. 

Mr. Houtrretp. Would it be the desire of the chairman to have one 
of the secretaries familiar with the files assist him in finding these 
documents ? 

Mr. Grecory. I don’t know that they are more familiar with it 
than Iam, Mr. Holifield. I remember seeing that letter, but I don’t 
know what I did with it. 

Mr. Scuer. I will read the pertinent excerpt from it. It says: 


The unusual concentration of investment of Long Beach Federal’s funds in 
the so-called Bellehurst loans. It has never been explained to our satisfaction 
Why this concentration does not constitute an unsafe and unsound operation. 
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That is in the January 5 5, 1960, letter. 
Mr. Gregory. Yes, sir. 
Mr. Scuer. Now the last paragraph of that letter says: 


This communication is not intended to be a formal supervisory letter, 


I am getting at the amount of notice this letter might be to you of 
the violations charged under point No. 6 that the association concep. 
trated a high percentage of its lending activities in long-term cop. 
struction loans. 

Now when you rec eived that letter, it not being a supervisory letter, 
did you consider it a serious violation or a serious charge? 

Mr. Grecory. I considered it no violation at all. I did consider 
that the Home Loan Bank Board were not satisfied with it, and that 
because they weren’t, the appropriate thing to do would be to cure it, 
We discussed it among our board members and passed a resolution on 
January 25 to dispose of a portion of the loans, in spite of the fact 
that they had been in the process of reducing, and we set about to 
assist. the owners of the property to procure their consent to a bulk 

sale and to assist in making the bulk sale pursuant to the letter which 
I filed with you folks yeste erd: vy from the Home Investment Co. 

Mr. Scuer. Yes, sir; the point I am trying to get at is whether or 
not this letter of January 5, 1960, alerted you to a problem. It did, 
didn’t it ? 

Mr. Grecory. It alerted us to the dissatisfaction of the Board, but 
we did not consider it a serious problem. 

Mr. Scuer. You did try to act, though, in pursuance to this danger 
signal ? 

Mr. Grecory. Yes. I would not call ita danger signal. We hadn't 
considered it as a danger signal. We considered it as a dissatisfaction 
more in the nature of every time the association has found something 
they can make an extra profit on, we found the supervisory de -partment 
attempting to pick it to pieces. We considered it more in the light 
of harassment than any other nature. 

Mr. Scuer. Now on February 23, 1960, you replied to Mr. Robert- 
son, you replied to the writer of the January 5 letter; and there you 
discussed the problem and you first of all provided him with a pro 
forma statement of your financial statement; is that right ? 

Mr. Grecory. That is right. 

Mr. Screr. And you discussed with him the problems of your 
claims. 

Mr. Greoory. Is that February ? 

Mr. Scuer. February 23. 

Mr. Grecory. Yes, there is another letter ahead of that in which 
I discussed the January 5 letter, I believe it is February 9. 

Mr. Scuer. Oh, do you have that, sir? 

Mr. Grecory. I thought we had a copy of it. 

Mr. Moss. We will receive that as item E- 

Mr. Scuer. We would like to have that in the record, Mr. Gregory. 

Mr. Grecory. If I don’t find it right away, I will get it during the 
noon hour and have it this afternoon. 

Mr. Moss. We have itnow. We will mark it “Exhibit E-1.” 

(Exhibit E-1 appears in the appendix on p, 992.) 

Mr. Scuer. Mr. Chairman, I understand this is in evidence. 
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Mr. | Moss. Is there any objection to placing it in evidence? Hearing 
none, it is received for the record. 

Mr. Grecory. Is that the February 9 letter? 

Mr. Scuer. Yes. 

Mr. Horirtevp. At this point, if this is a pertinent letter in the 
opinion of counsel, I think he should read the pertinent parts into 
the record, and as it is an exhibit it will, of course, be printed in its 
entirety. 

Mr. Scuer. This is a letter of February 9, 1960, to Albert J. Robert- 
gon, Chairman of the Federal Home Loan Bank Board, from T. A. 
Gregory, president of the Long Beach Federal, and it starts out by 
saying : 

[must confess I was surprised at your letter dated January 5, 1960. 


Mr. Houirrecp. If you want to brief it, that is all right. The whole 
thing will be in the record. 

Mr. Scurr. Skipping a few paragraphs, the fourth paragraph then 
Says: 

Your statements concerning the subdivider of Bellehurst not having invested 
yew capital or not being in the financial position to do so, are in direct conflict 
with your Own eXaminers’ previous reports which disclosed millions of dollars of 
assets paid to these subdividers by the association in the years immediately 
prior to comimenc ing the Bellehurst tract. 

We have repeatedly brought these facts to your attention in our prior inter- 
views. ‘ 

Mr. Gregory, was your statement there correct, that they had been 
informed, the Board had been informed ? 

Mr.Grecory. Yes, sir; they had been informed. 

Mr.Scurr. Continuing the letter 
The Walker banking interests, another of the subdivider group you met in 
the clubhouse on the subdivision, also told you directly of their financial inter- 
ests and abilities. 

Mr. Gregory, you were referring there to the time when Mr. Robert- 
son visited the premises, the Bellehurst premises ? 

Mr. Grecory. Yes. 

Mr. Scuer. The next paragraph: 

You undoubtedly will remember prior to the Bellehurst loans, your understaff 
objected to association loans to, and profits of the eight trusts. The association 
finally sold the trusts at a profit of more than $3 million, about $600,000 less 
than a normal repayment would mane yielded - association. This sale was 
hecessary because of the arbitrary technical rulings of your staff, which rulings 
were in direct conflict with the internal revenue laws enacted by Congress. 

Mr. ( rregor Vw ill vou explain that paragraph ¢ 

Mr. Grecory. Yes, sir. The association was beneficiary of eight 
trusts. The internal revenue laws required that the association take 
nto income from those trusts. prope erty, or trust deeds or whate rs r 
securities we got from as m on the basis of the reasonable v: alue, | a 

ause the n najor BY, tion of the trusts had been created as a part ofa 
fee to Long Beach Federal for making loans. 

The Internal Revenue Department requires that in such event, 
what tever the asset is must be conside red on the basis of reasonable 
value. The Home Loan Bank Board staff insisted that the association 
could not take it into earnings, or consider it as such on our books 
util we had received the amount in eash. 


59258 60 pt. 1 23 
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We resolved the conflict by pointing out to the Home Loan Bank 
Board that we were caught in a dilemma of either having to make, 
false statement to the Internal Revenue Department or be subject to 
supervisory reprisals for not complying with the Home Loan Bank’ 
Board’s unreasonable demand in connection with the matter, so we 
sold the trust and got suflicient cash that they could no longer ques. 
tion the entry in the book. 

Mr. Houtrtevp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houtrrecp. May I ask if these returns then became a part of 
the assets of the association ? 

Mr. Gregory. Yes, sir; they were. 

Mr. Houirrecp. And they were all converted into assets of the ag. 
sociation ¢ 

Mr. Grecory. That is correct. 

Mr. Houtrretp. And you thereby solved your problem of possible 
violation of the tax laws by liquidating and making your reall 
of that investment current? 

Mr. Greoory. The realization in terms of cash rather than of prop- 
erties—I mean by properties, securities, such as contracts, trust deeds, 
notes, and that type of thing. 

Mr. Scuer. Now, Mr. Gregory, reading paragraph 11, I think itis, 
of your letter of February 9: 

Recognizing this to be the fact, the board of directors of this association, at 
a special meeting held January 25, 1960— 





that is 20 days after the letter of January 5 


authorized the association management to negotiate a sale of a substantial 
portion of Bellehurst loans and again absorb the loss of income during reinvest 
ment. Such action by this association should demonstrate the soundness of the 
loans and again demonstrate the unsoundness of your Board’s objections, 

Mr. Gregory, I ask you whether you consider in your own mind, 
and, as a matter of fact, your board and advisers considered that this 
was a proper reply to Mr. Robertson’s letter of January 5? 

Mr. Grecory. We thought it was a proper reply. He had raised 


the question of concentration. We had demonstrated the fact that we | 


would eliminate the question by making a sale of a portion of the 
loans. 

Mr. Rorack. May I inquire on this point, is there any definition in 
the rules or regulations of “concentration” ? 

Mr. Grecory. There is nothing defined in the rules or regulations 
having to do with concentration at all. 

Mr. Rosacx. What is the problem here? Is this a question of too 
many loans in one geographical area, or with too few borrowers! 

Mr. Grecory. We interpreted it as too few borrowers. Many com- 
panies lend a substantial portion of their assets in one unit. We have 
here a total of about 700 houses, and it is surrounded on one side by 
the Lamerada tract, which has more than $100 million of loans in tt 
sponsored primarily by the Home Savings & Loan Association, and 
the loan concentration so far as it is concerned has been broken up 
into quite a number of lenders, but within the shadow of this devel: 
opment is this development of 700 homes. That certainly cannot be 
a concentration of too many houses in one area. 
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There are several insurance companies and some of the savings and 
loans that have substantial sums in the Lamerada area, and so is that 
true in most of the major developments in southern California. 

Mr. Rosackx. You were trying to respond to what you understood 
was the Board’s dissatisfaction with the concentration, however it 
may be defined ? 

Mr. Grecory. However it may be may be defined ? 

Mr. Ropack. You were uncertain as to exactly what the Board’s 
complaint in the matter was; is that correct 2 

Mr. Grecory. That is correct, I don’t know what they actually had 
in mind as concentration. They have never defined it even in dis- 
cussions. We have at times shown them the progress of the sales, 
that private individuals were assuming the loans, and as we sat with 
them that seemed to satisfy them as to their thoughts on the matter, 
but as we got another examination report, the examiners raised the 
term “concentration,” and for quite a long time they included the 
Kight loan, as we call it, in concentration. 

| want to explain that loan to you, and explain to you how confusing 
the word “concentrat ion” is. 

Mr. Kight was the person who bought the beneficial interest of the 
association out of the trust. There were about 1,400 separate proper- 
ties, separate families each having a sales contract upon the property. 
Mr. Kight, in making the purchase, executed to the association a deed 
of trust and note for $11,700,000, and assigned to the association the 
1,400 sales contracts with different individual risks on each of them. 
They listed that as concentration of loans, and while those 1,400 homes 
were widely separated, spread over wide areas in numerous towns and 
numerous locations, they considered that a concentration. 

This last time they confined it to construction loans, which is the first 
time that they have confined it to construction loans, rather than just 
concentration of other loans. 

The Kight loan had been the primary one before that they had 
considered concentration. Well, there is no concentration to it in risk, 
or in location. ‘The only possibility of concentration is that it fun- 
neled through one man’s hands, where you had one man’s guarantee 
guaranteeing all the individuals’ obligations. It was a concentration 
ofa guarantee, but not concentration of risk. 

Mr. Scorer. So that, Mr. Gregory, there really are no standards for 
the term “concentration” ? 

Mr. Grecory. No, sir. 

Mr. Scuer. And as far as you are concerned, you didn’t have any 
unreasonable concentration ? 

Mr.Grecory. No, sir; we did not. 


Mr. Scurr. And when you acted after the January 5 letter, when 


you acted, you thought you had exhausted all possibilities of any 
charges of concentration ? 


Mr.Grecory. That is correct. 

Mr. Scuer. And therefore there was no emergency as far as you 
were concerned. 

Mr. Grecory. None at all. We were following it up, developing the 
sale, getting everything in order so that the association would not take 
‘discount or a loss. We could have made immediate sale by taking 
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some points off, but by negotiating we were able to get the c ommitment 
of competent people to arrange the sale without the associ: ition, itself, 
having any losses involved. 

Mr. Scuer. And you communicated your action and best judgment 
in the » utter to the Board in the letter of Febru: iry 9, 1960 

Mr. Grecory. Yes, sir. 

Mr. Scuer. Did you receive any reply, any written reply, after 
February 9, 1960 ¢ 

Mr. Grecory. No, sir, we did not. 

Mr. Scuer. None at all? 

Mr. Gregory. None at all from the Home Loan Bank Board. 

Mr. Smiru. Mr. Chairman. 

Mr. Moss. Mr. Smith. 

Mr. Smirn. I believe you testified that you had $14 or $18 million 
in construction loans in the Bellehurst area, is that right, approxi- 
OES 

Mr. Grecory. It has been in vary ing amounts. Actually, the homes 
finished and not finished, but still in the names of the Vulturon and 
Acron Co’s., are $10.200,617.51. 

Mr. Smiru. About 10 million, then ? 

Mr. Gregory. About 10 million. Now, the Acron Co. and the Vul- 
turon Co. have in their names other properties that have been finished 
but sold on contracts or options, or that type of thing. I have at- 
tempted to separate out here the balance as to which they are the sole 
obligator. 

Mr. Smiru. These properties sold on contract, what percentage 
are they / 

Mr. Gregory. Some very little, and some in substantial amount. 

Mr. Smrru. What price homes would those be / 

Mr. Gregory. All prices. The prices range from about $30,000 up 
to, some of them, $58,000 or $60,000. 

Mr. Smiru. Now, on these properties, that are finished and then sold 
on contract, where you still have the loan to the principals, to the 
builder—— 

Mr. Grecory. $4,887,967.29, and let me tell you that that is not quite 
up to date for the reason I haven’t got the sales or the activities on 
them for about the last 3 months, now. 

Mr. Smrru. And these homes sold on contract, where you still have 
an obligation coming from the builder, what percentage of the ap 
pre — value is the loan to the builder, approximately, maximum! 

Mr. Grecory. I have that somewhere in our papers, where we have 
attempted to correlate it, but we have had to do that from the infor- 
mation that we had on hand, and taking the partial inventory that 
we have gotten to date, and I haven’t gotten it all separated out, 

Mr. Samrru. You don’t know what then the appraised total value 
would be of this $5 million ? 

Mr. Grecory. I don’t know what ? 

Mr. Smiru. What the appraised value of the homes would be that 
you have the $5 million loaned on. 

Mr. Grecory. They would be well within our legal limits, and 
most of the homes that are sold to these individuals are sold with 
things yet to be done, such as landscaping, fences, and so forth. 
Some of them have had pools put in, and that type of thing, after 
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the sale, so that in almost every instance there will be at least a 
$5,000 additional investment by the buyer, whether he bought with 
virtually nothing down or he didn’t, so at the point where the sale 
yas made and our relationship might be 1 percentage, immediately 
after the buyer has purchased, our percentage gets less because of his 
additional investment in it, and that has been pretty generally true 
in the oper: ation. 

Mr. Smiru. In any case, would you have the ratio of more than 
80 percent ¢ ¢ : 

Mr. Grecory. In no instance, and pretty generally much less. __ 

Mr. Smiru. Now, there is $10 million in const ruction loans in this 
Bellehurst tract. Approximately how many construction loans do 
you have im addition to this Bellehurst tract ? 

Mr, Grecory. In other areas / 

Mr. Smiru. Yes. 

Mr. Grecory. Oh, we have one other major tract going that has 
485 or 500—around 500 houses in it. Then we have quite a number 
with 50, 60, or 70 houses. 

Mr. Smiru. Do you have any approximation as to how much 
money you have loaned on construction loans other than on the Belle- 
urst tract ? 

Mr. Grecory. It would take a little while to accumulate it, but I 
ean get fairly close with a little concentration on it. 

Mr. Saaru. You don’t have a good guess / 

Mr. Grecory. No, sir, I don’t have right offhand. 

Mr. Smiru. Would it exceed the 10 million ? 

Mr. Gregory. No, I don’t think so. We are lower on construction 
loans right now than at almost any period. 

Mr. Surru. Did they at any time actually request, orally or in 
writing, that you reduce these construction loans / 

Mr. Gregory. No, sir, there was no condition in our conversations. 
There were conve rsations on it, and I have embodied pretty much the 
considerations in our letters back and forth. 

Mr. Smiru. But they never actually requested you to reduce the 
percentage of construction loans to total deposits ? 

Mr. Grecory. No, they haven't. 

Mr. Horirretp. Mr. Gregory, is it not a common practice for an 
association to make a construction loan and then to convert that con- 
struction loan into a permanent mortgage holding thereafter, when 
the house is finished, and the house is sold ? 

Mr. Gregory. That is right. 

Mr. Hortrrerp. In other words, the financing of construction is, 
you might say, preliminary to obtaining a long-term permanent loan 
on the ‘finished building when it is sold to the ultimate consumer. 

Mr. Grecory. That is one way of getting your permanent loan 
portfolio, to construct. the houses ‘and sell to the buyers. 

Mr. Houirieip. The buyer is not obliged to do it, but as a m: utter 
of natural process the buyer as a rule takes the fin: incing which is 
offered at th: at time by the company and the contractor wor king on 
the construction of the home. 

Mr. Grecory. Pretty generally so. There are some refinancings 
outof each tract, of course, that will go elsewhere. 
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Mr. Houirtenp. As the gentleman knows, I am director of a State 
chartered institution, and “T am somewhat familiar with the say ings 
and loan industry. 

My colleague, Mr. Wallhauser, I understand, is also familiar with 
this same industry. 

Mr. Wautiuavser. I am director of a State-chartered institution 
too. 

Mr. Smiru. Mr. Chairman, this land that is used for the Bellehury 
property, was that all one farm, one tract originally, or what? 

Mr. Greeory. It was called the Emery Ranch. I think there were 
different ownerships in it. Part of it came out of an estate, part of jt 
from individuals, and it was accumulated together. 

Mr. Smrrn. Did the contractors buy this piece of raw land a fey 
years ago ? 

Mr. Grecory. Yes, sir, I think some one individual got the traps. 
actions altogether, and then these particular buyers bought from the 
person that had accumulated it together. 

Mr. Smiru. When would that have been ? 

Mr. Greeory. In about 1956. 

Mr. Smirn. You don’t know what they paid for the original land, 
do you? 

Mr. Grecory. No, sir, I don’t. I have heard varying amounts from 
varying people, but I don’t really know. 

Mr. Smirn. That isall I have. 

Mr. Moss. Mr. Scher. 

Mr. Scuer. You, Mr. Gregory, in your letter of February 9, say, in 
response to the letter of January 5 from Mr. Robertson. I will quote 
from his letter first : 

There are actions you could have taken to demonstrate your intention to 
operate the association in accordance with law and regulations. 

In paragraph 3 of page 1 of your letter you state: 

There is no instance in which this association has not complied with law and 
regulations insofar as your Board has permitted the association to do so. 

Now, you have alluded in a number of instances to what you claim 
to be interference by the Board in your ¢ omphi: nce W ith law and 

regulation. Could that be stated in some summary form ? 

Mr. Grecory. One of them, for example, is the inability of the 
association to pay its insurance premiums without forfeiting the rights 
of the association and of its shareholders. We had thor wht the Board 
could have come to court and litigated their claims against the fund 
and permitted the association to pay it. We thought the Board could 
approve or disapprove, whichever they chose to do, Mr. Ammann’ 
accounting so it would clarify a final action by the Board and give usa 
chance to contest it in court to come to a final determination “of what 
the financial condition of the association really was so far as making 
financial statement was concerned. 

Mr. Scuer. On February 23, 1960, your statement of account was 
pro forma because of your inability to obtain a complete accounting! 

Mr. Grecory. That is right, sir. 

Mr. Scuer. Just one more question on No. 6. The charge that the 
association failed to make available to the Board and refused to con- 
ply with requests of examiners for information. 
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Would you clarify that—credit reports, financial statements per- 
taining to ‘said bor rowers, the charge says. 

You covered that in detail as we have gone along, Mr. Gregory, but 
could you just summarize your reply to that charge? 

Mr. Grecory. There were varying matters. There were some of 
our borrowers who did furnish financial statements, but the principal 
ones to whom they refer here I believe to be the subdividers of the 
Bellehurst area properties, and that was the group involved in the 
tax matters which I read into the record here previously. There 
had been no time that the association has had financial statements on 
any of these people that we haven’t furnished them to the Board, 
with the possible exception of one instance. We had a financial state- 
ment in the file. ‘The examiners had had the file, they asked for the 
fnancial statement. I went to get it and it wasn’t there, and I don’t 
know where or when or how that was lost. That was on Bel-State 
Sixth. We had requested Bel-State Sixth Co. to furnish a duplicate 
of it, but it was not received at the time of seizure. 

Mr. Moss. The committee will now recess until 2 o’clock this after- 
noon, at which time we will resume the hearing on items 7, 8, and 9. 
I think they should go very quickly. Seven seems to be virtually the 
same as 5 and 6; 8 and 9 become matters difficult to define, and upon 
the conclusion of the testimony of Mr. Gregory, the committee will 
hear from the officials of the city of Buena Par k. 

Mr. Grecory. Before we leave 6, may I present to the committee 
one more letter from Myers Bros., a construction firm who made an 
offer to purchase 

Mr. Moss. I think we should receive that after lunch. The sub- 
committee is under a quorum call. 

Mr. Scuer. We are not through with 6 yet, Mr. Gregory. 

(Whereupon, at 12:20 p.m., the subcommittee recessed until 2 p.m., 
the same day. ) 





AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 

Mr. Gregory, I think at the time of our recess for lunch, you were 
requesting to place a letter in the record. 

Mr. Gregory. Yes, sir, we filed heretofore a letter from the Home 
Investment Co. in reference to its proposed transaction with the Belle- 
hurst properties, and as a part of that transaction they had negoti- 
ated with other builders to buy properties. 

Among those were Myers Bros., general contractors, and they had 
made a tentative offer for 147 of the lots out of that portion of the 
tracts in tracts Nos. 3259 and 3260. 

Their tentative offer was lots 1 to 46 in tract 3260 for $18,500 
each, lots 47 to 61, $15,500 each, and tract 3259, lots 1 to 17, $14,500, 
lots 18 to 54, $13,000, lots 55 to 60 and lots 66 to 7 71, at $15,000 each, 
lots 61 to 65 and 75 to 82 and 97 to 102 at $18,500 each. 

Mr. Moss. Is there any objection to the request ? 

(No response. ) 

Mr. Grecory. That would be a total of $2,461,000 sales of proper- 
ties. The improvements to finish the tracts would be $327,600 or leave 


inet of $2,133,400, had Mr. Whaley accepted the offer as a part of his 
transaction. 
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Mr. Moss. Hearing no objection, the item becomes exhibit E-9 
the record. 

( Exhibit E-2 appears in the appendix on p. 996.) 

Mr. Scher. 

Mr. Scuer. Mr. Chairman, we were completing our interrogatioy 
on point 6 of the Board’s charges, and I want to refer to the lag 
sentence in which the association is charged with refusing to comply 
with the request of the Federal Home Loan Bank Board to obt: aun and 
make available to the examiners credit reports or financial st: atements 
perti Lining to such borrowers, and I would like to ask Mr, Gregory 
just. what is the responsibility of your association in obtaining and 
making available to examiners ¢ redit re ports and financial statements 
of borrowers—just what is your responsibility 4 

Mr. Grecory. There is no rule or regulation of any type at all re. 
quiring a financial statement from any borrower so far as existing 
rules and regulations are concerned. The only reason that we would 
ask for it is to complete a file in reference to our knowledge of the 
individual, if we didn’t know them, or give us some guidance as to 
who the individual was if we didn’t know them. 

In these instances here, we had had extensive transactions with the 
individual. There was probably more credit information in the file 
than a credit bureau could possibly obtain, particularly if they, them- 
selves, did not desire to make a financial statement or give ¢ redit j in- 
formation. We attempted to point out the information in the files in 
reference to the individuals, and supply sufficient credit. information 
that any reasonable thinking person would have enough upon which 
to pass judgment as to their responsibility and their ability to 
perform. 

Mr. Moss. This seems to be a very important part of the charges of 
the Board. I note that we have here in the audience Mr. Trevas of 
the legal staff of the Home Loan Bank Board. 

Mr. Trevas. Yes, sir. 

Mr. Moss. Mr. Trevas, would you come forward for a moment, 
please ? 

Are you in a position at this time to testify as to the regulations or 
rules of the Home Loan Bank Board relative to the supplying of 
credit reports or financial statements pertaining to the condition of 
borrowers / 

Mr. Trevas. I would suggest, Congressman, that. the person best 
qualified to discuss that on an informed basis with this committee 
would be Mr. Wyman of the Division of Supervision. 

Mr. Moss. Well, are you familiar with the rules ? 

Mr. Trevas. I am, but I believe that this involves a part of the op- 
erations of the Division of Supervision, what they require in the 
way of examination, and may possibly involve manuals by the er 

aminer to the examiners that are outside the pale of the rules and 
regul: itions that I would be familiar with. 

Mr. Moss. Well, the reason I ask you is because in specification 9, 


in 


or item (i), there is the language “in that its management has caused , 


the association to violate law and regulations.” 

The question here goes to whether or not the supplying of credit 
reports and/or financial statements involves a matter of law, statt- 
tory law or regulation—the regulations issued under administrative 
law. 
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Are you qualified to respond to the question of law, whether it be 
by regul: ition—not manual, but regulation—or statute / 

“Mr. Trevas. To the best 

Mr. Rorack. For the benefit of the witness, I have put the regu- 
lations in front of him. 

Mr. Trevas. I will make this statement in all candor. I don’t know 
of any regulation offhand, in the regular published regulations, rules 
and regulations, which relates directly to the question at issue, but 
it is my knowledge, having been with the Board some 4 years, that 
there are regulations issued to examiners as to what they are to look 
for in the reports that are generally known by the institutions whom 
they examine, and if this particular item is related to rules and regu- 
lations, 1 am not sure that it is that or it is an unsafe or unsound 
practice. 

My judgment, offhand, would be that the charge may relate to an 
unsafe or unsound practice rather than being limited exclusively to 
a violation of a rule or regulation. It is in that area that I have some 
concern, and therefore thought that for the information of the com- 
mittee the best source of information as to why there is such a re- 
quirement, if there is such a requirement, would be Mr. Wyman, 
Director of Supervision. 

Mr. Moss. Is Mr. Wyman an attorney ? 

Mr. Trevas. No, sir, he is not an attorney. 

Mr. Moss. Are you the adviser to Mr. W yman, or is your office the 
adviser to Mr. Wyman on legal quest ions? 

Mr. Trevas. I am an attorney in the office, 1 am a member of the 
general staff. We have 16 lawyers in the office. All have related 
functions. 

Mr. Moss. But at the moment you have no knowledge of such law 
orregulation ¢ 

Mr. Trevas. In that precise form, no, sir. 

Mr. Moss. The committee will inquire of Mr. Wyman and of Mr. 
Creighton as to the legal requirements on the reporting of financial 
information and/or credit reports. 

Mr. Scurer. I would like to ask Mr. Gregory whether he follows 
the general practice of banking and loan institutions in the credit 
information requirements he or his institution obtained before loans 
were made. Are there general practices? 

Mr. Gregory. No, sir, I don’t think there are general practices. 
I think different managements have different policies, and so far as 
Ihave been able to determine, those policies are dependent upon the 
knowledge they have of the individual person with whom they deal. 

Mr. Scurr. Then you would have to have some information ia 
order to make a credit evaluation ? 

Mr. Gregory. That is right. 

Mr. Scuer. What credit information did you seek in regard to the 
Bellehurst properties ? 

Mr. Gregory. I set that out in a letter to the Board, after a confer- 
ence. The letter is dated November 10, 1958. (See exhibit D-—Se 
p. 872.) 

The association’s records show many years of successful and profitable loan 
experience with Mr. Jones. As an example, more than $2,200,000 of the 


association’s profits from the trusts (with which you are familiar) originated 
ind were made possible by Mr. Jones and his associates. As a part of the 
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transactions’ from which the association made such substantial profit, the 
Jones’ interests converted their investments to cash. The association's records 
show these sums totaled more than $2 million. Thus, both substantial cregit 
information concerning the Jones’ interests and the enviable record of profits to 
the association were in the association’s files when loans were made to the 
above-named companies, as well as ample evidence that the association wag 
at all times fully and properly secured. As previously pointed out, one of the 
reasons why the association did not require Mr. Jones to file a personal financia] 
statement was because prior Federal Home Loan Bank Administration officials 
had misused information obtained from the association’s records to conduct 
false accusations resulting in extended and costly tax investigations of several] 
association customers, including Mr. Jones. A portion of the evidence concern. 
ing this abuse was uncovered by a subcommittee of the Ways and Means (op. 
gressional Committee and contained in their written reports. 

Mr. Walker, in addition to being an associate of Mr. Jones in these particular 
undertakings, is also a vice president and active in management of the Farmers 
and Merchants Trust Co., Farmers and Merchants Bank of Long Beach anq 
Farmers and Merchants Bank of Southern Counties. These banks have assets 
of over $100 million. Such information was shown in the banks’ statements 
in the files of the association. 

Mr. Scuer. Mr. Gregory, how many years have you dealt with Mr, 
Jones and his firm, and has he ever defaulted ? 

Mr. Grecory. Since about 1938. There have been times when he 
has been slow in payments, and then picked them up again and went 
right along without embarrassment to the association or any diff- 
culties. 

He had one stage in our early dealings with him that was slower 
than we would have liked, and we helped him make a sale that worked 
out in a real nice condition for him and for the association, too. 

Mr. WatiuaAvuser. Will counsel yield for a question ? 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuavuser. Were the credit reports you referred to in 1958 
on the same companies to which you loaned ? 

Mr. Grecory. Not the same corporate entities, no, but the same 
principal stockholders. 

Mr. Watinavser. You did not secure any credit reports on the 
strength of the corporate entities that you were loaning on in the 
instant case ? 

Mr. Grecory. No, we were looking primarily to the security that we 
had pledged in each instance, and to the ability, to the proper function 
of the basic corporate stock ownership. 

Mr. Watinavuser. Did Mr. Jones personally guarantee his cor- 
porate obligations ? 

Mr. Greeory. To the extent he signed the blanket deed of trust 
I mentioned a while ago, and which I hope to offer in evidence ina 
little while. 

Mr. Moss. Mr. Gregory, isn’t it true, or is it true that in dealing 
with a client for credit over a period of : years, that you tend to develop 
a rather intimate knowledge of their general character, their financial 
stability, and that in extending to them in each instance it is not the 
custom to require a complete reexamination of their current financial 
position ? 

Mr. Grecory. That is true 

Mr. Moss. In a secured loan? 

Mr. Grecory. That is true as far as the activities of the savings and 
loan associations are concerned, particularly where it is a secured 
loan. I might also say that is true of the banks. I have carried on 
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substantial transactions in large sums without having to bring my 
fnancial status up to date with the bank each time I did it. 

As a matter of fact, in some instances it has gotten several years 
old. : ; 

Mr. Moss. Well, I have had experience in dealing with banks, one 
in particular, where I don’t think I have filed a financial statement 
in the last 8 years, and yet I have always felt free to make additional 
Joans as I required them. 

Mr. Grecory. Mr. Chairman, I have dealt, as I say, in substantial 
sums with the bank and borrowed substantial sums, and I haven't 
fled a financial statement with them in 14 years. 

Mr. Moss. And by the very nature of a corporate entity, looking 
only to the corporation and not to the overall collateral offered as 
security for the loans in question, the very nature of a corporate ent ity 
ig to limit liabiltiy. 

Mr. Grecory. I can’t quite agree with that. 

Mr. Moss. Well, isn’t it ? 

Mr. Grecory. No, no, there are in California some cases that indi- 
cate where there is a corporate entity that would obligate itself beyond 
its ability to pay that they go beyond the corporate veil and back to 
the liability of the individual. 

Mr. Moss. Does that go to the matter of intent ? 

Mr. Grecory. It goes to a matter of ability rather than intent. If 
it overborrows, or overencumbers itself, there are some fairly conclu- 
sive cases in California that are somewhat recent, but they do pene- 
trate the corporate veil so that if a company has obligations which it 
can’t pay—that is a newly created company such as we would have 
here—there is a personal lability of the stockholders, or at least that 
is our view. 

Mr. Moss. Basically the only security you have is that which is 
delivered on the table, and where you have the means to move and 
take control if the condition arises / 

Mr. Grecory. That, of course, is what we look to primarily, that is 
true. 

Mr. Moss. And that is the area where you try to act to protect your 
shareholders ? 

Mr. Gregory. That is correct. 

Mr. Moss. Now is there in any of these numerous loans with various 
borrowers a case where you haven't the ability to move and take con- 
trol of collateral offered to protect your shareholders ? 

Mr. Gregory. No, sir; at no place. 

Mr. Moss. Has the Board at any point either through a written ob- 
jection or a verbal objection raised the point that you are not so able 
tomove if it becomes necessary ? 

Mr. Gregory. No, sir; they have not. 

In that connection, I should like to read into the record paragraph 
Cof the blanket trust deed I have mentioned before as being executed 
by Akron Developments, Inc., Vulturon Corp., Metrim Corp., Fuller- 
ton Country Club, C. S. Jones, Edith B. Jones, Kenneth G. Walker, 
and Naney M. Walker. 


To protect the security of this deed of trust, trustor further expressly agrees 
© complete promptly and in a good and workmanlike manner any building or 
improvement which may be constructed on said property, and to pay when due 
all costs incurred therefor, and if the loan secured hereby or any part thereof 
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is being obtained for the purpose of construction of improvements on sgajq 
property, trustor also agrees, anything in this deed to the contrary notwith. 
standing, (@) to complete same in accordance with the plans and specifications 
satisfactory to beneficiary; (b) to allow beneficiary to inspect said property 
at all times during construction; (c) to replace any work or materials unsatis. 
factory to beneficiary within 15 calendar days after written notice from bene. 
ficiary of such fact, which notice may be given to trustor by registered maj 


sent to his last known address, or by personal service of the same; (¢d) that | 


work shall not cease on the construction of such improvenients for any reagop 
whatsoever for a period of 15 calendar days. The trustee, upon presentation 
to it of an affidavit signed by beneficiary, setting forth facts showing a defay} 
by trustor under this paragraph, is authorized to accept as true and conclusiye 
all facts and statements therein, and to act thereon hereunder. 

My point is that this blanket deed of trust was given for the pur. 
pose of guaranteeing all of the obligations of all of the companies 
that did the primary construction in the Bellehurst area, and to g. 
cure the additional notes or additional loans that any of those cop. 
panies made, and that the association has the right under the deed of 
trust not only primarily upon the individual lot, but as a blanket lien 
upon all of the properties to enforce its obligation. 

Mr. Scuer. Mr. Gregory, what is the date of that trust deed? 

Mr. Grecory. The 29th day of June 1956. I should like to file jt 
with the committee, with this one understanding, that on the original 
deed of trust there is attached a reconveyance or an endorsement show. 
ing there has been a reconveyance of each of the properties that have 
been deeded off to individuals, where the individuals have assumed the 
obligation and it is no longer under the blanket. Otherwise it js 
under the blanket. 

Mr. Moss. Is that a general policy of curtailment on the blanket 
deed in transferring it to individual trusts ? 

Mr. Grecory. Is that a general—— 

Mr. Moss. Curtailment on the blanket deed ? 

Mr. Grecory. They would no longer—the subdividers would no 
longer guarantee the payments unless they did it by a document other 
than this one. 

Mr. Houtrretp. May I understand this more clearly ¢ 

In other words, as the buildings were sold to individuals, they were 
released from inclusion in the blanket lien ? 

Mr. Grecory. That is right. 

Mr. Houtrrerp. And the individual buying the property assumed 
all financial obligations? 

Mr. Grecory. That is true where it was deeded out. If it is sold 
on a conditional sales contract, or an option for purchase, then the 
title is still in the subdividers, and the blanket trust deed still guar- 
antees it, but if it is actually deeded out to an individual, at that 
point the guarantee is released insofar as the blanket trust deed 1s 
concerned. 

Mr. Hottrtetp. Can you estimate 

Mr. Moss. First, is there objection to the inclusion of the trust 
agreement in the record at this point ? 

Hearing none, it will become exhibit E-3. 

(Exhibit E-8 appears in the appendix on p. 997.) 

Mr. Horirterp. Would it be possible for you to estimate the cdl- 
lateral value of this lien which, as I understand it, is an additional 
piece of collateral over and above the actual value of the properties 
involved upon which the loans of your association were made? 
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Mr. Grecory. It included the excess collateral in the Metrim loan, 
and in addition to that, the property we call the industrial section on 
the southerly edge that is not included in any trust deed other than 
this one, and the excess collateral above assignment for loan pur- 
poses is in excess of $5 million. 

Mr. HouirieLp. So in addition to your percentage of loans against 
the appraised value of the respective properties, and the collective 
properties, you state to this committee that this represents an addi- 
fional collateral obligation on the part of the borrowers of some $5 
million. rh a 

Mr. Grecory. It is in excess of $5 million; yes, sir. 

Mr. Houirretp. Was the examiner of the Home Loan Bank Board 
cognizant of this document ¢ 

Mr. Grecory. Yes, sir. 

Mr. Honirietp. Was the Board cognizant of it? Had you brought 
ittothe attention of the Board ¢ 

Mr. Gregory. Yes, sir; at our conferences where we had discussed 
it with them I have always referred to it and described it as a cross 
pledge between the various corporate entities so that they would know 
there was a blanket guarantee for all the obligations. 

Mr. Hotrrretp. So when the complaint was made by the Board in 
its charge No. 6 in regard to the Bellehurst properties, this was 
known to them, this additional collateral was known to them ? 

Mr. Gregory. Yes, sir: it was. 

Mr. Houirietp. And when they made the charge of unsafe and un- 
sund business practices, this additional collateral was known to 
them 

Mr. Gregory. It was known to them; yes, sir. 

Mr. Hottrrenp. And did they at any time object to additional col- 
lateral being put up to guarantee loan obligations ? 

Mr. Grecory. No, sir. 

Mr. Houirretp. Did they signify any approval of this, the exam- 
iners or the Board, when you brought it to their attention ¢ 

Mr. Grecory. They didn’t signify disapproval. I say they listened, 
and looked at the documentation and the various things we eave them 
from time to time, and I had thought that there was no disagreement 
with it. 

Mr. Horirtenp. So if they claimed this particular charge No. 6 was 
part of the charges which constituted in their mind an emergency, 
they made that claim knowing full well the facts regarding this addi- 
tional collateral against the loan obligations. 

Mr.Grecory. Yes, sir, that is true. 

Mr. Scurr. Mr. Gregory, I show you a letter to you of January 5, 
1960, from Mr, Robertson. Is there any reference in that letter to a 
charge of refusal to comply with the request of the Board for credit 
reports or financial statements 7 
_Traise this because this is the last written communication you have 
irom the Board, testified to both by Mr. Robertson and you. Is there 
iny reference in that letter to the failure to produce credit reports or 
inancial statements from borrowers ? 

Mr.Grecory. No, sir, there is not. 

Mr. Houtrretp. Mr. Chairman, it has been called to my attention 
that there is a device on the reporter’s desk. I would like to have 
explanation of that. 
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Mr. Parise. I put that device there. It is a loudspeaker, if we 
may be permitted to have you hear the minutes of the city coungi] 
meeting which are on record, which I have brought with me. 

Mr. Houtrietp. There is no recording— 

Mr. Parise. There is no recording going on. 

Mr. Moss. We will defer that question. 

Mr. Parise. There is no recording going on. 

Mr. Ho.irimxp. It is against the rules of the House, you under. 
stand, to take a recording of a committee. 

Mr. Parise. It is attached to this instrument here. I had placed it 
there. 

Mr. Scuer. One more question, Mr. Chairman. 

Mr. Gregory, on the Bellehurst properties, were there any mechap- 
ics’ liens filed ¢ 

Mr. Grecory. There were two or three during the course of cop. 
struction, all of which were contested by the subdividers, so that it 
did not affect the rest of the properties. They were bonded against 
affecting the rest of the properties, so they could go ahead and con- 
test whether they owed them or not. 

Mr. Scuer. It affected what, then ? 

Mr. Greeory. It only affected the money they deposited with the 
title company. 

Mr. Scurr. What about materia] men’s liens? 

Mr. Grecory. There were three, I think—either two or three, all 
told. 

Mr. Scuer. Roughly, do you recall the amount of those liens? 

Mr. Grecory. $60,000 or $70,000, all told. It was primarily on the 
clubhouse, which had been finished for about 2 or 3 years. 

Mr. Scuer. What has happened? Has any disposition been made? 

Mr. Greeory. Yes, sir; they were compromised and paid. 

Mr. Scuer. Then there is no question of the title; title is clear on 
that ? 

Mr. Grecory. There is no question of title whatever. 

Mr. Scuer. And those liens of this moment, or as of the time of 
seizure, rather, did not affect title or value; is that correct? 

Mr. Grecory. That is correct. 

Mr. Scuer. They were compromised before the seizure? 

Mr. Greoory. Before the seizure. 

Mr. Scugr. How long before the seizure ? 

Mr. Grecory. A year, maybe. 

Mr. Moss. You say that the liens were properly protected by bond! 

Mr. Grecory. Yes, sir. 

Mr. Moss. Isn’t it generally characteristic in an abandonment of a 
project, multiple liens are filed ? 

Mr. Grecory. That is generally true in an abandonment of a proj- 
ect ; yes, sir. 

Mr. Moss. And that there usually must be an adjudication of the 
merits of the liens ? 

Mr. Grecory. That is correct. 

Mr. Moss. Whether they be material men or mechanics? And that 
did not occur in this instance ? 

Mr. Grecory. No; that has not occurred. 

Mr. Scuer. Mr. Gregory, was there any abandonment in the last 
year before the seizure of property with which you dealt? 
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Mr. Grecory. There was a change of policy, but no abandonment. 

Mr. Scuer. Will you explain that, please? 

Mr. Grecory. Well, they first started to build and build out the 
rest of the properties, including those they had started and not yet 
fnished, and then they changed the policy and decided they should 
sell out some of those already finished to other groups or other in- 
dividuals who would buy in groups, and give them an opportunity to 
landscape, drape, touch up the paint, or whatever they thought they 
should do for their own group of houses they purchased, and concen- 
trate in that group more than in the further development of the houses 
under construction. ‘There was a change of plan, a change of policy, 
and that developed into where he wasn’t working out his tax problem, 
and he knew it wouldn't at the time, but it developed into a plan to 
make a bulk sale of the whole operation. There were two steps in a 
change of policy during that period, neither of which abandoned the 
property at all. It was a change of method of procedure. 

Mr. Scuer. Didn’t that affect your investment, though ? 

Mr. Gregory. A change may affect it one way or the other. It did 
not jeopardize the investment. _ 

Mr. Scuer. Well, how might it affect it? Will you explain that? 

Mr. Greeory. Well, anything you do to a project has some effect on 
itone way or the other, but it didn’t jeopardize it. I think ultimately 
the security would have been better as a result of what was being done. 
Mr. Whaley had a different idea of finishing houses, he had a different 
idea of merchandising houses, and I think his coming in with addi- 
tional capital, and with additional experience, a different type of ex- 
perience, would have enhanced the value, and that was our thought, 
and the reason that we conceded to a change of policy, because we 
thought it would enhance the project. 

Mr. Scuer. How would you know, for sure, if there was abandon- 
ment ? 

Mr. Grecory. An abandonment is where somebody walks off and 
leaves it, and as you said, walks off and leaves pretty generally bills 
and other obligations—or somebody said that. No one walked off and 
left bills or obligations. There were guards on the property at all 
times watching to see that there was a minimum of sabotage or destruc- 
tion. They maintained the properties that were substantially finished 
insuch condition that they didn’t deteriorate. They were under care 
at all times. 

They had personnel on the subdivision at all times. 

Mr. Scner. And did they continue to discuss the problems of these 
tracts with you? 

Mr. Grecory. More particularly the sales of them rather than prob- 
lems, primarily the sales, and of setting up the method of doing it, the 
plans for doing it, how they would do it to work out to the best ad- 
vantage of both the association and themselves. 

Mr. Scuer. So there is no evidence of an intention in any way to 
abandon # 

Mr.Grecory. Noneatall. There hasn’t been at any point. 

Mr. Watitmavser. Are we back on No. 5, talking out suspended 
orabandoned, is that what we are talking about ? 

Mr. Moss. Well, I think the question of abandonment would be 
clearly tied in with the question of risk of a speculative real estate 
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venture financed by said liens. It could be related to 5, it could be 
related to 7, and it could be related to 8 or 9. 

The Chair is constrained to liberally construe the charges which on 
their face are so indefinite as to almost defy definition. 

Mr. Waxiuauser. I would like to point out to the Chair, though, 
that the words are “suspended or abandoned.” 

Mr. Moss. Wouldn’t the gentleman agree with me that the ; assump- 
tion of : . disproportionate - share of the risks of a speculative rea] 
estate ae might well go to the question of the abandonment of g 
portion of the venture which would have a direct impact on the risk 
involved / 

Mr. WaALLHAUSER. Yes. 

Mr. Moss. The Chair would then rule that it is within the purview 
of item (f), or No. 6 of the charges. 

Mr. Watiuauser. May I ask the witness, then, Just to clarify the 
record, whether these properties were suspended, some of them? 

Mr. Gregory. They suspended activity on some of them. That is, 
they hadn’t done construction work on a portion of the properties, 
However, there hasn’t been at any point where there hasn’t been some 
group, as a result of the activity, doing work on the tracts. There 
has been activity at all times. 

As I say, the polic) y was changed from one end of the tract to the 
other, or from one group of houses to another. 

Mr. Wauuuauser. As I understand it, on certain areas of the tract. 
activity may have been suspended, and they went to another area to 
work, and left the houses as they were at that point? 

Mr. Grecory. At that point, that is correct. 

Mr. Moss. Of course, the pertinent question at that point would be 
as to the impact of the suspension on the totality of the collateral held 
by the association, whether or not it was affec ‘ted or pre judiced, 

"Mr. Grecory. There was no de *preciation of value of any major con- 
sequence in changing or leaving houses for a period and going to other 
areas to pick up and push those forward. As a matter of fact, we 
thought it would be to the advanti ive of the overall collater al, the 
overall security, to do it that way. 

Mr. Moss. Now, we had a newspaper article yesterday mentioning 
the rusted condition of the plumbing. I will plead ignorance to the 
situation in southern California, but I can testify as to the situation in 
northern California where we rarely use copper plumbing in the 
roughed-in plumbing stages, and that if left exposed even briefly to 
the weather we can look to some rust accumulated on such roughed-in 
plumbing. 

Do you have any knowledge as to the situation in southern Cali- 
fornia ? 

Mr. Greoory. I would say if it was left for a little while, any type 
of meta] out in the open, it will change color and show that it has been 
exposed to the weather, where there are exposed edges, but that is 
always picked up and checked at the time they make the balance of 
the installation if there is anything that has c hanged sufficiently tobe 
of deterioration, it is only a fitting on top, or only some one or two 
items of a nominal nature that wouldn’t be of any major consequence. 

Mr. Moss. As a result of some rather recent critical constituent 
‘mail, the Chair is painfully aware of the rusted condition of the third 
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House Office Building across the street, and I would not want anyone 
to construe that rusted condition as evidence of abandonment by the 
Congress of the new building. We are proceeding, albeit slowly, with 
the construction of that new and, I must say, badly needed edifice. 

Mr. WatituAuvser. How long did these suspensions exist on these 
houses 4 

Mr. Grecory. I think they started in August or September; on 
some of them it would change the policy about that time, and some of 
them have continued, some have been picked up since 

Mr. WALLHAUsER. Some are still that way today / 

Mr. Grecory. That is correct, but that was a part of the sale, that 
was a part of the bid of the people who were offered to buy. They 
had that in consideration, and as a part of their purchase offer, so that 
there isn’t any jeopardy shown by the two offers that are available, 
there isn’t any jeopardy and there never was any jeopardy to the asso- 
ciation in connection with it. 

Mr. Houirrevp. As a matter of fact, Mr. Gregory, if the houses were 
finished they would have to pass inspection of the California building 
code, and if there were any materials that were damaged which were 
not passable under the California building inspection code, they would 
have to be removed and new material put in; would they not ¢ 

Mr. Grecory. That is correct. The association has always main- 
tained its inspections regularly on the job making regular inspections, 
and double checking. We may once in awhile sli ip and not catch 
every minute detail, but any major items I am sure they will. 

Mr. Houirtecp. In addition to your own inspectors, there is the 
local city inspector. 

Mr. Gregory. The city of Buena Park. 

Mr. WALLILAUSER. Are there oce upied cdwe llings near the ones that 
are suspended / 

Mr. Grecory. Oh, yes: there are roughly 350 families living there; 
What the folks didn’t tell you when the ‘vy went to make that picture 
they had to go through almost a mile of beautiful homes to get there. 

Mr. Wartuavser. What impact would the suspensions have on 
those pzepieted houses 

Mr. Grecory. It doesn’t make people happy for it to be delayed, 
it doesn’t make them happy and it doesn’t make the resale value of 
their properties—— 

Mr. Watiuauser. It might depreciate the value of their properties 

Mr. Grecory. It could slow the sales down quite substantially. 
However, we thought the approach that we were making to it was 
sound business and was for the best interest of everybody concerned. 
That was our business judgment, and nobody disagreed with it up to 
the time of the seizure. 

Mr. Moss. Mr. Gregory, in California, we sometimes employ rather 
worthodox building practices in reference at least to those followed 
here in the East. We rarely construct a basement; is that correct ? 

Mr. Grecory. That is correct. 

Mr. Moss. We frequently pour slab floors. As I recall the pictures 


in the newspaper article which seems to have been inspired by Mr. 
Dougherty 


Mr. Grecory. Mr. Dougherty. 
Mr. Wattiavser. Who is Mr. Dougherty ? 
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Mr. Grecory. He is an attorney for the Federal Home Loan Bank 
Board. 

Mr. Moss. A rather loquacious attorney for the Home Loan Bank 
Board, if the news item is correct. The pictures showed slab founda- 
tions with roughed-in plumbing. 

Mr. Grecory. That is right. 

Mr. Moss. In reference to a headline of a $25 million ghost city, 

Isn’t it rather customary for a reasonably prudent contractor to 
pour as many foundations as possible at one time, even though he 
might have a decelerated program of final construction ? 

Mr. Grecory. Yes. The bids for the work are much less if they 
can get a large valume of concrete work at one time, particularly the 
foundations and floors. It saves a terrific percentage in the overall 
cost. 

Mr. Moss. And even though a bit of grass might come up through 
a crack, this does not cause abandonment of the construction to that 
point ? 

Mr. Grecory. No. Their savings run up to 20 percent, and some- 
times higher, by making the volume pour than they do for a small 
number. 

Mr. Watiuauser. But that is not the reason they did it in this 
case, is it? 

Mr. Grecory. No, they changed the policy. 

Mr. Watiuauser. They changed the policy ? 

Mr. Grecory. That is correct, but they did make the pours ahead, 
and had poured quite a ways ahead of what the rest of their work was. 
That is just a matter of sound building practice. 

Mr. Moss. I think it might be beneficial at this point to request of 
the building inspector of the city of Buena Park as to whether or not 
it has been necessary to condemn any of the heretofore poured slabs 
in this tract. 

Mr. Lanigan, would you undertake to secure from the building 
department of the city of Buena Park the information as to whether 
or not it has been necessary to condemn either the rough plumbing 
or the slabs poured as a result of the cessation of construction on those 
particular foundations? 

Mr. Lanican. Yes, sir. 

Mr. Moss. And we will hold the record at this point to receive that 
information from the city official. 

(See hearings for June 17, 1960, p. 471.) 

Mr. Moss. Are there any further questions on item 6 or (f) of the 
specifications of order 13372? 

(No response. ) 

Mr. Moss. We will now go to item 7, which seems to consist in its 
elements of four charges. 

1. Said association in the period August through December 1959 made long- 
term construction loans aggregating approximately $6 million to a corporate 
borrower who was then substantially delinquent in payments due on other asso- 
ciation loans. 

2. At the time such new loans were made, the association knew that the 
record owner of all the borrower’s stock had executed a trust agreement early 


in 1959 for the benefit of certain creditors, among whom was the association, 
and that in July 1959— 
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all or nearly all the property of said record owner, including the stock in the 
porrower corporation, had been attached in a suit for approximately $2,800,000, 
and (4) the association has failed to comply with the request of the examiners of 
the Federal Home Loan Bank Board to make available for their inspection 
fnancial statements or credit reports pertaining to said corporation or the record 
gwners of its stock. 

Mr. Gregory, I think if we deal with item 7, this is the first instance 
of a specific reference by the Board in its charges which formed the 
basis for its already made determination of an emergency. 

Can you identify the borrower corporation discussed in this 
instance ¢ 

Mr. Grecory. Bel-State Sixth. 

Mr. Moss. Did the Board, either in a verbal or a written communi- 
cation, request of you that you supply them specifically with the finan- 
cial statements or credit reports on Bel-State Sixth ? 

Mr. Grecory. The examiners requested information on Bel-State 
Sixth. Bel-State Sixth was the subject of a discussion in the letter 
of November 10, 1958, in reference to what I believe they are refer- 
ring to as delinquent loans. ; 

Mr. Moss. Well, now, the examiners’ report to the Board, is that 
correct ? 

Mr. Grecory. That is right, and also our letter 

Mr. Moss. Did the Board endorse this, endorse in writing or ver- 
bally the request of the examiners for specific financial or credit 
reports 

Mr. Grecory. No, sir. 

Mr. Moss. Have they at any time said to you “We must have either 
these financial statements or credit reports” ? 

Mr. Grecory. No, sir. However, I furnished some. 

Mr. Moss. You did furnish some? 

Mr. Gregory. Yes. 

Mr. Moss. But there has been no specific request ? 

Mr. Grecory. There has been no specific request, that is from the 
Board. The examiners have asked me in the association did I have 
financial statements. 

Mr. Moss. Has the Board taken specific exception to the $6 million 
aggregate total to a corporate borrower which was then substantially 
delinquent ? 

Mr. Grecory. I have had no communication in reference to that at 
all, either from the Board or the examiners. 

Mr. Moss. Did the Board instruct any action in this case? 

Mr. Grecory. None at all. 

Mr. Moss. Now was the corporate borrower in this instance sub- 
stantially delinquent in payments due on other association loans? 

Mr. Grecory. No, sir; he was not, and let me tell you what I think 
the status of it is. 

The association had made some loans to a group of six different 
corporate entities with whom we had not theretofore dealt, and in 
order to get us to do it, Mr. Whaley, through the Bel-State Sixth Co., 
had guaranteed performance. They got into difficulties 

Mr. Horirreip. Mr. Chairman—you called up Mr. Whaley’s name. 
Now who was Mr. Whaley, and how long had you dealt with him? 
What has been your experience with him? You accepted him as a 
guarantor, so I would like to know something about him. 
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Mr. Grecory. Mr. Whaley is a builder in Long Beach. We have 
dealt with him since 1937 or 1938. He has built and sold approxi- 
mately 22,000 houses in all brackets from a very low income up to 
$200,000 homes, and had been very successful, and ree ognized as such 
throughout the building industry and throughout the contractors’ 
association. He has a national reputation among builde Is, 

Mr. Moss. Mr. Gregory, we have a request from the Buena Park 
Council that they be permitted to be heard at this point because they 
are forced to return to California this evening in order to partic ipate 
in a meeting of the city council, and they have but 114 hours before 
they catch a limousine for Baltimore airport, and I would ask that 
you now stand aside and permit us to call them. 

There are three of you gentlemen present ¢ 

Mr. Parise. Our mayor had a previous commitment and had to 
leave about 10 minutes ago. 

Mr. Moss. We will swear you en bloc at this time. 

(WI hereupon, John S. Parise and John MeShane were duly sworn 
by Mr. Moss. ) 

Mr. Moss. Will you identify yourselves for the record ? 


TESTIMONY OF JOHN PARISE AND JOHN McSHANE, COUNCILMEN, 
BUENA PARK, CALIF. 


Mr. Parise. Mr. Chairman, I am Councilman John Parise, chair- 
man of a subcommittee of the council to pursue W hatever is necessary 
regarding this borrow pit problem in our city. With me is Couneil- 
man John McShane, a member of this subcommittee. 

Mr. Moss. Are you here under a resolution of the Council of Buena 
Park? 

Mr. Parise. Yes, Mr. Chairman, a special council meeting was held 
on Sunday, June 12, to discuss this very problem, and as a result of 
our special council meeting on Sunday, a resolution of the council 
was passed to authorize our being here, and we are here on official 
business of the city. 

Mr. Moss. This committee is inquiring into, one, the question of 
urgency, or whether or not there was an urgent situation connected 
vith the seizure of Long Beach Federal, and, two, we are attempting 
to develop such other pertinent facts as will permit the subcommittee 
to arrive at a judgment on that action, and on subsequent actions of the 
Board. 

The committee is not interested in, at this time, probing into those 
matters which are at this time undecided and become a part, independ- 
ently, of the June 27 hearing. 

Do you have testimony regarding any of the facts at issue in the 
charges of the Home Loan Bank Board against the Long Beach Fed- 
eral as they were summarized in Order 13372 of April 19, 1960! 

Mr. Parise. Mr. Chairman, it is my understanding that the urgency 
was determined upon the condition of the Bellehurst area. 

Mr. Moss. That is a point at issue. 

Mr. Parise. The Bellehurst area, I should say the majority of it is 
within the city of Buena Park, and this area we are very familiar 
with, sir, and could be qualified to give information as to the con- 
dition of that area, and I feel our testimony will be pertinent to your 
issues before the committee, sir. 
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Mr. Moss. Are there any members of the committee who have any 
comment at this point before we hear the representatives of the city 
of Buena Park ? 

Mr. WatiHauser. I have no comment other than to say it is my 
understanding that you came not to see the committee by resolution, 
but you came to ts ake whatever means were necessar yw ith the Federal 
Home Loan Bank Board, as well as any other people i in Washington, 
is that so? The resolution doesn’t specific ally direct you to come to 
the committee ¢ 

Mr. Parise. Our resolution is on a recording here, sir, and it does 
include to seek out our elected representatives, and to take whatever 
means possible to present our case, and we are fortunate enough that 
we discovered this subcommittee of Congress in session, and we feel 
our information is pertinent to it, and this is our purpose in being 
here, sir. 

Again, our official minutes are all disk recorded, and we do have 
this ‘resolution disk recorded here. In fact, in the interest of time— 
and time is of essence—if you would permit us to play to you our 
official resolution, which would take about 5 minutes of the record- 
the entire record is 2 hours, and I think that would be too long, but 
it would sum up our resolution, coming to the resolution, and you 
would appreciate our problem better, and then perhaps there might 
be an opportunity to further discuss certain questions. 

Mr. Houtrrerp. Mr. Chairman, I must object, and I do it relue- 
tantly, to the playing of the recording. At least one member of our 
subcommittee is not here. I think that these gentlemen are under 
oath, I think they can state their position, and I would suggest to 
them that they have their recording transcribed, and mail it in to 
this committee as one of the exhibits, and then we could take action 
at that time as to whether to incorporate it into the public record or 
not. 

I don’t know how my colleague feels about it. 

Mr. Moss. Are you making a request ? 

Mr. Hoxtrrerp. These gentlemen have had plenty of time to tran- 
scribe the resolution. If they haven’t, that is their fault. 

Mr. Moss. You are making the request ? 

Mr. Houtrrecp. I am making the request that— 

Mr. Moss. Is there objection to the request of the gentleman from 


California ? 

(No response. ) 

Mr. Moss. Hearing none, the Chair will instruct that you have the 
recording transcribed, and properly attested to, or certified. 

Mr. Parise. Yes, we will, Mr. Chairman. 

Mr. Moss. And file it with the committee. The committee at that 
time will consider whether to receive it for the record, or to receive 
it for the files of the committee. We are, however, prepared now to 
receive testimony on the entire matter. 

(The material referred to is held in the subcommittee files.) 

Mr. Hotrrevp. Mr. Chairman, I must say to the witness that I do 
this without prejudice, but from my experience in Congress, I feel 
that this is the wise thing for the committee to proceed in this way, 
in order that our record of this subeommittee hearings be not chal- 
lenged on the basis that matters were allowed by official witnesses 
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which are not matters of official record, and, therefore, it might 
jeopardize the whole subcommittee hearings. 

Mr. McSuane. Mr. Holifield, I think the point is well taken, and 
there are many other discussions of the official minutes of our meet- 
ing that I think are pertinent, and testimony given before our city 
council that would benefit the sabcommittee as a w whole. 

Mr. Houtriecp. You have heard the chairman’s ruling. 

Mr. Moss. Mr. Parise, would you proceed to tell the story ? 

Mr. Parise. Mr. Chairman, this situation was brought to our atten- 
tion prior to our council meeting of May 31, 1960. ‘Included j In our 
official minutes of the City Council of the C ity of Buena Park held on 
May 31, 1960, is this resolution, sir, and as | ‘reported the problem to 
the council. 


Councilman Parise reported to the council as follows: “Under the agenda of 
new business it has been brought to our attention that there is a location of 
65 acres of property in the north end of the Bellehurst area of our city. Pres- 
ently there are negotiations going on by the owner of that property, Mr. Jones, 
and the State of California Highway Department for the intent of selling this 
property to the State of California to be used for a borrow pit. It is my under- 
standing that a borrow pit is a portion of land where they take dirt out and 
use it for fill in other locations. 

“The intent of the Highway Department of the State of California is to use 
this dirt for the construction of the San Diego Freeway which will be south of 
Garden Grove, and to truck it from the Bellehurst area to that area, and also 
to use it for other freeway projects. It has further been brought to our atten- 
tion that this may be a continuous project over a 10-year period of time. 

“This freeway construction program is vital and necessary, of course, for 
traffic for all of us, but at the same time we do have to consider, Mr. Mayor, 
the effect that it may have on our city. This is a major portion of our city 
which has been very vital and instrumental in attracting to our city industrialists 
and large businessmen who wish to locate their businesses here, and also have 
the type of residence commensurate with their income and economic status. 

“T think the results of permitting a borrow pit to come into this location 
would be detrimental to the particular area and will result in dust and dirt 
throughout the city, result in heavy highway trucks traversing our highways 
and roads for a continuous period of time. 

“After they have taken dirt out of here over the next period of approxi- 
mately 10 years, the usual type of borrow pit—the usual use of this type of 
borrow pit is to fill them with trash under a cut and fill, and then we will have 
trash trucks traveling back over this area filling it in again which may be 
another 10 or 15 years. 

“This certainly will be detrimental to the future development of the city of 
Buena Park. It certainly will be selling the people short who purchased prop- 
erty in the Bellehurst area, and it certainly won’t be within good long-range 
planning to permit a divergent zigzag course into a borrow pit in a portion of 
our town where a great investment has been made to make estate properties 
out of it. 

“Tt has been further brought to our attention, Mr. Mayor, that this particular 
property is not desired by the bankers of the Bellehurst properties to be sold 
to the State as a borrow pit. The original owners did not intend it for this 
use, and the original mortgagors did not intend it for this use. Because of the 
financial difficulty of the mortgagors at this particular time, the Federal agencies 
are in control and they seem to be oblivious of what ‘the desires and wishes 
of the citizens are. I feel at this time that it would not only be desirable but 
it would be our duty as councilmen for the city to initiate action and direct our 
city attorney and the city manager to take whatever legal means and any other 
means as far as public pressure and cooperation with the chamber of commerce 
to make the interested parties know what the feel of this city council is.” 

It was moved by Councilman Parise, seconded by Councilman DeCamp, and 
unanimously carried that the city attorney and the city manager take whatever 
legal means and any other means as far as public pressure and cooperation with 
the chamber of commerce to make known to the interested parties the feeling 
of the council in this matter. 
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The roll was called on the motion, and the vote was as follows: Ayes five, 
DeCamp, McShane, Parise, Thompson. Noes, none. 

Mr. Moss. I would like at this point to have the record show that 
there is at the present time a quorum call in the House. Because of 
the fact that the officials of Buena Park are under very rigid time 
restrictions, the Chair has not proposed to recess these hearings unless 
a point of order is raised that a quorum call is in progress. 

earing no point of order, the hearing will continue. 

Mr. Parise. Mr. Chairman, as a result of my motion, adopted by the 
city council under date of May 31, 1960, I was appointed as chairman 
of the subcommittee to further pursue this matter by our mayor. 
Councilman McShane was appointed to that committee; he is present, 
sir. 

Thursday, last week, the date was June 9, there was occasion for 
State Senator Murdy to visit our city in connection with a group of 
businessmen’s request for a cut-in on Highway 39, which is a State 
highway. With him, sir, was a representative from the State highway 
department, Mr. Himmelhoch. After introducing the problem in 
connection with the highway, we induc ed Senator Murdy to visit our 
city hall, which he did along with the State representative of the 
highway department, Mr. Himmelhoc h, and we further discussed the 
Bellehurst borrow pit problem. 

It was developed at that time that the State was interested in this 
particular piece of property, and we presented our case to Senator 
Murdy, urging his good office to do whatever was necessary in our 
behalf, along with discussions with Mr. Himmelhoch. Senator Murdy 
that afternoon called Mr. Telford, the regional officer in charge of 
the State highway department, to ask him ‘about this specific land we 
are discussing. 

In addition, Mr. Himmelhoch had agreed to arrange an appoint- 
ment for myself or the city manager to discuss this situation with Mr. 
Telford, the next day, Frid: ay. 

Senator Murdy reported back that afternoon that as a result of 
his conversations with Mr. Telford, who was in Sacramento on that 
particular day, in essence the i impression gained was there just wasn’t 
anything that could be done, he (meaning, Mr. Telford) wasn’t in- 
terested in the attitude of the c itizens of the city of Buena Park, and 
that as far as he was concerned, this location as a borrow pit would 
be pursued. 

Mr, Himmelhoch did not call our city manager, and he had indi- 
cated and left me with the impression he would on Frid: ay regarding 
either yes or no, we could talk to Mr. Telford, and he certainly did 
not call me. 

This left us with the attitude that they weren’t interested in our 
problem. On Saturday, we had a special committee meeting of my 
committee, and at that committee meeting information came to our 
attention that a contract had been entered into between the State 
highway department, Mr. Jones or his corporations, with the con- 
currence of the Federal authorities in control of the Long Beach Fed- 
eral Savings & Loan. This was a buy and sell agreement which was 
still in a conditional state of acceptance, because it was dependent 
upon the approval of the chief of this Federal agency, Mr. Robert- 
son, to make it a complete contract. 
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The way this information came to our attention, Mr. Chairman, 
was as a result of an irate citizen, a woman in the area, getting Mr. 
Telford on the phone, and finally after long discussions with him he 

said in exasperation, “There isn’t anything I can do about it. anyway, 
this contract has been entered into and agreed to for a price of 
$960,000, and Mond: ay morning, when Mr. Robertson signs this cop- 
tract, that will end it.’ 

Mr. Chairman, I hope you can appreciate the urgency that we felt 
at this time. We felt that we would not be given our day in court, 
We felt that the condemnation proceedings in which we have jn- 
structed our city attorney to file a brief of intervention, would be of 
no avail because there would be no cause at issue in the courts. 

The condemnation proceeding was to be heard on June 20; the 
calendar is June 20. We have not been permitted to be heard jn 
that matter, and there was a question as to our rights to be allowed 
to intervene, and as this was a private negotiated contract and sale, 

Mr. Moss. Now, let me underst: and this correctly. 

There is pending at the present time a condemnation action by the 
State of California department of highways, or division of high- 
ways, department of public works, against the Jones holdings of 66 
acres which comprise a portion of the Bellehurst subdivision. 

Mr. Parise. That is correct. Sixty-five acres was the figure that 
I have been told. 

Mr. Moss. And your city had taken action to join in the condemna- 
tion proceeding, to become a party to the condemnation proceeding, 

Mr. Parise. Yes, sir. 

Mr. Moss. It is your best information at the moment that as a result 
of an agreeme o outside of the court, agreement which requires the 
concurrence of Jones, of the present management of Long Beach Fed- 
eral, and of the State highway division, that a negotiated sale ata 
figure of $950,000 is in prospect 

Mr. Parise. Yes, sir. 

Mr. Moss. That if the sale takes place, it will be prejudicial to the 
interests of the city of Buena Park ? 

Mr. Pariser. Yes, sir. 

Mr. Moss. Now, do I understand that it will be prejudicial because 
of the nature of the traffic generated through an area of finer homes! 

Mr. Parise. Mr. Chairman, the intended use, of course, is for a bor- 
row pit, and the nature of the traffic would be through this particular 
area as well as the entire length of our city, si 

Mr. Moss. The entire length of your city. Now, it is further con- 
tended, or is it further contended that this deprives the city of Buena 
Park of a valuable tax base ? 

Mr, Partse. Mr. Chairman, definitely. 

Mr. Moss. Is it the contention of the city that the value arrived at 
in the negotiations does not in fact represent the value of the prop- 
erty ¢ 

Mr. Parise. Definitely. 

Mr. Moss. And do you have a citation of a recent transaction which 
would tend to fix the value of this property 4 

Mr. Parise. Mr. Chairman, rec ently, within close proximity of 
where this property is located, the State supreme court-—— 

Mr. Moss. Is this adjacent to where the property is located, is it 
immediately adjacent ? 
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Mr. Parise. Not immediately adjacent, but within close proximity. 

Mr. Houtrievp. Let’s have that tied down closer. Is it a mile and 
a half / 

Mr. Parise. 1 would say within a mile proximity. Directly ad- 
jacent to it 1 understand is another site which the archdiocese of 
the Los Angeles Catholic Church has purchased for the future de- 
velopment of a school and chureh. 

Mr. Moss. Do you have knowledge of the price paid by the arch- 
diocese ¢ 

Mr. Parise. No, 1 do not, Mr. Chairman, but I do have knowledge 
of the recent condemnation proceedings in the courts which finally 
reached the State Supreme Court of California, in which the price 
was determined for a 11-acre-plus site at $325,000, plus a few more. 

This, Mr. Chairman, would make the value of the land at ap- 
proximately $29,000, plus, per acre. oT . 

This particular site, Mr. Chairman, in my opinion is not as desir- 
able a site as the mtended 65 acres being sought now by the State of 
California highway department. 

Mr. Moss. And on what would you base that conclusion that it is 
not as desirable / 

Mr. Parise. Mr. Chairman, I am a graduate of the University of 
Southern California, and I majored in economics. I was also. be- 
cause of my grades, invited as a member of the Economics Honor 
Society. 

My business is primarily that of an insurance broker. Iam also a 
licensed real estate agent of the State of California. I have also 
taken courses in commercial and investment properties, and I have 
some knowledge through business background of the valuation of 
property. 

Now, Sunday morning I personally visited this particular site. I 
viewed it, 1 walked over it, this particular piece of property, and, 
Mr. Chairman, as far as I can see, it is the most desirable site in the 
entire city of Buena Park. It has sloping—it is a gradually sloping 
hill which rises to the highest peak in our city. 

To make an analogy, this particular site could be considered an 
esthetic asset to our city. It is a unique hill, and as far as I can see 
as valuable to us as Sugarloaf Mountain is to Rio de Janeiro. If 
somebody wanted to locate in town, wanted the choicest lot in town, 
and his business was in town, I would say that would be the place 
to buy a site for a home, primarily, as an estate. This site is adja- 
cent toa golf course. It is adjacent to other valuable homes, and to 
reduce it to a borrow pit in my opinion does not make any sense. 

Moreover, Mr. Chairman, I wish to point out that testimony was 
presented in our council minutes Sunday which indicated that the 
value of this particular site was over $4 million. 

Mr. Moss. And who presented that testimony ? 

Mr. Parise. This testimony was presented by an attorney by the 
name of Miller, John Miller, who was acting as the trustee of the 
trust deeds, and he presented his testimony with assurance of past 
appraisers, commercial appraisers, information that had been pre- 
sented to him by commercial appraisers, sir, qualified appraisers. 

Mr. Moss. Was his testimony challenged before the council ? 

Mr. Parise. No, it was not, sir. 
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Mr. Moss. The council then is of the opinion that the value igs jn 
excess of $4 million ? 

Mr. McSuane. That is right. 

Mr. Parise. The council is of the opinion that the value of the 
property is well in excess of $950,000. We did not arrive at any 
opinion as to what his testimony was. Nevertheless, my personal 
opinion, from my business background, as far as I could see, this 
figure is not unreasonable, it is very realistic, sir. 

Mr. Moss. You would say it is equal to the $29,000 per acre arrived 
at as a result—arrived at and confirmed by the decision of the State 
Supreme Court of California in the condemnation for a school site? 

Mr. Parise. Mr. Chairman, I would not say that at all. I would 
say it is greatly in excess of that figure. 

Mr. Moss. You would not argue that it is less than the figure? 

Mr. Parise. I would argue a would state it is greatly in excess 
of the $29,000 figure. 

Mr. Moss. But not less than ? 

Mr. Parise. Not less, definitely. 

Mr. Moss. And would you concur in that, Mr. McShane? 

Mr. McSuane. Yes, I would. 

Mr. Houirterp. Might I ask this question, Mr. Chairman. 

The chairman asked you about the potential tax value of this prop- 
erty tothe city. If you take land of this type, raw land, and you esti- 
mate it to be worth more than $4 million, if that land is developed 
into building lots, from your exper lence as a real estate man, what is 
the percentage of increase in the raw land value as compared to the 
building lot ? 

Mr. Parise. Mr. Chairman—— 

Mr. Houtrretp. A rule of thumb estimate. 

Mr. Parise. A rule of thumb, as I recall it, is perhaps a fifth valu- 
ation of the site for what the home would be, so at least five times 
that would be a minimum figure, in my opinion, at least five times— 
the land would be appreciated at least five times were it left to be 
properly developed. 

Mr. Hottrretp. That would raise it to $20 million, in case that rule 
of thumb is carried out. Now, what percentage of an ordinary— 

Mr. Moss. Would you yield at that point ? 

Mr. Hortrretp (continuing). Of a piece of property would a build- 
ing lot be to a finished house? 

Mr. Parise. Again one-fifth. 

Mr. Moss. If you would yield at that point, as two real estate 
brokers here having a discussion, we arrived at three times the value. 

Mr. Howrerecp. All right, let’s reduce it to $12 million. What per- 
centage would that have as building lots to the type of house that 
would be built on it? I am seeking to establish here the potential 

tax base upon which this 65 acres would potentially accumulate. 

Mr. Parise. Congressman Holifield, I am afr aid I got confused in 
my thoughts on three times and the rule of thumb of five times, but 
nevertheless bearing in mind if we establish the reasonable market 
value of that property at $4 million at this time and use a compromise 
rule of thumb of four times, that would bring it to $16 million, and 
the ad valorem base in our city is approximately 25 percent, which 
would bring it back to $4 million as the tax base. 
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Mr. Houirtevp. This is without buildings on it ? 

Mr. Parise. No, I am giving you a hypothetical situation. With- 
out a building on it, again our ad valorem base is approximately 25 
percent of the real property value, so it would be $1 million, and to 
change it to establish a value at $950,000 would reduce our tax base 
correspondingly to $250,000. 

If the State took it over, quite obviously there would be none—out 
the door, and not only that—not only that, sir, but let me point out 
if the State took this yroperty over for its intended use, I could an- 
ticipate a reé asonsbie aaaest ‘lation in the entire tax base in the entire 
area by at least 25 percent. 

My point of view is that the entire area would be depreciated, and 
Leoildn’t visualize any further dev Camaen of the property. 

It would become a certainty, then, at that time, if this intended use 
of the property is for a borrow pit, there would be no further devel- 
opment of the Bellehurst are a, and correspondingly jeopardize the 
further development of our entire city. 

Mr. Hovirtetp. I am not going to go back through all the figures, 
but I point out that in the questioning, my original question was not 
answered, and I give you as an ex cample- across the street from my 
house there is about a 700 home subdivi ision taking place. The sub- 
dividers paid $9,000 an acre for the raw land. As I understand, this 
israw land, is that right ? 

Mr. Parise. Yes, sir. 

Mr. Houtrrerp. When they put the streets, sidewalks and curbs in, 
they sell the lots for $10,000 apiece, and they are getting better than 
four lots, about four and a half lots to the acre, so it goes from $10,- 
000 to $45,000 for the land once it is divided into lots. 

Then on top of that, you build. Your cost of the lot ordinarily is 
about a quarter of the amount of the house and lot, so you put another 


three quarters on top of that, or four quarters on top of that, and you 
have about a $40,000 home. 


Mr. Parise. That is right. 

Mr. Houtrme.p. So it is a factor of taking your raw land times four, 
and then adding the increase of the building value on it so you would 
come out on that basis at around between $16 and $20 million worth 
of property value. 

Mr. Parise. That is right. 

Mr. Horirreip. And then you cut it back to your 25 percent ad 

valorem, and you would have a $4 million tax base. 

Mr. Parise. Yes, sir, obviously. 

May I add, as to the valuation of land from a personal experience 
in Orange County, in December of 1959, sir, we were requested, I 
guess it wouldn’t be out of line to state, by representatives of the Pa- 
cific Drive-In Theaters to locate a site in Orange County. We had 
located a site near Tustin, which is the extreme easterly end of Orange 
County, just before the Irvine Ranch property. The Irvine Ranch 
property is one big block. It is just easterly of Santa Ana. This 
site was owned by—I forget the name of the gentleman, at the corner 
of Walnut, but nevertheless let me point out ‘the valuation figures. 

This particular site was a 20-acre site, and there was an adjacent 
lb-acre site which would have gone for the same figure. I originally 
approached the man to see if he was in the market to sell. He said 
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he had the property listed for $12,500 with a real estate broker hy 
the name of Mr. Green in Santa Ana. He said the listing was running 
out in about 3 days, and inasmuch as TI hadn’t come through him look. 
ing for the site, there were no signs on the property, he thought m: iybe 
we might be able to handle the deal through our office without the 
benefit of Mr. Green's advice. 

I went back a week later, and he said, “Well, I will tell you, if you 
had come to me last summer, I would probably have sold you this 
property for $7,500 an acre, but I just heard that the Carnation (Co, 
bought a site over here about a mile away for $17,000 an acre, and T 
kind of think our property is worth $1" 5,000 an acre tod: ay. 

Mr. Chairman, I only submit this to give you an appreciation of 
what is happening to k ind value in Orange C ounty. It is going up— 
not down. 

If I might be permitted to continue on our discussion of the events 
which brought us here, if there are no further questions at this point, 
as a result of this information coming to us which was pretty sub- 
stantial as it was presented to us by our former mayor, Fred Harbor, 
of this sales agreement which had been entered into, we considered it 
important enough to call a council meeting on Sunday, which was 
held the day before yesterday. 

As a result of that council meeting, which was held at 7 p.m., we 
heard testimony of persons interested in the community. We heard 
our former mayor, Fred Harbor, state his position, and we heard 
Mr. John Miller, who is an attorney representing the shareholders 
of the Long ae; Federal Savings & Loan Association, who was 
champion of their cause, but within his testimony—which is here in 
our minutes, and we shall present you with the transeript later—he 
stated that he did not feel that the present Federal authorities in 
effect were acting in good faith to protect the best interests of the 
shareholders. 

I questioned him at great length, and said in effect, “Aren't they 
doing the same thing you are doing.” You will appreciate that he 
stated at length that he didn’t feel the present Federal authorities 
were acting in good faith. 

With his personal knowledge of the land in the area, which he 
had been working with for more than 3 years in connection with this 
court litigation with the State of California attempting to condemn 
this particular site. He further pointed out that he had requested 
to be advised of any legal proe eedings and any action in connection 
with the association’s activities with this particular property as well 
as anything else, and he summarily was dismissed in that they didn’t 
have time to deal with him, that in effect he had no interest in being 
there, and he was quite adamant about indicating that it would result 
in further legal proceedings. 

Our point was, however, that we felt that if he was made whole, 
or given assurance that his clients would not. be damaged in any 
way by the trust deeds being guaranteed by insurance and whatever 
else the F ae al Government could do, he would no longer have any 
purpose in being in court, and therefore that would leave only the 
city of Been Park to fight this particular issue as far as the borrow 
pit location is concerned. 
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This left us very apprehe nsive, Mr. Chairman, as to the resultant 
effect if the Feder ‘al authori ities were able to satisfy this one firm who 
seems to be a thorn in their side at this time, and it seemed to us that 
perhaps the State of California highway department and the Fed- 
eral authorities seemed to know their way around the courts and what 
they were doing, technically and legally. I am sure they perhaps 
are right, and it came to our attention that, more important, rather, 
than the technical legal aspects was the moral issue, and the moral 
issue is on our side, Mr. Chairman. 

We feel that through elected representatives regrettably in our 
State, our own Senator Murdy said there isn’t anything he can do 
about this highway department situation, because it seems to be an 
entity of its own- 

Mr. Moss. It sometimes puts the Home Loan Bank Board to shame. 

Mr. Parise. It appe nee to us that we had to gain the support of 
public opinion and, Mr. Chairman, they are completely oblivious of 
any elected represe ntatives, or representation of anyone. 

Now, it was pointed out in my discussion in the city council that 
this appears to be an anomaly on the American scene, in a demo- 
eratic form of government. It is a dangerous situation, Mr. Chair- 
man, when you have theoretically agencies of the government which 
are paid for by taxpayers, paid for by the Beep ses who are nonre- 
sponsive to the will of the people. 1 am sure thev could rationalize. 
Mr. Chairman, the need for this particular dirt, but I also wish you 
to bear in mind I am sure the Pharaohs of Egypt rationalized the 
need to construct the pi ramids at the cost of luman life and suf- 
fering. 

I stated openly in the council meeting, ALr. Chairman, that fy is 
an individual taxpayer will investigate the possibility of initiating 
a constitutional amendment to the State of ¢ California attempting to 
correct this situation that presents itself, that leaves the highway de- 
partment as an empire within our State structure, using our tax funds 
to do whatever it wants without being responsive to the 
people. 

Mr. Moss. The Chair would have to observe at this point that asa 
private citizen in California who pays taxes, he has great sympathy 
with your remarks. Hlowever, as a chairman of a committee of Con- 
gress, the question of the attitude or the actions of the State 


will of the 


highway 
commission, or the division of highways cannot properly be a matter 
of concern to the committee 

I think that your testimony regarding the values ascribed to the 
65 acres, more or less, is very pertinent to the i inquiry here. 

Is it a fact, now, that Long Beach Federal, rather that protesting 
OF. Oppos ing the taking by the State under condemnation has, as a re- 
sult of eon of management, become a willing party to a ne- 
golinted sale at a value substantially less than you would properly 
ascribe to the aie cl. in) quest ion ¢ 

Mr, Parise. Mr. Chairman, this emphatically is the case. Yester- 
day, as you will oo we had asked you to P lear us, and as a result 
of our request to you, we were introduced to Mr. Robertson. 

_ Mr. Moss. ¢ ‘ould we establish now for the saa that the chairman 
instructed a member of his staff, the staff of the subcommittee, to 


undertake to arrange an appointment with Chairman Robertson of 
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the Federal Home Loan Bank Board, and the delegation from the 
city of Buena Park, and that such a conference did t ake place yester- 
day afternoon. Is that a fact? 

Mr. Parise. It isa fact, sir. 

Mr. Moss. At this point, I would like to have Mr. James A, Lani: 

gan, the staff member who carried out the instructions of the chair. 
man, undertake to establish on the record, through appropriate ques- 
tions, the exact happenings of the afternoon. Mr. Lanigan. 

Mr. Lanican. Mr. Parise, did you and Mayor Thompson and 
Councilman MacShane meet yesterd: Ly, June 13, with members of the 
Federal Home Loan Bank Board ? 

Mr. Parise. Yes, sir, we met with Mr. Robertson, Mr. Hallahan, 
who is counsel for this committee and is a member of the Board— — 

Mr. Moss. Who is a member of the Board. 

Mr. Parise. And with the General Counsel for the Board, Mr. 
Creighton. In fact, we even took some pictures that show that we 
were there, sir, with. a Polaroid camera, if you would like to see them. 

I might add I have a little newspaper that comes out once a week. 
and I have to be working all the time. 

Mr. Lanican. Can you tell us what the purpose of the meeting 
was ¢ 

Mr. Parise. Yes, of course. 

The purpose of the meeting was to plead our case, which was our 
objective, to urge Mr. Robertson not to sign this alleged document 
which would be a completion of a buy and sell agreement for all the 
interested parties. It was a conditional sale at that time until he had 
signed this document. 

We had called him earlier in the day before he came here regard- 
ing our matter, because we had sent him a telegram, as well as over 
50 other telegrams that had been sent from our city, and he had no 
knowledge of such a document. He referred me to Mr. Creighton. 

Mr. Creighton had no knowledge of such a document, either. 

Mr. Lantean. If I might interrupt there, please, at the meeting 

yesterday did Mr. Robertson state that he had no knowledge of this 
Buena Park situation until he had received the telegram from you 
yesterday morning ? 

Mr. Parise. Yes, sir. 

Mr. LANIGAN. At that meeting, did Mr. Creighton and Mr. Halla- 
han display a similar ignorance of the situ: ation ? 

Mr. Partsr. Not entirely, sir. Mr. Hallahan, I believe did, but 
Mr. Creighton did point out that there was negotiation under con- 
sideration at a reported figure of $950,000. 

Mr. LaniGan. He admitted he knew about it ? 

Mr. Parise. He denied any knowledge of a document which I re- 
ferred to, which was a buy- and-sell agreement. He did know about 
the negotiations and the precise figure of $950,000. 

Mr. Lanican. Did you ask the Board for an opportunity to have 
your legal representatives appear before the Board prior to the time 
that the Board approved this buy-and-sell agreement, if it came to 
them ? 

Mr. Parise. I asked them several times. I asked at the beginning, 
during our discussion, and in my final summation I asked again— 
“May I finally summarize, could we conclude that should an agree- 


mel 
leg: 
edg 
at ¢ 
at | 
Ih 
iv 
7 h 
vie 
h 
for 
9 ‘| 
3:1 
wa 
} 
cit) 
) 
to | 
ant 
int 
cal 
rea 
he 
ita 


cas 
ti 
sin 

7 
the 


not 
ap 


1 the 
ster- 


Lani 
hair- 
ques- 


and 
of the 


ahan, 


ais, 


, Mr. 
at we 
them. 
week, 


eting 


iS our 
iment 
I] the 
e had 


ward- 
S over 
ad no 
ton. 


eeting 
of this 
m you 


Halla- 
d, but 


r con- 


1 I re- 
about 


o have 
e time 
ume to 


inning, 
gain— 
agree- 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 367 


ment be entered into eventually, would we be given time to send our 
legal representative and those more qualified to present to you knowl- 
edge which would be beneficial to you in acting on this document,” and 
at one point we were asked how much time we would need, and I said 
at least, perhaps, 48 hours. ‘This assurance was never forthcoming. 
I had to merely ask for a gentleman’s agreement that we would be 
given previous knowledge. 

eR aeecax, Who did you ask for this opportunity to present your 
views / 

Mr. Parise. Originally, Mr. Robertson, while he was there. Un- 
fortunately he had to leave. Our meeting was originally called for 
9:15, at which time we met, and Mr. Robertson stayed until about 
8:15 or 3:20, he had a previous appointment. He left, and my request 
was repeated again to Mr. Hallahan. 

Mr. Lanigan. And nobody would assure you that you and your 
city could have its representatives appear to present your side? 

Mr. Parise. In fact, after my insistence on prior knowledge of this 
to be heard, he agreed to have our city attorney contact their attorneys 
and as a result of this acquiescence to permit our city attorney to go 
into a huddle with their attorneys, I don’t know what for, because I 
called our city attorney about 2 p.m., and he said he was unable to 
really gain any accurate knowledge of what was going on, or what 
he was talking about, and they were as reluctant to talk to him about 
itas though we hadn’t even been here. 

He did point out, however, the gentleman handling this specific 
case, Mr. Clock, was not present at this time, and bear in mind the 
time difference—by the time I called there wasn’t much opportunity 
since yesterday to develop this appointment. 

Mr. Lanican. Did any member of the Board give you a reason for 
their refusal to give you an opportunity to appear even on 48 hours 
notice to present, or give your representatives an opportunity to 
appear to argue the case ? 

Mr. Parise. The impression that I gained was that time was of the 
essence to them. ‘They did state that should a document be necessary 
to be signed, in order that we would have our day in court no docu- 
ment would be signed before June 20, which is the date of the hearing 
of the condemnation proceedings. Nothing would be done before 
June 20. 

However, there was no assurance that we would be permitted to 
be heard, and I gained the impression that June 30 is D-day for them. 

Mr. Houtrterp. You said June 20 in one instance and June 30 in 
another. 

Mr. Parise. I am developing the June 30 date, sir. June 20 was 

the date of the assurance that nothing would be done, nothing would 
be done until that date because that is the date the State court will 
rule on the condemnation proceedings. 
_ Then the date of June 30 came about, and my impression is that 
is D-day for them, and dividend day for the First Federal Savings & 
Loan of Long Beach. 

Mr. Houtrtetp. How did you get that impression ? 


Mr. Partsr. Because of their hypothetical questions to me, which 
developed in this manner. 
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What would you do in a similar situation if you had, as a duty, 
as a Government official, the same situation, and you can’t be con: 
cerned about the effects this may have on anyone else, but merely ag 
your duty as conservator of the estate, and you had the opportunity 
to get this cash and to satisfy the shareholders? 

It centered around the fact that they are short of cash, in my 
impression, and they have to meet a dividend the end of this 
month, and they are grabbing every straw they can to get it, 

Mr. Lanican. In other words, they will hiculdete this at a quarter 
of its value in order to get immediate cash to pay dividends on June 
30% That is the impression you have? 

Mr. Parise. When I gained this impression, Mr. Chairman, I said, 
“Then it isn’t a question of whether you want a borrow pit me or 
not; it is a matter of cash. If we came up with $951,000 would you 
consider selling to us, or perhaps we can get private citizens in the 
area to buy it?” 

He said, “This might be a good idea,” and he smiled. I get the 
impression. there is merely a distress sale going on at this particular 
time to raise cash. They don’t care; they are not interested in the 
condemnation proceedings of the highway department, or what they 
want to do, or anything else. They are just interested in raising 
some hasty cash, and in connection with my phone call vesterday to 
our city attorney, I asked him to contact Mr. Fred Harbor, who lives 
in the area, to see if maybe a group of citizens in the area can buy 
this property for $951,000, 1f it is needed, and of course time was too 
short to deve ‘lop this, but as far as I can see, | would like to have a 
piece of that deal if I had any alae to invest. 

Mr. Laniegan. I would like to ask you one more question, Mr. 
Parise. 

Durine the meeting did any member of the Board state that the rea 
son that they Wi inted to comple te the deal upon which the State supreme 


‘ourt hi id rul ed on the condemn: ation action immedi: “ute ly was that they 
needed the $325,000 cash also to meet their dividend / 
Mr. Scciiet; Yes. Bear in mind that this $525,000 figure was estab- 


lished. It was my impression that the check had already been a 
a couple of ene ago, a nad t] at they were merely delaving final a 
ceptance of 1 check in an effort to gai an additional 7 percent in- 
terest on that scheicien nt since the date of award. 

Now, it was my understanding, in discussion with Dr. Station, who 
IS acting super intendent of the Board of Education of the Buena Park 
School District, that this was an agreed figure, $325,000, and the Fed- 
eral authorities are holding up final acceptance of this draft trying 
to squeeze another pound of flesh, so to speak, out of this deal and get 
this additional interest. We felt that they weren't acting in good faith, 

Mr. Laniean. Did they indicate they were trying to get the money 
to meet the dividend in your me eting yesterd: LV 

Mr. Parise. Not per se. My impression, so far as the school district 

loney was concerned, I oained the impression that was the purpose of 
the negotiated sale for this partic ular plot of land with the 65 acres, 
but bear in mind my recollection may be fauliy, and I might refer the 
question to Councilman MeShane. 

Mr. McSuane. | simply was going to add that I seemed to get the 
impression, which I think is relevant to the sale of the 65 acre parcel, 
that perhaps if the money were forthcoming on the $52 15,000 condem- 
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nation for the school site that the 65 acres might not be sold. I ap- 
arently have a little different impression than you got, Mr. Parise. 

Mr. Moss. Let’s get the impression correct to this extent. 

Was it the impression of both of you gentlemen that the Board was 
rimarily concerned with securing cash, whether it be the $325,000, 
plus interest and other charges, or the $950,000, prior to the 30th of 
June ? 

Mr. McSuaNne. That is correct, absolutely. 

Mr. Parise. Yes. 

Mr. Moss. There is no disagreement at all ? 

Mr. Parise. None whatsoever. 

Mr. Moss. That is the conclusion you drew from the conference 
with the Chairman of the Board ? 

Mr. McSuane. Definitely. 

Mr. Moss. Did you leave the Board with the feeling that the Chair- 
man was conversant with this problem ? 

Mr. Partse. Mr. Chairman, I gained the impression that they were 
dealing with us at arm’s length, and when it suited their convenience 
to be conversant with the problem, they were; at other times, they 
weren't. 

Mr. McSuane. It was obvious that they were not telling us every- 
thing. I think I got that impression. 

Mr. Parise. It was stated, obviously. 

Mr. Moss. I might say that is not a novel situation. 

Mr. Hottrreip. We have had the same impression. 

Mr. Parise. We had the impression—regrettably our mayor had 
to leave, sir, and occasionally he is able to sum up a situation in a few 
adroit words. I think the text of his statement was something like, 
“In other words, gentlemen, you are not going to do anything about 
what we have been here for, you don’t care about our problem.” 

Do you recall what he said ? 

Mr. McSuane. I don’t recall specifically. 

Mr. Partse. Do you, Mr. Lanigan? 

Mr. Laniean. No. 

Mr. Parise. There were a few choice words to the effect that he 
gave the impression they just didn’t particularly care about the city 
of Buena Park, either, they were interested primarily in their own 
little problem, which was quite a problem. 

Lhave presented, Mr. Chairman, in essence the points that I think 
are pertinent to this committee’s meeting. I think it will be very bene- 
ficial to peruse carefully our transcript of our city council meeting, 
which will be sent to you, sir. 

Mr. Moss. Certainly we shall. 

Mr. Parise. At the risk of sounding impertinent—I do have the 
following statement that I would like to submit, sir, and that is merely 
this. 

In conclusion, our delegation coming to Washington, and the im- 
pressions we have gained, we realize that our elected representatives 
are responsive to the will of the people in the area. Certainly those 
persons we have talked to have given us assurance that our problem 
will not be unheard, or go unheard. 

I would like to submit, Mr. Chairman, that in my personal opinion 
Ithink there is a state of emergency in existence now. Whether there 
was at the time of the seizure by the Federal authorities remains to 
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be seen. It was my impression there was not, if they base their cag 
on the valuation of the Bellehurst area. 

I think the state of emergency does exist at this time, and I think 
there is definitely mismanagement at this time by those theoretically 
who are supposed to be conservators of the assets of the organization 
who is the loan holder on the Bellehurst property. ; 

I am not a champion of that particular organization, and did not 
have the occasion to ever know Mr. Gregory until just meeting him 
here. I had never met him or talked to him or any of his representa. 
tives until yesterday. 

What I am about to say is not as an official of the city of Buena 
Park, but merely as an individual observer, and that is that I think 
the emergency exists right now, and I think it is necessary for thoge 
who may have the authority to do it to look into the fact that there js 
an emergency existing right now. 

My recommended action to solve this problem immediately would 
be to ask for the resignation of those persons who have taken this ac. 
tion to create this situation, and perhaps, with whatever assurance 
could be left, put the authority back into the hands of those business. 
men, those people who know how to handle situations like this, | 
don’t feel that this kind of a business venture, which is not an ordi- 
nary thing that comes within the scope of ordinary business practices, 
I don’t think you have the talent in the Government able to cope with 
the situation, and by their obvious mismanagement since their taking 
it over, it becomes very evident to me that there is an emergency exist- 
ing now, an emergency in existence now, and emergency action is 
needed, sir. 

Mr. Hortrrretp. Mr. Chairman, on this last point, I hope the Chair 
will request this gentleman and his associates to forward, under 
affidavit, to us any knowledge that they may obtain of forced sales 
and liquidations of these properties by the present supervisor in 
charge of the Long Beach Savings & Loan Association. 

His name is C. E. Ault, and there has been someone who said before 
this committee that they have sold five of these homes for $20,000 
apiece, and if you can find any evidence of forced liquidation in order 
to realize immediate cash, and if you can properly prepare affidavits 
and send them to this committee, we would be very happy to see 
them. 

Mr. Moss. Does the gentleman make that in the form of a unani- 
mous-consent request ? 

Mr. Hottrterp. I do. 

Mr. Moss. Is there objection to the request ? 

Mr. Smirn. Did you say we would be happy to see them, or seize 
them ? 

Mr. Moss. See them. Is there objection to the request? Hearing 
no objection, the Chair asks that the gentleman now before the com- 
mittee comply with the request, and forward to the committee, under 
appropriate affidavit, information of any forced sales of property m 
the Bellehurst subdivision. 

Mr. Parise. Germane to that particular issue, Mr. Chairman, I left 
a map here yesterday which I wonder is still available? It was a 
map similar to this, sir, that I had a couple of marks on which I 
presented to the committee, and in my investigation and survey of the 
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roperty Sunday morning I stopped at the real estate agent’s office 
on the tract, on the site. ; 

As an interested observer, I identified myself, but having been 
recently elected to the council he didn’t know who I was, of course, 
and I merely stated I was interested in property and asked generally 
ghat the price of property was, and asked, “Do you have any good 
buys?” ‘, 

He pointed out two specific lots. He said: 

Right now these are going at a bargain. These homes normally sell for in 
excess of $33,000. 

If I recall his statement, there were two lots he pointed out which 
[had checked on my map which I left here yesterday, and I think he 

inted out that the properties could be purchased for a sum of 
around $29,000 with a mortagage of around $27,000 plus. It took 
about $2,000 cash to purchase this property. 

In my opinion this is a distress sale. You certainly don’t permit 

roperty to be sold for approximately $29,000 which originally was 
m excess of $33,000, and pick it up only for about $2,000 down, and 


| takea first of $27,000 plus. 


Mr. McSuane. I might also briefily add, Mr. Chairman, and this 
is hearsay, but 1 happened to know some of the parties involved in 
one block of homes of five that went for $100,000, and I understand 
there was also an additional sale of 10 homes for a price of $200,000. 
If this is true, and we as a city council can subpena these people to 
testify to this, we will forward this knowledge back to you. 

Mr. Moss. The committee would be very interested in receiving that 
information. 

Mr. Partse. Mr. Chairman, germane to my discussion this after- 
noon, would you care to have an official copy of our minutes of the city 
of Buena Park for your record ? 

Mr. Moss. Is there objection ? 

Mr. Wattuavser. No objection, but I don’t see any point in it. 

Mr. Moss. We will receive it for the files of the committee. 

Mr. Parise. In addition, Mr. Chairman, this is a copy of the Buena 
Park Record which tells the story of the concern of the people of the 
city of Buena Park, the edition of June 7, which I don’t think you 
have, “The Council Moves to Block Bellehurst Borrow Pit,” which 
[think might be interesting. 

Mr. Moss. That will be received for the files of the committee. 

Are there further questions of the Councilman Parise or Council- 


_ man McShane by any member of the committee ? 


Mr. Houtrmip. I have no questions. 

Mr. WatiHavser. No, sir. 

Mr, Moss. With no further questions, we excuse you gentlemen, and 
. you have a pleasant trip. I think you will catch your plane. 

r. Parise. We thank you on behalf of the citizens of Buena Park 

for hearing our testimony. Thank you very much, gentlemen. 

Mr. Moss. Now we ask that Mr. Gregory return to the stand. 
. Before excusing you from the stand, Mr. Gregory, we were on item 


_ Do you have any working papers of the appraisers on the 65 acres 
in Bellehurst which are the subject of a condemnation action? 
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FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, Long 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Grecory. No, sir; I don’t have any of the working papers onit 
I have only his letter, which I read before. He has working papers oy 
it, and he is working on it for purposes of testimony in the court 4 
the time the testimony is supposed to come up. 

Mr. Moss. He is undertaking a very comprehensive study ? 

Mr. Greeory. That is correct. 

Mr. Moss. Do you know whether he has completed his study? 

Mr. Grecory. | don’t know whether he has or not. 

Mr. Watiuauser. We have two values. Will you straighten m 
out on that? 


Mr. Moss. We have a value of in excess of 4 million from typ | 


sources—the City Council of Buena Park and the appraiser for the 
former officers of Long Beach Federal, Mr. Maspero. 

We then have a valuation which appears to be the basis for a pro- 
posed negotiated sale on the part of the supervisor in charge of the 
institution at the moment. 

The Chair wants to make it very clear, he hopes that Mr. Treyas 
will convey to the Board his concern over a proposed sale for $950,000) 


when there is substantial evidence of an appraisal considerably in | 


excess of that figure, particularly in view of the statement of the 
Chairman made under oath yesterday—the Chairman of the Home 
Loan Bank Board—that this institution was not seized for the pur 
pose of liquidation. 


The committee will undertake to establish the value of this asset, | 


and will view very gravely any disposal of it at a figure substantially 
less than reasonable value. 

Mr. Wauuuavser. Who established the figure of $29,000 an acre! 

Mr. Moss. That was established by a decision of the Supreme Court 
of the State of California in a condemnation action undertaken by 4 
local school board to acquire a site of 11-plus acres 

Mr. WatiHaAuser. A different site? 

Mr. Moss. A site for a school, a site almost immediately adjacent 
to the 65 acres. Here is the site, as I recall. Am I correct? Is the 
school site in here ¢ 

M. Grecory. No, sir; it is over here where the cross is, where ther 
are some pencil marks on it. 

Mr. Moss. Back from the golf course, while this one is substantially 
in its entirety bordering the golf course, and I think any subdivider 
knows that land of that type is usually preferential. 

Mr. WatiHavser. It just wasn’t quite clear in my mind where the 
$29,000 figure came from. 

Mr. Moss. The immediately adjacent property was acquired by the 
archdiocese. 

Mr. Gregory. Yes, sir; it was. : 

Mr. Moss. Do you have a figure of the cost of the land to the aret 
diocese ? 

Mr. Grecory. No, sir; that was partially a contribution, however. 

Mr. Moss. Partially a contribution ? 

Mr. Gregory. That is correct; and I don’t think that would bes) 
comparable value. 
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Mr. Moss. But within the subdivision there has been a value of 
999,000 an acre established through condemnation and confirmed by 
the Supreme Court of the State of California ? 

Mr. Grecory. Yes, sir. 

Before we leave the other subject, however, I believe there are veri- 
fed documents of record from the present landowners placing the 
value at more than $4,000 in the condemnation proceedings, and there 
are verified documents of record. 

Mr. Hotirretp. You said 4,000? 

Mr. Grecory. $4 million, I am sorry; in excess of $4 million, and 
there are verified documents from the Long Beach Federal prior to 
its seizure placing a value at above $4 million for the borrow pit 
property. 

Mr. Moss. And these documents are in possession of the court at the 
present time ? ; 

Mr. Grecory. ‘They are in possession of the court, but copies are 
available. 

Mr. WattHavserR. What valuation does the highway department 
make? Does it have any documents in the file ? 

Mr. Grecory. I don’t believe it has any documents in the file. If 
itdoes, Lam not familiar with them. 

We were discussing, before we were interrupted, the Whaley Bel- 
State Sixth. Mr. Whaley took over the properties from the people 
whom he guaranteed, and proceeded to finish and either sell or rent. 

The total loans on the properties were $3,701,000, and under Mr. 
Whaley’s operation they were reduced as of August of 1958 down to 
about $1,261,000. In other words there had been a prepayment of 
principal of $2.5 million in advance of the time, and the association 
offered to take interest only for a period of time because of the accel- 
eration of the principal payments, and permit the properties to de- 
velop, 100 of the properties to develop as rentals for awhile, with the 
understanding then that Mr. Whaley would sell the properties and 
refinance. 

Mr. Moss. Now let me understand this. There was an agreement 
requiring reduction of the principal on a schedule of payment? 

Mr. Grecory. There were payments called for pursuant to the notes 
which would have been over a 12-year period. 

Mr. Moss. And the principal was reduced more rapidly than the 
schedule called for ? 

Mr. Grecory. That is right. 

Mr. Moss. As a result there was a gross reduction greater than 
would have been required had scheduled payments taken place, and an 
agreement was made to permit payment of principal only rather than 
principal and interest—— 

Mr. Grecory. Interest only. 

Mr. Moss. Interest only, rather than principal and interest. 

Mr. Gregory. That is right. 

Mr. Moss. Now, being a part of an agreement, this could not have 
been regarded as a delinquency on the part of the borrower? 

Mr. Gregory. That was our understanding. 

Mr. Moss. A delinquency must be a failure to pay as required by 
agreement. 

Mr. Grecory. That is correct. 
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Mr. Moss. Now even though there was an agreement permittin 
payment of interest only rather than interest and principal, at any 
time during this agreement was the total of principal paid off Jeg 
than w ould. have been the case had the normal schedule been met? 
Mr. Grecory. Many times more. 

Mr. Moss. It was more? 

Mr. Grecory. Many times more than the normal schedule, 

Mr. Moss. Then even on a technical basis, there was no delinquency 
1 principal. 

Mr. Grecory. That is correct. 


0 


oe 


Mr. Moss. Was there a delinquency on interest under the amended | 


nh 

Mr. Grecory. No, sir; there may have been for a month or two 
during the period, but it was a matter of transferring—— 

Mr. Moss. Normally do you regard a delinquency as being a failure 
to meet a figure by a date, or do you have a period of time where you 
still regard a payment as being substantially nondelinquent ? 

Mr. Gree ory. We try to do that on a case basis, what the cireum- 


stances are in each one, and what the acceleration has been. or what | 


the security is, or what the association had agreed to do. 

Mr. Moss. Was there a delinquency on any interest payment in ex- 
cess of 60 days? 

Mr. Grecory. No, sir. 

Mr. Moss. Was there a delinquency on payment in excess of 30 
days? 

Mr. Grecory. There may have been a time or two. 

Mr. Moss. But not in excess of 60? 

Mr. Grecory. I don’t remember any that long. 

Mr. Moss. Then it would not be the case of subst: antially delinquent 
in payments due on other association loans? 

Mr. Greoory. That is right. 

Mr. Moss. And now the Bel-State Sixth loans other than thos 
which formed a part of the agreement to permit the payment of in- 
terest rather than of interest and principal! 

Mr. Grecory. I believe it is the one group, the only group wher 
there had been discussion with the examiners or any of the bank of- 
ficials. 

Mr. Moss. Were all of their loans then consolidated into one ac- 
count ¢ 

Mr. Grecory. No, they were not all consolidated into one account. 

Mr. Moss. Were they controlled by one agreement ? 

Mr. Grecory. They were controlled by one agreement. 

Mr. Moss. Was there collateral placed to back all loans under the 
one agreement ? 

Mr. Grecory. There was collateral supporting each individual 
loan; there was ample collateral at all times to support each indi- 
vidual loan as well as a blanket pledge agreement pooling all of the 
equity in all of them to guarantee every loan. 

Mr. Moss. There was one coordinated agreement which governed 
in case a problem should develop on one or all of the loans‘ 

Mr. Grecory. That is correct. I would like to point out, I notice 
my list is dated June 2, 1960, but this is substantially the number of 
those properties that were left, that were paid down to about $1,100; 
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000 at the time of the seizure, and there was 20 or more of the prop- 
erties that were in escrow to be paid off, and as of June 2 that had 
increased to $368,056. 

Mr. Moss. Now we are referring here—because this becomes a spe- 
cific charge—to a single corporation which to the best of your recol- 
lection can only be identified as Bel-State Sixth. 

Mr. Grecory. That is right, sir. 

Mr. Moss. And we have established that your records did not reflect 
substantial delinquency either on interest or principal ? 

Mr. Grecory. ‘That. is correct. 

Mr. Watituavuser. Does your mortgage contain a default clause? 

Mr. Grecory. Yes, sir. 

Mr. WatutHavser. How many days? 

Mr. Grecory. I don’t know without looking it up. 

Mr. Moss. Is it in days, or at option of the association ? 

Mr. Grecory. I think it is at the option of the association. 

Mr. Moss. That is normal, I believe. 

Mr. Grecory. I believe it is at the option of the association. I don’t 
remember there are days in it. 

Mr. Moss. Technically becoming in default at any time payment 
js not made, and the association then has the option of exercising its 
other rights at that point ? 

Mr. Grecory. Unless otherwise agreed. 

Mr. Houirtetp. Mr. Chairman, will Mr. Gregory check on that 
matter and report to the committee in order that we may have an 
accurate answer on the question ? 

Mr. Grecory. Yes, sir. 

(Mr. Gregory subsequently affirmed that the default clause is at the 
option of the association.) 

Mr. Moss. Now at any time did the aggregate of loans made to Bel- 
State Sixth approach $6 million ? 

Mr. Gregory. Yes, sir; they did. 

Mr. Moss. And approximately what was the highest figure of loans 
outstanding to Bel-State Sixth ? 

For your reference point, it might be appropriate to check the 
period August through December of 1959. ‘That is the contention in 
the charge. 

Mr. Grecory. I believe it was approximately $ 
beslightly over. 

Mr. Moss. Approximately $7 million? 

Mr.Gregory. Yes, sir. 

Mr. Moss. And what was the balance, aggregate balance, at date 
of seizure ? 

Mr. Grecory. Approximately the same, or maybe $100,000 less be- 
cause the only payments we would have received would have been on 
the Buena Park properties. There are two groups of construction 
loans in addition to that where the principal payments were not yet 
payable, so there would have been no reduction in principal. 

Mr. Moss. Now, at the time such new loans were made, and this 
appears to refer to loans other than those covered through the August 
to December period, the association knew that the record owner of all 
the borrowers’ stock had executed a trust agreement early in 1959 for 
the benefit of certain creditors; is that a correct statement ? 
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Mr. Grecory. Not exactly. 

Mr. Moss. Will you give us the exact facts on that statement? 

Mr. Grecory. Mr. Whaley had developed the properties I mentioned 
over substantial assets, and at a point he and his wife began to haye 
domestic difficulties, and Mrs. Whaley decided at various times ghe 
would not execute documents, so Mr. Whaley, in an attempt to be sure 
that all of his creditors were taken care of, and that his credit was 


maintained in proper order, executed a trust as he is authorized to | 


do as manager of the properties of a community estate, and directed 
the trustee to take the proceeds from the rentals and various other 
income from the property and pay the joint obligations of he and Mrs 
Whaley. 


It was not a case of him being in a substantial default, or for | 


assignment for the benefit of creditors. This was a credit precaution 
on Mr. Whaley’s part to assure that he didn’t get in that position, 

Mr. Moss. Was the income sufficient to meet the obligation—the jp. 
come to the trust sufficient to meet the obligations to Long Beach 
Federal ? 

Mr. Gregory. And all other creditors; that is right. 

Mr. Moss. And all other creditors? 

Mr. Greeory. That is right. 

Mr. Moss. Was this a trust in which Mrs. Whaley concurred ? 

Mr. Grecory. No; Mrs. Whaley did not concur. As a matter of 
fact, at some point she attacked the trust. 


Mr. Moss. Did the association have any agreement in which it had | 


Mrs. Whaley’s concurrence to protect its interest ? 

Mr. Greeory. Long Beach Federal has a blanket pledge agreement 
signed by both Mr. and Mrs. Whaley assigning whatever properties 
come into our possession, or whatever proceeds may be acquired from 
properties that we finance to discharge any obligation for which 
either of them are obligated. 

Mr. Moss. Were the properties included in the trust, of which your 
association was a beneficiary, properties held as community proper- 
ties? 

Mr. Grecory. There was an argument on some of them as to 
whether they were community properties, or joint tenants, but Mrs. 
Whaley in her documents alleged they were community properties. 

Mr. Moss. If they were community properties, and taking into cog- 
nizance the agreement to which Mrs. Whaley was a party, was the 
association adequately protected ? 

Mr. Gregory. Always. 

Mr. Moss. Now, it says 

Mr. Gregory. I want to point out, Mr. Chairman, that the loans 
that the association made after the date of the execution of the trust 
by Mr. Whaley were made to corporate entities, and the association 
had assigned to it the stock of the corporations as additional collateral 
together with the stock and notes and other obligations totaling ap- 
proximately $3 million worth of collateral as additional security m 
addition to the real estate which the corporation executed its trust 
deeds to the association on, so that if there developed domestic difficul- 
ties, or if there developed any other problems which Mr. Whaley 
might have, the association could execute upon the stock pursuant to 
its blanket pledge agreement and relieve the whole corporate entity 
of any entanglements there might be. 
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Mr. Moss. Did Mrs. Whaley have a community interest in the 

k? 
oar. Grecory. If she did, it was not of record, and if it had been 
of record, the blanket pledge agreement was sufficient to cover it. 

Mr. Moss. Did they in the blanket pledge agreement pledge specific 
assets, or all assets ? 

Mr. Grecory. All assets which might be in our possession or there- 
after come into our possession or might be acquired from any of the 
pro erties which we financed. 

r. Moss. Now, it says that in July of 1959 all or nearly all the 
property of said record owner—and I assume here that this refers to 
the Whaleys, or the Bel-State Sixth 

Mr. Grecory. The Whaleys, I think. 

Mr. Moss. Including the stock in the borrower corporation—includ- 
ing the Whaley stock in the borrower corporation—had been attached 
inasuit for approximately $2,800,000, is that correct ? 

Mr. Gregory. That is not entirely correct. The Whaleys were sued 
for an original amount of $2,800,000 growing out of a bank which they 
had owned, and sold the stock to the United States Holding Co. 

After the sale of the stock, several months, it developed that a 
cashier had misappropriated approximately $3,700,000. 

The contention was that a portion of it was during the period of time 
that Mr. Whaley owned the major control of the bank. 

The people who brought the suit on the first motion in court reduced 
it from $2,800,000 down to $1,543,000, and the court required the peo- 
ple bringing the suit to post a bond for the full amount of the attach- 
ment which they had made, which, as you know, is not very usually 
done, and it is only when the court sania think there is not a great deal 
of merit to the case would they require a bond equal to the full amount. 

Mr. Moss. Was the Board familiar with the fact that there had 
been a reduction from $2,800,000 to $1,543,000 ? 

Mr. Grecory. I never discussed it with the Board. I had no cor- 
respondence with the Board on it. The examiners were fully informed. 

Mr. Moss. The examiners were informed ? 

Mr. Grecory. That is right. 

Mr. Moss. And in view of the fact that the examiners were the only 
ones to protest in this instance, being as there is no record of any 
Board—— 

Mr. Grecory. They didn’t protest. 
ate Moss. They did not protest, they merely asked for clarifica- 
tion ¢ 

Mr. Grecory. No, sir, there was no objection on their part, no 
adverse comment to it. They asked me what I thought of it. I told 
them I thought the suit was without merit, that it had a legal defense 
toit. Mr. Whaley had an idea or it that if they had gotten in trouble 
over the purchase of an asset any portion of which had occurred 
during the time he had owned the bank, that he felt a moral obliga- 
tion, only a moral obligation. 

Mr. oss. Now, suit was filed in July of 1959, apparently. 

Mr. Gregory. That is right. 

Mr. Moss. When did the court act to agree to a reduction from $2.8 
million to $1,543,000 ? 

Mr. Grecory. I would have to get that date for you. I don’t know. 

Mr. Moss. Was it reasonably—— 
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Mr. Grecory. Reasonably soon. 

Mr. Moss. Soon after the suit was filed ? 

Mr. Grecory. On the first appearance in court. 

Mr. Moss. Was it prior to January of this year? 

Mr. Greeory. I would have to look. 

Mr. Moss. Was it prior to the 19th day of April of this year? 

Mr. Grecory. A long ways before that. 

Mr. Moss. Then had the Board been reasonable diligent, it could 
have established the facts in this case and not contended, as they have 
in this charge, that the amount involved was $2.8 million? 

Mr. Greeory. They would have known that had they been reasop. 
able at all in their inquiries. 

Mr. Moss. This would appear to be a case of painting in rather 
broad strokes by the Board. 

Mr. Grecory. I might add, the case has been dismissed as of this 
point. 

Mr. Moss. When was it dismissed ? 

Mr. Grecory. I think about the date I got back here, or the day 
after, about that period of time. 

Mr. Moss. So now there is no suit pending ? 

Mr. Grecory. There is no suit pending, and the domestic problem 
with Mrs. Whaley has been settled. She has taken her share of the 
property. 

Mr. Moss. The property has been relieved of the attachment? 

Mr. Greeory. The property has been relieved of the attachment 
and been relieved of Mrs. Whaley’s claim. 

The association has failed to comply with the request of the examiners to 
make available for their inspection financial statements or credit reports per- 
taining to said corporation or the record owner of its stock. 

Is this a wholly-owned corporation of the Whaley family? 

Mr. Grecory. It is so nearly so that it is almost, if it isn’t. 

Mr. Moss. It is closed 

Mr. Greoory. It isa closed corporation, that is right. 

Mr. Moss. And did you have a request from the Board to specif- 
ically supply them with a financial statement or credit reports either 
of the corporation or of the Whaleys? 

Mr. Grecory. The examiners asked what credit information I had. 

Mr. Moss. Mr. Gregory, my question is: Did they specifically re 
quest you to supply them with a credit report, or reports, or financial 
statement or statements of the Bel-State Sixth, or of the Whaleys! 

Mr. Grecory. No, sir, they did not. I want to qualify that by say- 
ing they asked me for whatever credit reports I had in my files. 

Mr. Moss. They merely asked you what you had ? 

Mr. Greeory. That is right. 

Mr. Moss. And did not make a demand for additional information! 

Mr. Grecory. That is right. 

Mr. Moss. Now, did you supply, or did you merely tell them what 
you had ? 

Mr. Grecory. No, I supplied them with some. 

Mr. Moss. Did they express a displeasure with the adequacies of 
the information supplied to them as a result of their inquiry for the 
type or extent of information in your files ? 
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Mr. Grecory. No, sir, they did not express any dissatisfaction at it 
at all. I did tell them, however, that I had had a financial statement 
of the Bel-State Sixth, that I thought it was in the files, and I would 

t a duplicate for them, which I had not done at the time of seizure. 

Mr. Moss. When was the request made and an offer to secure the 
duplicate given ? 

Mr. Grecory. Two or three weeks before. 

Mr. Moss. Two or three weeks before the seizure. 

Mr. Hourrrevp. That was an examiner’s request. 

Mr. Moss. This was an examiner’s request. This matter has not 
been discussed in a supervisory letter, nor has it been the subject of 
a formal request by the Board. 

Has it been the subject of conferences with Board members—not 
staff, but Board members ? 

Mr. Grecory. The $6 million worth of loans have not been. We 
did discuss the $1,200,000 loans at Buena Park with the Board at a 

rior time when we were in Washington. 

Mr. Moss. How prior—what was the date? Was it in 1959? 

Mr. Grecory. 1958. 

Mr. Moss. 1958 ? 

Mr. Grecory. That is right. It may have been discussed in 1959. 
I would have to look at our documents. 

Mr. Moss. Can you envision any development in connection with 
this transaction which made of it an emergency matter in April of 
1960? 

Mr. Grecory. Nothing whatsoever. 

Mr. Houtrrerp. Were the developments beneficial rather than 
deleterious ¢ 

Mr. Grecory. Yes, developments were beneficial in that the time 
had arrived when there was a new appraisal by the Veterans’ Admin- 
istration and FHA on the properties in Buena Park. They had 
raised the valuation, and Mr. Whaley had started a sales program to 
finish liquidating the properties out and pay that loan off in full. 

Mr. Moss. How was that information imparted to you? 

Mr. Grecory. Verbally from time to time, and he had given me a 
list which was in the files, and some of the demands had been made on 
the association to send the reconveyances to escrow. 

Mr. Moss. Do the Veterans’ Administration and the FHA, where 
they undertake a reappraisal and increased valuation, notify the sub- 
divider of their findings? 

Mr.Grecory. Yes, they do. 

Mr. Moss. Do they do that by writing? 

Mr.Grecory. Yes, they do. 

Mr. Moss. In a written document ? 

Mr, Grecory. They do. 

Mr. Moss. Who would have that document? 

Mr. Grecory. There would be a duplicate of it. The subdivider 
would have one, and whoever handles the escrow would probably have 
the other one. 

Mr. Moss. Well, inasmuch as this is one of the bases for the charge, 
and because of its specific nature, apparently the only specific charge, 
the Chair will instruct Mr. Lanigan to undertake to secure copies of 
the reappraisals mentioned and have them available to the committee. 

Mr. Grecory. I have, which will make it easier, the tract number, 
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whether FHA or VA, the address of the property, the buyer’s name 
the sales price and what the demand of the association was on the» 
properties. 

Mr. Moss. The Chair will receive that and give it to counsel ag q 
means of expediting the request for the information. 

(The information obtained from the Veterans’ Administration anq 
the Federal Housing Administration is as follows :) 


VETERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS BENEFITS, 
Washington, D.C., June 22, 1969. 
Mr. JAMeEs A, LANIGAN, 
Associate General Counsel of the House Committee on Government Operations, 
House of Representatives, Washington, D.C. 

Dear Mr. LANIGAN: As requested by you in your telephone conversation with 
Mr. John Dervan of my staff on June 15, we have obtained information on the 
reasonable values established by our Los Angeles regional office for properties 
in Crescent Estates, Buena Park, Calif. 

Our Los Angeles regional office has reported that the original submissiop 
(loan guaranty tract 4122) consisted of 296 units. The submission involved two 
floor plans numbered 500 and 600. A certificate of reasonable value (CRY) 
was issued on November 24, 1955, in the amount of $13,600 for each unit, includ. 
ing $2,300 for land. Thereafter 239 units were withdrawn and extensive change 
orders submitted on the remaining 57 units. An increase of $1,625 over the 
original appraisal was approved for the 57 units based on changes and addi 
tions as follows: 


I ng 
Plumbing changes____-- La reaMen a eaeat cna ei caeeas nar ecccipu een ectocac anes shcenasigites ot arapcanteinoe eee 55 
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Rea Do: MOOURT Chee 2 on 5 a i i. eee) 38 
BES DOS et PRBS DE OW OR os pesessscete ccs ebm cute actin is «~semmennne bho 408 
Change family room finish__.____--_- eisbiadaedbaar ike tektites ia 2 
ei ca mermmen eaeaed coalnrdion ond me canuewnw ovmuinio ties ee sae 8 
enn Cu” “WOT correc he oF Ete EEE eh ee ek ee a0) 
ESUOE COL WOON. bho his i a a a ee eet 28 
CR TERRIOIIONN oo sth cick pitt Sictnnmsboaen di io dace 15 
Additional concrete______ laa lec ee Acciacca an ee 30 
Change to 220 electrical service___._______ click’ achiecesres coca eae ta coset hac wnat ace 50 
AGG Gvernead ‘atlownnes, 7 perce. fl a ee 59 
Deted : ineneent.tia4. sett toadcasiscsasestadae jae 1, 63 


The 239 units withdrawn from the original submission were resubmitted as 
loan guaranty tract 4550. At this time four new sets of pians and specifications 
were submitted, numbered 350, 360, 400 and 410. These plans were different 
from those included in the original submission. A certificate of reasonable 
value was issued on July 31, 1956, increasing the lot value to $2,500 for each lot. 
Based on the increased lot value and the new plans a total reasonable 
value of $15,450 was established for plans numbered 350 and 360 and a total 
reasonable value of $16,650 for plans 400 and 410, 
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The reasonable values for the 18 properties specifically identified by you are 
as follows: 














———eo.—Ct~*™ | | | 

wot | LGT 4122 | LGT 4122 | LGT 4550 Lot | LGT 4122 LGT 4122 LGT 4550 
No. | CRV Oct. CRV Aug. | CRV July || No. CRV Oct. CRV Aug. CRV July 

: 24, 1955 | 8, 1956 31,1956 || 24, 1955 8, 1956 31, 1956 
_—|—______—_— |_| —_— ‘ 
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We hope that the foregoing information will be of assistance to you. 
Very truly yours, 
W. J. DRIVER, 
Chief Benefits Director. 


Los ANGELES, CALIP., July 12, 1960. 
W. Howes MEADE, 
Zone Operations Commissioner, Federal Housing Administration, 
Washington, D.C.: 


Re telephone conversation today the following data on appraisals in Crescent 
Estates, tract 2707 in Buena Park, Calif., obtained from our files: 7328 Wilson 
Cirele, lot 32, appraised February 24, 1960, $17,500, increased March 22, 1960, to 
$17,750 by Long Beach service office, Chief Underwriter Carroll’s prerogative ; 
7073 Fillmore Drive, lot 210, appraised May 18, 1960, $15,700; 7120 Fillmore 
Drive, lot 225, appraised March 31, 1960, $15,750. No record found of appraisals 
by FHA on any of the following properties on which you requested informa- 
tion: 7293 Pierce Circle, lot 6; 7352 Wilson Circle, lot 30; 867 Harrison Way, lot 
129; 8659 Pierce Drive, lot 145; 7207 Van Buren Way, lot 178; 7192 Fillmore 
Drive, lot 219. 

NORMAN M. Lyon, 
Director, Federal Housing Administration. 


Los ANGELES, CALIF., July 13, 1960. 
W. Howes MEADE, 


Zone Operations Commissioner, Federal Housing Administration, 
Washington, D.C.: 


Accordance telephone conversation today, none of other properties specifically 
inquired about on phone July 12 show as applications and rejected. We also 
find that “lot 178, 7207 Van Buren Way” on list you gave to us for check is not 
correct. Lot 178 is on another street and we have nothing on it or 7207 Van 
Buren Way. However, in addition to the appraisals reported yesterday, our 
files reveal the following on properties in the Crescent Estates tract: 7472 Me- 
Kinley Circle, lot 66, appraised December 7, 1959, $16,750 (this later was a 
credit reject) ; 7448 McKinley Circle, lot 68, appraised February 24, 1960, $16,250, 
increased March 22, 1960, to $16,500 by Long Beach service office Chief Under- 
writer Carroll’s prerogative; 7270 Crescent Avenue, lot 156, appraised May 12, 
1959, $16,000 ; 7170 Van Buren Way, lot 193, appraised January 16, 1958, $15,650: 
7144 Van Buren Way, lot 195, appraised November 18, 1958, $15,000; 7060 Van 
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Buren Way, lot 202, appraised March 19, 1960, $15,000 (this later was a creqi 
reject). Mr. Morgan out of office presently and undersigned does not know if 
you had been previously advised by him of this later list so am giving yoy ty 
fill in fully. The records on the 2017 cards in the Long Beach service office go 
back to January 1957. There is no record of a valuation reject by us in entire 
tract. The nine appraisals in this tract have been made by eight differen 
appraisers. 
NorRMAN M. Lyon, 
Director, Federal Housing Administration, 


Los ANGELES, CALIF., July 13, 1966, 
W. Howes MEADE, 
Zone Operations Commissioner, Federal Housing Administration, 
Washington, D.C.: 

After sending you teletype of this morning concerning Crescent Bstates, 
Buena Park, Calif., Long Beach service office found additional cases follows: 
7119 Hoover Way, lot 253, appraised November 23, 1956, $14,500; 7115 Hoover 
Way, lot 252, appraised November 27, 1956, $15,750; 8680 Fillmore Circle, lot 
97, appraised November 27, 1956, $14,500; 8690 Fillmore Circle, lot 98, ap- 
praised November 27, 1956, $15,750; 7246 Crescent Avenue, lot 158, appraised 
April 26, 1958, $14,500; 7460 McKinley Circle, lot 67, appraised November 19, 
1957, $16,000 ; 8662 Harrison Way, lot 135, appraised July 22, 1957, $15,000; 8674 
Harrison Way, lot 136, appraised July 22, 1957, $16,250; 7168 Fillmore Drive, lot 
221, appraised April 9, 1958, $14,500; 8703 Fillmore Circle, lot 107, appraised 
November 15, 1957, $14,750. Sorry if this has discommoded you. 

NORMAN M. Lyon, 
Federal Housing Administration. 

Mr. Moss. Mr. Scher. 

Mr. Scuer. Mr. Gregory, is the Whaley property connected with 
the trust deed we put in evidence relating to Acron Developments, 
Vulturon Corp., Metrim Corp., and so forth ¢ 

Mr. Grecory. No, sir, there is no connection at all between any of 
the Whaley properties and the trust deed that was put in evidence, 

Mr. Whaley—and I forgot this group of loans—had entered into 
some kind of agreement with Acron Investments, I think, to buy 30 
of the properties, or approximately 30, in the Bellehurst area. That 
had slipped my mind, but that was a separate transaction between him 
or some of his companies and the Acron Co., and was not involved in 
the blanket pledge agreement. 

Mr. Scuer. Reference was made to a May 24, 1960, hearing in 
which a Mr. Chapman asked a Mr. Keith about a $7,980,000 trust 
deed. 

Is this the trust deed ? 

Mr. Grecory. This is a copy of the trust deed. It does not have 
the reconveyances attached toit. Otherwise it is a copy of it. 

Mr. Scuer. But this is what was being referred to at that particular 
hearing? 

Mr. Grecory. That is correct. 

Mr. Scuzr. Now, I understand that Mr. Keith replied : 


To my knowledge, it is not included in the inventory. 


Mr. Grecory. That is correct. 

Mr. Scuer. You have produced it here? 

Mr. Grecory. I have Mr. Ault’s receipt for it, for the original. 

Mr. Scuer. Then they did have it? 

Mr. Grecory. Yes, sir. That is one of the very few receipts I got 
in the 22 hours that I stayed attempting to get receipts. 
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Mr. Houirrecp. You are telling the committee that you have a re- 
ne 
ceipt for a trust deed for, what is it, $7,980,000 from Mr, Ault that 
he gave you when he seized the institution, and that later on in court 
when he presented an inventory of the assets of the association, that 
this particular trust deed was not in the inventory ¢ 

Mr. Greeory. Yes, sir, that is correct. 

Mr. Houirrecp. And what excuse did Mr. Ault give to the court for 
not including that in the inventory ? 

Mr. Grecory. It was Mr. Keith that didn’t include it in the in- 
yentory, and he said he didn’t know, as I remember his answer. 

Mr, Scuer. Would you identify Mr. Keith ? 

Mr. Greeory. Mr. Keith identified himself to the court as being 
the agent of the Federal Home Loan Bank Board whom they had 
appointed to make an inventory of the assets of the association as 
of the date of seizure. 

Mr. Hoxrrietp. Did he give any excuse for not having it in the 
inventory ‘ 

Mr. Grecory. No, sir. 

Mr. Houtrietp. Was this the man that didn’t know the difference 
between a trust deed and a mortgage ? 

Mr. Grecory. That is right. 

Mr. Houirretp. His name was Keith ? 

Mr. Gregory. That is right. He also didn’t know what a pledge 
agreement was. 

Mr. Houtrrecp. He didn’t know what a pledge agreement was? 

Mr. Grecory. That is right. 

Mr. Hotirrerp. Did you happen to know what his salary bracket 
was / 

Mr. Grecory. I haven't any idea. 

Mr. Hourrreip. What is his position in the Home Loan Bank Board ? 

Mr. Grecory. He had been an examiner, and that is as far as I 
know. 

Mr. Hotrrrecp. And what is his position now under the supervisor 
in charge ? 

Mr. Grecory. All I know is the testimony in court. He testified 
that he had been appointed to make the inventory, which brings up 
a point, that the person who is appointed to take charge of the asso- 
ciation apparently at no time takes responsibility for the assets that 
he receives, and does not receipt:for them. Somebody else comes along 
and makes an inventory, and apparently there is no correlation be- 
tween the person who seizes the property and takes possession and the 
person who makes the inventory. 

Mr. Hourrrerp. Mr. Chairman, I think at this time we ought to 
recall that Mr. Ault is a salaried employee of the Home Loan Bank 
Board, and that his bracket has been described as being $9,980. 

_ Now, this man is undoubtedly a subordinate of his, and I think 
it would be interesting to find out what his salary bracket and experi- 
ence is, because this shows the type of men that you turn over a $96 
million institution to, and I wish to have quotes put around this, “to 
conserve” 

Mr. Moss. Well, the Chair has requested extensive information from 
the Board, and has the assurance of Chairman Robertson that the 
information is presently being prepared and will be submitted to the 
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committee. We had a reassurance on that point yesterday. It wij] 
give us a list of all persons now working at. Long Beach, their back. 
ground, their grade. We also will have a list of employees dismissed 
with the reasons for dismissal, the instructions to tellers, list of eo}. 
lections on loans. We have all of this information, Mr. Holifield, 
request, and should receive it very shortly. (See pp. 109-115, 198. 
182. 

Ar Watiuyavser. Mr. Chairman, may I make a statement at this 
point ? 

Mr. Moss. Certainly. 

Mr. Watuuavser. I am not defending Mr. Keith or Mr. Ault. | 
would like to make the point, however, that a man’s value should not 
be judged entirely on the salary he receives. I speak, I believe, fora 
great many Federal employees who consider themselves underpaid, 
and as a member of another committee I voted for a substantial sala 
increase for these employees, and I don’t associate myself with the 
remark that a man’s value is based solely on his grade or his salary, 
if that is the inference. ‘ 

Mr. Hortrretp. Well, the gentleman will have a chance to read my 
remarks, and if he wishes to put the word “solely” into my remarks, 
that. will be his privilege, but the record will show that I did not ug 
the word “solely.” 

Mr. Moss. The Chair having made some comments on this now will 
place the record straight insofar as he is concerned. I signed the 
discharge petition. 

Mr. Houtrrevp. So did I. 

Mr. Moss. And I handled a very difficult matter a few years ago 
to increase the salaries of Federal employees, but I do submit that 
when we talk of taking over a $96 million organization that we are 
requiring a type of executive talent there that is not required ofa 
$9,600 a year Government employee who may be eminently qualified 
for the position he holds, efficient in every aspect of his job, fully 
responsible, but in this capacity handling not only the affairs of the 
president but of the board of directors, having all of the powers of the 
association and its members, its shareholders vesting in him a power 
which no association would vest in a single officer, we are looking 
for the unusually competent, the extremely well qualified, and it is 
my judgment that this man is not found in the ranks of the classified 
service. The Board in selecting such a person and granting him such 
broad authority is not exercising proper diligence in protecting any- 
one but itself, and I question that even it is protected excepting as it 
is able to bully through on a point of privilege against laying its case 
on the table, subjecting it to the open inspection of the Congress, 
that not even it is protected through such a selection. 

Mr. Scuer. Mr. Chairman, I am making a more serious point. 
Here I am tendering in evidence a receipt signed by Mr. Ault, April 
23, 1960, at 5:40 o’clock, for the trust deed in question, and on May % 
Mr. Keith in testifying said that there was no such transfer of the 
deed despite the existence of this signed receipt. A Government 
employee commits perjury. 

Mr. WaiuaAvser. I opened my remarks by saying I was not de 
fending either Mr. Ault or Mr. Keith. I made a general statement. 
Mr. Scuer. I wasn’t quarreling with Mr. Wallhauser. 
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Mr. Moss. Hearing no objection, the item becomes exhibit E-4. 
(Exhibit E—4 appears in the appendix on p. 1004.) 

Mr. Grecory. Mr. Chairman, to substantiate my testimony, I would 
like to file the following documents. 

A financial statement of the Home Investment Co., who is a guar- 
antor on Bel-State Sixth loans. It shows a surplus and undivided 
profits of $2,256,000 on the statement. 

[ would like to file 
Mr. Moss. Was this available to the Board ? 

Mr. Grecory. It was available to the examiners and delivered to 
them. I think our records will show, if I go back and look up the 
date, the date they looked at it. 

Mr. Moss. Is there objection? If not, it becomes exhibit E-5. 

(Exhibit E—5 appears in the appendix on p. 1006.) 

Mr. Grecory. I would like to file a list of additional securities 
which the Whaley group deposited with the Long Beach Federal as 
additional collateral, notes and trust deeds—mostly notes. 

Mr. Moss. Is there objection? If not, it becomes E-6. 

(Exhibit E-6 appears in the appendix on p. 1007.) 

Mr. Houtrretp. Was this filed before seizure ? 

Mr. Gregory. Yes; that was in the hands of the association since 
about February 1959, roughly. 

I would also like to file a summary of the stocks which Mr. Whaley 
assigned to the association as additional collateral. 

Mr. Moss. Is there objection? If not, it becomes exhibit E-7. 

(Exhibit E—7 appears in the appendix on p. 1008.) 

Mr. Horirretp. Were the examiners aware of this document ? 

Mr. Grecory. They took photostats of those documents. 

Mr. Horirrerp. Under what date do you recall that this was 
presented 

Mr. Grecory. To the examiners? 

Mr. Houirrevp. To your 

Mr. Gregory. Approximately February 1959. 

Mr. Moss. Do you have further documents? 

Mr. Grecory. Yes, sir; I have a general pledge agreement executed 
by Mr. and Mrs. Whaley dated January 12, 1952. 

Mr. Moss. Is there objection? If not, it becomes exhibit E-S. 

(Exhibit E—8 appears in the appendix on p. 1010.) 

Mr. Grecory. I have a guarantee agreement executed by Home In- 
vestment Co., a California corporation, and Mr. Lloyd S. Whaley, 
individually, dated the 22d day of August 1959, guaranteeing spe- 
cifically the loans made to the Bel-State Sixth Co. for construction. 

Mr. Moss. Is there objection? It becomes exhibit E-9. 

(Exhibit E-9 appears in the appendix on p. 1012.) 

Mr. Grecory. I would like to file a letter dated March 7, 1960, to 
Mr. Louis C. Harrington, examiner for the Federal Home Loan Bank 
Board, listing the groups of documents and pledge agreements which 
you gentlemen have there, and some others, and his receipt on the last 
page. 

Mr. Watinavser. Filed, or included in the record ? 


= Grecory. To be included in the record, or whatever you elect 
to do, 
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Mr. Moss. Is there objection? Hearing none, it becomes exhibit 
E-10. 

(Exhibit E-10 appears in the appendix on P. 1013.) 

Mr. Moss. Are there any further questions $ 

Mr. WatiHavser. I have no further questions. 

Mr. Moss. Mr. Holifield ¢ 

Mr. Hottrrevp. I have no questions. 

Mr. Rozack. I have some points for clarification. 

Mr. Moss. Mr. Roback. 

Mr. Rospack. Mr. Gregory, when an examiner makes a report, in 
what form is that report presented ? 

Mr. Gregory. Do you mean from the examiner to the Home Loan 
Bank Board ? 

Mr. Ropack. Yes. 

Mr. Grecory. The only ones I have seen is a document about go 
thick, about 2% or 3 inches thick. 

Mr. Rosack. It runs possibly hundreds of pages ¢ 

Mr. Grecory. About 500 pages, normally. 

Mr. Rozsack. And sometimes accompanied by supplementary re- 
ports d 

Mr. Grecory. That is true. 

Mr. Rorack. And those are sent to the Board ? 

Mr. Greoory. That is right. 

Mr. Rorack. And the Board then sends you a copy of the report, 
if it sees fit ? . 

Mr. Greoory. If it sees fit. 

Mr. Rosack. Do the regulations prescribe that they send you a 
copy ? 

Mr. Grecory. I don’t know whether they do or not. There have 
been times in the past when they gave them to people other than Long 
Beach Federal before we got them. 

Mr. Moss. What do you mean by “other people” ? 

Mr. Grecory. They gave them to a set of lawyers in—— 

Mr. Moss. Government lawyers ? 

Mr. Grecory. No, sir, private lawyers, in 1948, and it took us until 
1949 before we finally got a copy of it. 

Mr. Moss. Who were the private lawyers? 

Mr. Grecory. Smith & Linnell, Long Beach. 

Mr. Moss. What is their interest? 

Mr. Grecory. Apparently they were attempting to bring a lawsuit 
against the officers of the Long Beach Federal to prevent us from re 
covering the association. 

Mr. Moss. Who did they represent ? 

Mr. Grecory. They represented two so-called shareholders of the 
association, one of them was jointly on the account with the relative, 
the relative had signed a proxy to recover the association from the 
Government, and he used the same account to qualify himself to join 
in a suit against the officers. 

Mr. Moss. It was supplied to a private individual, but not to the 
officers of the association ¢ 

Mr. Greeory. Yes, sir, that is correct. 

Mr. Moss. Are there other questions ? 

Mr. Ropack. Yes, Mr. Chairman. 
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ibit I believe in this particular suit there were certain allegations or 
complaints as formulated in the suit which were verbatim with items 
in the examination report. I believe that was brought out in the 
record of the previous hearing. 
In regard to these examination reports, do they make any findings 
or recommendations ? 


Mr. Grecory. No recommendations. I don’t remember any recom- 


mendations. 
Mr. Ropack. Are there findings of specific irregularities or viola- 
in tions of laws or regulations made by the examiners? 
Mr. Grecory. They comment. In their comments, they comment, 
aan for example, that we have not filed a monthly report, the annual re- 


port, that type of thing. 
Mr. Ropack. But those are not instructions to you ? 
it. 80 Mr. Grecory. Those are not instructions, they are mere comments. 

Mr. Rosackx. And insofar as you read those reports and try to be 
guided by the information in those reports, you have to put a con- 
struction upon the examiner's findings ? 

7 Te Mr. Grecory. That is correct. 

Mr. Rosackx. The examiner’s findings in effect become the raw ma- 
terial on which the Board decides, if 1t does decide, to issue a super- 
visory notice, or convey to you in some way its dissatisfaction, if it 
has dissatisfaction ? 

port, Mr. Gregory. That is right. As we are told, the examiners are not 
supposed to make comment in reference to that. 

Mr. Rosackx. The members were inquiring as to whether informa- 


you a tion was given to examiners. ‘That was in the course of this examina- 
tion, and you would not necessarily know whether that information 

have was conveyed to the Board, or embodied in the report ? 

Long Mr. Gregory. Normally it is given to them to embody in the re- 


port. They ask for a list of documents, sometimes they ask for six 
copies of them so they can make a copy for each of the reports they 
are going to make. Sometimes they only ask for one copy. 

Mr. Ronack. Now, is it the practice for reports made by the certi- 


until fied public accountant whom you hire to—do you send those reports 
tothe Board or does he? 


Mr. Grecory. The association sends them. 
Mr. Rozack. He submits the report to you and you send it to the 


Board ¢ 
Lwsult Mr. Gregory. That is correct. 
om re- Mr. Rosack. Are those required by regulation of the Board ? 


Mr. Grecory. No, they are not. The Board either conducts an 
audit or an examination, I don’t know which is which, but one of them 
of the they send out verificational letters to the account holders, a certain 
lative, percent of them. That is in the event the association has not had an 
ym. the | audit or an examination by the certified public accountants. If the 
to join association has had its books examined by the certified public account- 
ants, and they have a report from the certified public accountants ac- 
to the ceptable to the Board, then in that event they do not make a separate 
investigation by letter of the accuracies of the accounts. 
Mr. Ropacx. Do you have any information, or reason to believe 
that the accounts by the auditors or the accountants you have hired 
| have been accepted by the Board? 
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Mr. Grecory. Yes, sir, in each instance where we have had an ex. 
amination by the Federal Home Loan Bank Board, they have—if they 
haven’t already had it, they inquired for the audit report from the 
certified public accountants, and in each instance they have accepted 
it, at least. for the last several years, without there being any addi- 
tional verification by mail as they would do otherwise. 

Mr. Rogack. You do not know by any formal notification whether 
the report has been accepted by the Board or not ? 

Mr. Grecory. Only by the conduct of the examination crew from 
the Home Loan Bank Board as having accepted the work of the CPA 
or not having accepted it. 

Mr. Rosack. Is it the case that during the several years that such 
reports have been submitted, that there have been certain differences 
as to the evaluation of accounting items as between the Board exami- 
ners and the independent accountants ¢ 

Mr. Grecory. Yes, there has been a variation, or difference. 

Mr. Ropack. And has it been your contention and have you testi- 
fied that items which the Board examiners have entered into the record 
re items which in a sense they are prejudging as to the outcome of the 
litigation. 

Mr. Grecory. That is correct. They have no authority or prece- 
dent or justification for entering the arbitrary figures that they have 
entered in their accounting reports. There has been no adjudication 
of those items, and the association’s contentions on them have merit. 

Mr. Rogpack. And if the Board presents an annual report to the 
Congress and makes a statement as to whether there is a lien on a cer- 
tain obligation or note, or whether something is owing to, let us say, 
the San Francisco Bank, that that in effect prejudges the outcome of 
a litigation ? 

Mr. Gregory. Yes, sir, it does. 

Mr. Rozackx. You mentioned the examiners in the bank, including 
Mr. Harrington. Would you say that he presented information on 
the inventory to the court ? 

Mr. Gregory. Mr. Keith. He was also an examiner. 

Mr. Ropack. Did the committee understand that the examiners 
made the inventory ¢ 

Mr. Grecory. In what capacity Mr. Keith was at the time he made 
the inventory, I don’t know. He had been an examiner just prior 
to that, and he said he worked for the Federal Home Loan Bank 

soard. He said that he had been assigned to the task of making an 
inventory of the assets and receipts. I don’t know whether that is 
as an examiner, or as a special assignment. 

Mr. Ropack. Do you understand that there are examiners examin- 
ing the supervisory representative as well as the association ? 

Mr. Greeory. I know the examiners are there, but what they are 
doing, I have no way of knowing. 

Mr. Ropack. That is all. 

Mr. Houirtetp. Would you describe for us the numbers of exam- 
iners who came to your institution in early January, and how long 
they stayed ? 

Mr. Grecory. Originally there were 30-odd who came in the first 
time, when they first arrived, and that was reduced quite substantially 
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after the first 2 days after the accounts were run and the books tied 
down to the general ledger. 

There has been a minimum of 6, I think, ever since, and there were 
12 for quite a long time. 

Mr. HoiFreLp, And there were at least six in the institution when 
it was seized ? 

Mr. Grecory. Well, they had been there that afternoon. They left 
at 5 o'clock and came back a few minutes before 8. 

Mr. Hottrrecp. So that particular examination started some time 
in January, did it ? 

Mr. Grecory. January 25. 

Mr. Houirrecp. And they were still examining on April 22, the 
date of seizure ? 

Mr. Grecory. That is right. 

Mr. Houtrretp. Did you at all times cooperate with these examiners 
at different times as they came into your association, and did you 
furnish them such documents as they requested when you had them ? 

Mr. Grecory. We have been or have attempted to be very coopera- 
tive with them, and attempted to make their task as quickly and as 
easily done as we can. There have been times when there has been 
friction with the examiners—not recently. There was in 1958, I think 
we had a problem with them where they wanted to wander all over 
the office without anybody being with them in and out of our security 
vaults and one thing and another, and that is when I appealed to the 
Home Loan Bank Board to set up some standards for their conduct, 
which was done. 

Prior to that time, we had a great deal of difficulty, in 1953 with 
the group that were there then ; the »y had asked for folders. They had 
quite a crew, 2 dozen or more, and one would ask for a folder, and 
after a while we would find them exchanging documents from one 
folder to another, and still a third party asking for the same docu- 
ments, and they were causing us tremendous consternation as to how 
we should find the documents and give them to them. They were 
complaining about the status of our records, and they weren't getting 
information, and finally we discovered that they, themselves, were mix- 
ing the folders up. We got to the point where we had to microfilm 
the files before we gave them to them and microfilm them after they 
got back in order to know what they had done in mixing the files up. 
We had quite a lot of difficulty at that time, and we finally had to put 
somebody with them all the time to watch to see that we could keep 
the folders straight. 

Mr. Hotrrmip. And this mixing up of files interfered considerably 
with your orderly eet tion of daily business, did it ? 

Mr. Grecory. Oh, it was something terrific. We had almost the 
whole staff trying to find files because we didn’t know what happened 
to it during the first stages of it. It upset the whole office, and upset 
the whole routine. 

Mr. Hotirretp. You spoke about getting some receipts during the 

2 hours when you stayed in the institution. Would you give us an 
idea of the kind of receipts they gave you, and the kind of ree eipts 
which ~ feel that you should have had but did not get ? 

Mr. Grecory. We took the association back from a conservator in 
January 1948, and we refused to take any document unless we had 
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given a specific receipt for it, or unless we had microfilmed it, where 
we took two pictures at the same time, and they took a roll of the mi. 
crofilm and we took a roll of the microfilm. We were careful not to 
take any document or asset until we had made a record of it by spe- 
cific receipt or by picture. : 

Mr. Houirreitp. With them present ? 

Mr. Grecory. With them handing it through the machine and ys 
taking it out the other side. 

We were very careful to do that so that we could account for what 
assets, documents, and records we got back, and we think that we were 
entitled to the same kind of a protection when they took the assets and 
the documents away from the association this time, and I think it js 
evident when you recognize the fact that the person whom they put in 
charge of it is not familiar enough to know the type of document, nor 
what significance it might have in establishing a claim or an obligation 
payable to the association. 

Mr. Keith testified he didn’t know the difference between a mort- 
gage or trust deed, or didn’t know what a collateral pledge agreement 
was, and he had not taken caution enough to list a $7 million trust 
deed which had been receipted for. 

Mr. Houtrrerp. Well, now, what kind of receipts did they give 
you? Did they give you a receipt for the cash and the bonds—in 
other words, the liquid type of assets which you had in your vaults? 

Mr. Grecory. We got some receipts. We got a receipt, for ex- 
ample, for the U.S. Government bonds, such as we issue to the people, 
the E-bonds, and an inventory of them, so that we would know what 
they got. We had some bonds that we had redeemed. I think we 
got receipts for most of them. 

Mr. Houirtetp. You say you think you got receipts for most. Are 
you doubtful as to whether you got receipts for all the bonds? 

Mr. Grecory. Yes, I am doubtful. I am not at all sure we did, 
because they came in before our books had been closed. They were 
swarming all over the place. 

Mr. Houtrtecp. How many in this instance? 

Mr. Grecory. There were 44 within the first few minutes, and at 
2 o'clock in the morning another group—there must have been in 
excess of 25, and I think it was quite a bit more, but I do not have 
a record of those that came in. They did furnish the names to me 
of the first 50 who came in, but they said after that they had pos- 
session and it wasn’t any of my business, so I didn’t get the names of 
the additional ones. 

Mr. Houtrrecy. Now will you proceed to tell us what type of doe- 
uments and assets they gave receipts for, and what type they refused 
to give receipts for ? 

Mr. Grecory. All right. I have a copy of a receipt for the cur- 
rency and cash, checks, and drafts totaling $418,332.98. 

Mr. Horirrevp. Are these duplicates that you can furnish the com- 
mittee ? 

Mr. Grecory. Yes, sir; those are duplicates. I have a receipt— 

Mr. Moss. Well, is there a request to receive these? 

Mr. Hourrterp. Yes, I request this. I think it is important for us 
to know what kind of receipts he got. 

Mr. Moss. Is there objection? If not, the receipt becomes ex- 
hibit E-11. 
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(Exhibit E-11 appears in the appendix on p. 1016.) 

Mr. Grecory. We had one passbook that was in my possession on 
my desk at the time, that was sent to us specifically for the purpose 
of getting the passbook changed from the type of ownership it had, 
and we got a specific receipt for that one passbook. 

Mr. Moss. Is there objection? Hearing none, it becomes ex- 
hibit E-12. 

(Exhibit E-12 appears in the appendix on p. 1017.) 

Mr. Grecory. We checked out each of the tellers who had cash- 
boxes during the day, and who were checking in that night, and there 
were 26 cashboxes. Three of them were loan tellers, and 23 savings 
tellers. 

Mr. Hotirretp. These were your own employees? 

Mr. Grecory. That is the cashboxes that our own employees had 
used. The examiners counted the cash and took the boxes, and checked 
each one of them out as to the amount they had, and took the key for 
the cashbox. 

Mr. Moss. Isthere objection? That will be exhibit K-13. 

(Exhibit E—13 appears in the appendix on p. 1018.) 

Mr. Grecory. We got a photostatic copy of the bank account that 
our staff made up to send to the bank which supports the receipt for 
the cash and sch 

Mr. Moss. Is there objection? Hearing none, it becomes exhibit 
E-14. 

(Exhibit E-14 appears in the appendix on p. 1019.) 

Mr. Grecory. 1 don’t believe I gave you a receipt for the bond 

oup. 

Mr. Moss. Is there objection? Hearing none, it becomes exhibit 
E-15. 

(Exhibit E—-15 appears in the appendix on p. 1039.) 

Mr. Grecory. Now, there were three or four other receipts that 
were given to individuals for documents or cash or bonds that they 
had in their hands, but this is all the receipts that I have. 

Mr. Ropack. What was not receipted, Mr. Gregory ¢ 

Mr. Grecory. The notes, trust deeds. We were specifically for- 
bidden to make an inventory of reconveyance deeds that were ready 
for transmittal after execution, where the association had requested 
reconveyance, and the reconveyance deed had been delivered upon the 
condition the note and trust deed be returned to the trustee. 

There was quite a group of those, and we were specifically for- 
bidden to make an inventory of them, even. 

Mr. Ropack. Why was that, do you suppose ? 

Mr. Moss. What reason was given ? 

Mr. Grecory. There was no reason given. They just said if we 
touched those we would be prosecuted. I can think of only one reason, 
to embarrass the trustee or the officers because some of the officers 
of Long Beach Federal are also officers of the Title Service Co., so 
that I know no reason why they should not give a receipt or let an 
Inventory be made. If they wanted to inspect them, that was all 


2 - 
r.Ropack. You asked for receipts? 


_ Mr. Grecory. I specifically asked for a receipt and asked for an 
inventory. 
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Mr. Ropack. What was the response when you asked for receipts} 

Mr. Grecory. They said: “We don’t want to give a receipt for 
those.” 

Mr. Moss. Who said that ? 

Mr. Grecory. Mr. Konecky. 

Mr. Moss. Whois he? 

Mr. Gregory. Mr. Ault’s immediate superior. 

Mr. Scuer. That hasan unusual spelling. It is K-o-n-e-c-k-y. 

Mr. Rozack. That is right. 

Mr. Grecory. I asked Mr. Ault, I told him that we had been re. 
fused reciepts for the trust deeds and notes and the reconveyances 
executed with them, and he said, “Well, I will have to talk to some. 
body else, but I can’t get to them now,” so they never got to them, 

They agreed to give us a photostatic copy of the general ledger, 
but so far we have never gotten it. 

They refused to give us or make an inventory or permit us to make 
a copy or any detail of the $22 million plus of collections that we held 
for private individuals for the purpose of collection. 

Mr. Howirretp. Let us understand what this is. These are obliga- 
tions put in your hands for collection, and you collect them for peo- 
ple and charge them a service fee for collecting them ? 

Mr. Grecory. Approximately $12 million of them were negotiable 
documents belonging to other people, delivered to Long Beach Federal 
for the purpose of the association receiving payments, and after we 
received the payments, in most instances, the proceeds went into a 
savings account for the benefit of the person for whom we were col- 
lecting. 

Mr. Moss. Notes, trust deeds, and things of that sort ? 

Mr. Greeory. Things of that kind. 

Mr. Ropack. Mr. Gregory, you are not contending that the persons 
who appeared were failing to act in accord with Board instructions 
about receipting, are you ? 

Mr. Grecory. We were until almost 10 o’clock—it was 9-something 
when Mr. Chapman finally made a written demand upon the people 
seizing for receipt for the cash, and it was after 10 by a long way 
before we finally got the receipt, but in the meantime Mr. Dougherty 
said he had called Washington several times, and finally he told us 
that they had decided not to give any receipts, and that it was a closed 
issue at that point and there would be no receipts given. 

Mr. Ropack. In other words, there was no Board instruction, and 
there is no Board regulation governing receipts when an institution 
is seized, is that your understanding ? 

Mr. Grecory. It is my understanding that there is no specific regu- 
lation. If there is, I have never seen it. 

Mr. Rosack. So, insofar as receipts were given, they were extracted 
by some pain of effort on your part, or some benevolence on the part 
of the Board, is that not the case # 

Mr. Grecory. I walked around with that one trust deed for $7 mil- 
lion in my hand for several hours before I could get a receipt for it, 
and I refused to turn it loose unless I got the receipt. 

Mr. Rozack. What do you suppose, Mr. Gregory, is the concept or 
theory of the raiding party, since you have been raided twice by people 


coming unannounced, unexpectedly, and taking over? Is that based 
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ypon the assumption that if you had advance notice you might 
eae with valuable properties ¢ 

Mr. Grecory. I can’t imagine what their theory would be. They 
adopted the policy first that : anyone who left the property would not 
be let back in. I gota telephone call along quite late, and first they 
were not going to let me in. Then Mr. Dougherty issued instructions 
if | wasn’t back in 10 minutes, don’t let me back in. 

Mr. Rosack. You stayed all through the night, and then toward 
the end of Saturday afternoon employees of the association were still 
there with you, and then Mr. Ault, you might say, read the riot act, 
read the criminal penalties prescribed if you didn’t remove yourself ? 

Mr. Gregory. He read the criminal penalties, where if anyone re- 
fuses to give up a property to a conservator or representative in charge 
they will be prosecuted, the fine is imprisonment and a cash fine. He 
read that, called all the employees together that were left, read it to 
them and told them they had to forthwith leave the property, other- 
wise they would be prosecuted, and advised our officers of the same 
thing. 

Mr. Hottrretp. This was some 22 hours after the seizure ? 

Mr. Grecory. He had advised individually and in smaller groups 
the same thing within the first little while they were there, within the 
first 30 minutes or an hour. 

Mr. Horrrreip. Did this cause alarm and consternation among your 
employees ? 

Mr. Grecory. Obviously it would. 

Mr. Hortrietp. They were threatened, in effect, by criminal suit by 
anagency of the U.S. Government ? 

Mr. Grecory. That is correct. 

Mr. Watiuavser. Had they refused to leave? 

Mr. Grecory. No, no one had refused to leave. Everyone had been 
cooperative attempting to help find cards, help balance the books, help 
get everything in order to be sure there would be no question anywhere. 
There had been no incidents at all. 

Mr. Houirreip. But you stayed, nevertheless, for 22 hours yourself 
from the time of seizure on Friday afternoon muti late Saturday 
afternoon ; is that so? 

Mr. Grecory. That is right. 

Mr. Hortrretp. Did you have any sleep during that period of time? 

Mr. Gregory. No, sir. 

Mr. Houirterp. Mr. Gregory, you have had several heart attacks, 
haven’t you, in the last few years ? , 

Mr. Grecory. Yes, sir; I have had four. 

Mr. Horirrenp. Did they make any attempt to keep your lawyer 
from appearing ? 

Mr. Grrcory. They threatened if he left not to let him back in a 
time or two, and then they finally did without any bother, other than 
conversation. 

Mr. WatiHAuser. What is the name of the lawyer? 

Mr. Grecory. Charles K. Chapman. 

Mr. Hortrtetp. This is the same man that they tried to disqualify 
from appearing in court and representing you when you went into 
court on the request for a bond increase, was it not ? 
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Mr. Grecory. That is right. They have also tried to disqualify 
him out of the condemnation case that you folks have heard about on 
Bellehurst. They have taken the position that he has no standing in 
court and cannot represent the association or its interests. They have 
taken the same position in reference to the shareholders and their 
lawyer, that they have succeeded to all the rights of the shareholders, 
and that they cannot protect their own property or their own interest, 

Mr. Hotirrerp. Now, you haven’t told us, or have you, all of the 
types of documents which they would not give you receipts for? 

Mr. Grecory. Every type of document the association can deal 
with, such as schedules, books, records, letters, copies of letters, every- 
thing that the association had dealt with they refused to give us 
receipts for excepting for less than 10 receipts all told, and all for 
minor items other than the cash in the 1 instance. 

Mr. Houirtevp. Now, it is your policy to furnish free safety de- 
posit boxes for your customers; is it not? 

Mr. Grecory. Yes, it is. 

Mr. Ho.trrecp. That is a common custom in southern California? 

Mr. Grecory. Yes, it is. 

Mr. Houtrrexp. It is part of the competitive picture? 

Mr. Grecory. One of the competitive services that it is important 
to render. 

Mr. Ho.irrecp. Now, how many safety deposit boxes do you fur. 
nish to your customers ? 

Mr. Grecory. We had about 14,000. 

Mr. Hottrrevp. About 14,000, and, of course, you had possession of 
all of the keys? 

Mr. Grecory. No; we had the master key only. 

Mr. Houtrtetp. The master key only ? 

Mr. Greeory. That is right. 

Mr. Hottrrecp. And each one of the people who had the boxes had 
their separate keys? 

Mr. Greeory. That is right. 

Mr. Houirrerp. Did you have any discussion with them in regard 
to your capacity and your responsibility as caretaker for these safety 
deposit boxes ? 

Mr. Grecory. They were familiar with the number of boxes, and 
the occupancy. Their examiners had been through the files in minute 
detail. ‘They refused to let people into the safe deposit boxes off and 
on for a few days; some they let in and some they didn’t. 

They employed a locksmith, or expert, to drill some of the boxes— 
I don’t know which ones. 

Mr. Hourrtetp. Would it be reasonable to suppose that those boxes 
were boxes that might have belonged to you, or to your official 
family ? 

Mr. Greeory. It is possible. The boxes in which the association 
kept any securities, and it did keep some bonds and some other se- 
curities in a safe deposit box, they had the key—that was in the box 
of keys, so there would have been no occasion to drill those boxes. 
The keys were there. 

Mr. Hotirteitp. Do you have personal documents of your own in 
safe deposit boxes there? 
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Mr. Grecory. No, sir, I do not. I learned better than that in the 
first seizure. ' 

Mr. Hottrrevp. You learned better the first time. What did they 
do the first time with your personal documents ¢ 

Mr, Grecory. I had to get one of the Congressmen to go with me to 
vet my documents out. They refused to let me into the box, and 
were demanding a key to it so they could make an inventory and 
check it, and in the first instance they demanded the key without my 
being present. 

Mr. Smrru. You don’t know of them drilling any boxes that be- 
longed to your customers ; do you ¢ : 

Mr. Grecory. All I know is they employed one of the prominent 
locksmiths in Long Beach. He went there, and drilled some boxes, 
and to whom they belonged I don’t know. So far I have heard of no 
complaints resulting from the drilling. I have been listening, but 
so far I heard none. 

Mr. Moss. Maybe they struck oil. 

Mr. Grecory. I know he was hired and drilled some boxes, 

Mr. Rosack. Mr. Chairman, in view of the considerable testimony 
about the number of tellers windows, and the stafling of the windows, 
Ithink we should get from Mr. Gregory his expert testimony on his 
judgment as to whether it was necessary for handling a crowd of that 
size the first week 

Mr. Moss. I think before we do that, I would like to conclude with 
the nine specifications in order 13372. 

We have now completed item 7. Are there any further questions on 
item 7 ? 

Mr. Scuer. Mr. Chairman, I have one question. 

Mr, Moss. Mr. Scher. 

Mr. Scuer. Mr. Gregory, referring to the letter of January 5, 1960, 
from Mr. Robertson to you, was there anything contained in that 
letter which alerted you to the dissatisfaction of the Board with the 
matters contained in item 7 in the complaint ? 

Mr. Grecory. No, sir. 

Mr. Moss. We go to item 8 or (h) of the charges: 





Said association’s books and records fail to reflect its true financial condition 
and the Board is unable to ascertain therefrom whether its assets are more or 
less than its obligations to its creditors and others including its members. 

Now, has the association received supervisory letters instructing it to 
undertake any changes in its accounting procedures ? 

Mr. Grecory. No, sir, no direction at all. There have been some 
discussions. 

Mr. Moss. Are there areas where the Board and the directors of 
Long Beach are in disagreement as to items covered in the accounting 
by the association ? 

Mr. Grecory. There was one in accounting in 1957, just prior to 
selling a trust. There was quite a disagreement as to what we should 
take into income and what we should not. 

_ There was another in reference to the rate at which we could take 
Into income trust deeds and notes purchased at discounts. 
Mr. Moss. Was there disagreement on those two points between 


the position of the Board and the position of the Internal Revenue 
Service ? 











396 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Gregory. Yes, sir, there was. 

Mr. Moss. Did the Revenue Service tend to support the accounting 
methods employed by Long Beach or the accounting methods sug- 
gested by the Federal Board ? “ 

Mr. Grecory. The Internal Revenue Service—the Long Beach Fed- 
eral followed the Internal Revenue Service interpretation and diree- 
tion so far as the handling of the accounts was concerned, and in 
order to alleviate the reprisals from the Board, we sold the trusts and 
took the money in, and I believe the trust deed notes, time had suf.- 
ficiently expired and there had been sufficient payment on them that it 
is very insignificant if there is any amount left in dispute. 

Mr. Moss. What in your opinion does the Board refer to in stating 
that your books and records fail to reflect the true financial condition 
of the institution ? 

Mr. Grecory. The primary thing, I think, was Mr. Wyman, as 
we have sat in conferences and discussed, has attempted to force the 
association to come to settlement on attorney’s fees that would be due 
the association’s lawyers as a part of the litigation, and that is an 
impossibility for the reason that back in the history of the litigation 
the Attorney General representing the Home Loan Bank Board re- 
quested the attorneys to enter into a stipulation in the U.S. court to 
the effect that the courts would determine the attorney’s fees if and 
when such were ever determined. 

The stipulation was entered into in good faith and then carried on 
in good faith, and up to this point there has been no assessment of 
attorney’s fees against the Long Beach Federal. 

Mr. Moss. Is it your contention there are areas of disagreement or 
areas which can only be resolved by the courts? 

Mr. Grecory. Can only be resolved by the court, or as a result of 
compromise, which also would have to be resolved by the court for 
the reason that the only type of compromise we could make would 
be one that we would have to submit to the Board. We being trustees 
for 90,000 people cannot bind the 90,000 people without giving them 
notice and an opportunity to be heard, so any kind of settlement that 
we would make would have to be on notice to the shareholders, and 
there would have to be an adjudication that would be binding on 
everybody. 

Mr. Moss. Has there been any recently developed area of contro- 
versy between the Board and the directors of Long Beach regarding 
the method of accounting employed by the association ¢ 

Mr. Grecory. No,sir. There was 

Mr. Moss. Has there been any development which in your opinion 
might have contributed to the Board’s decision to regard this as an 
emergency situation ? 

Mr. Gregory. No, sir. 

Mr. Ho.tirtevp. Mr. Gregory, you started to say something before 
the last question. Was there any additional information you wanted 
to give the committee ? 

Mr. Grecory. The only other question that has been raised at all 
in accounting practice that has been new—and it is not really new— 
is that the examiners have tried in the last two examinations to reverse 
entries made where we have deducted amounts out of builder's ac- 
counts for the payment of their obligations rather than requiring It 
to be made by a cash payment. 
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I can see no difference between giving the builder his check and 
taking it back in cash than making a journal entry. The money is 
due the association, it is there to pay the obligation, and we have in 
some instances done that. 

It goes back to the contention of one of the understaff of the Board 
that everything had to be taken in in cash, otherwise you could not 
come into income, and that was one of the contentions on the trust, but 
those are amounts not of great significance. There can be no emer- 
gency in connection with it. 

Mr. Moss. Has the Board by letter, or verbally acted to instruct 
that you change your proce dure in this instance ? 

Mr. Grecory. No, sir. 

Mr. Moss. Are there any other areas of disagreement between the 
Board and the directors of Long Beach regarding the items con- 
tained or the procedures followed ; in accounting at the institution / 

Mr. Grecory. No, sir. Of course the understaff of the Board have 
contended that we should file monthly reports and attempted to get 
us to do that, but each time we have talked to the Board and to their 
legal counsel they have gone away from the conference without any 
instruction, and with apparently an understanding why we couldn't, 
and were unwilling to make a map t order because should they make 
the order it would give us an opportunity to try that issue as to 
whether it was a justified order or not. 

Mr. Moss. What were the issues involved in these instances? 

Mr. Grecory. Monthly reports, annual reports, and the publication 
of our statements which we were unable to do until they approved 
the accounting, or until the court approved the accounting. 

Mr. Moss. In other words, you contend that all of these other areas 
forming disagreement are dependent upon the Board permitting an 
accounting by the previous conservator of Long Beach ¢ 

Mr. Grecory. That is right. 

Mr. Moss. An accounting ordered by the courts? 

Mr. Grecory. That is correct. 

Mr. Moss. And that until the accounting is approved, it is not pos- 
sible for you to « comply with their suggestions ? 

Mr. Grecory. That is correct. 

Mr. Moss. But even in this area—let’s take this area, has the Board 
even here acted by a an visory letter to direct Long Beach to change 
its accounting pr ocedures 

Mr. Gregory. They have not. 

Mr. Moss. Neither verbally nor in writing? 

Mr. Grecory. No, sir. 

Mr. Moss. Mr. Scher. 

Mr. Scuer. Mr. Gregory, the same charge was made in order 2015 
on September 9, 1949, as follows: 

The books of said association do not correctly reflect the financial condition 
of the association. 

That same charge was made. 

Mr. Grecory. Yes. 

Mr. Scuer. But no receivership took place at that time? 

Mr. Grecory. No, sir. 

Mr. Scurr. And no action took place on that? 

Mr. Grecory. No. 
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Mr. Scuer. But this is a continuing charge that has been going on 
for many years, is that correct ? 

Mr. Grecory. That is correct. 

Mr. Scuer. In your letter of February 23, 1960, which was after 
the last letter you received from the Board of January 5, did you set 
forth the litigation going on then ? 

Mr. Grecory. Yes, sir. 

Mr. Scuer. Did you set forth the reasons for the difficulties that 
you had had over this long period of time from 1946, as a matter 
of fact ? 

Mr. Grecory. That is so. 

Mr. Scuer. And then you appended a complete pro forma state- 
ment ? 

Mr. Grecory. Yes, sir. 

Mr. Scorer. Was that, to the best of your ability, a report of your 
financial status ? 

Mr. Grecory. To the best of our ability, it was. 

Mr. Scuer. Did you receive any reply from anyone at the Federal 
Home Loan Bank Board telling you that this letter, that this citation 
of cases and problems raised, and that this accounting that you made 
was improper or insufficient ? 

Mr. Grecory. No, sir. 

Mr. Moss. Mr. Holifield. 

Mr. Houtrtep. I have no questions. 

Mr. Moss. Mr. Wallhauser. 

Mr. Warunavuser. Was there any disagreement as to the amount 
that you placed on your assets—the valuation that you placed on your 
assets as compared with the amount that the Home Loan Bank Board 
might have assessed them for ? 

Mr. Grecory. I don’t right offhand remember any instance in which 
they have revalued our assets, and yet back in my mind somewhere I 
seem to remember some statement that for slow loans they had written 
some amount down in some report, and for the life of me I don’t re- 
member where that was, but if you would like I will look for it. 

Mr. Wattuavser. I am not pressing the point. 

Mr. Moss. That would be against a reserve? 

Mr. Grecory. That would have been against a reserve, and it was 
nominal, whatever it is, but just somewhere it seems to me I remember 
seeing that phrase. 

Mr. Moss. If it was written down because of a slow loan—— 

Mr. Grecory. That is the way I remember it. 

Mr. Moss. Then it would have been against a proper reserve? 

Mr. Grecory. That is right, but it wasn’t enough for me to re- 
member it being significant. 

Mr. Moss. Would it have been enough to exhaust the reserve? 

Mr. Grecory. No, it would not. It would change the ratio or per- 
centage, but not significantly. 

Mr. Hottrrevp. On Mr. Wallhauser’s question, if I understood it 
correctly, it would include certain assets which you claimed, and I 
will name one—$5,300,000 worth of Government bonds which they 
seized from you. 

Did you or did you not claim that as an asset on your pro forma 
statement, and of course they were in disagreement with you on that! 
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Mr. Grecory. Maybe I misunderstood Mr. Wallhauser. I thought 
we were excluding the litigation matter. I thought we had discussed 
it enough to know there was disagreement in the litigation as to 
assets payable to the association. 1 was trying to reach for anything 
other than the litigation matter. 

Mr. WatiHavser. | was trying to establish why they say, and I 
didn’t think it was a question of accounting, I think it is a question 
ag | read their statement that it fails to reflect the true financial 
condition, which to me means in their opinion the real value of assets 
litigated or unlitigated. That might be the reason they make that 
charge. : Mee? obs | 

Mr. Grecory. It may be they are referring to litigation assets in 
that statement. If that is the case, then they are attempting to cir- 
cumvent the courts and prejudge the case without there being a meri- 
torious trial to which the association is entitled before they can con- 
fiseate our property. 

Mr. Wauuuauser. I wasn’t ¢ 
to arrive in my mind at an exp! 
financial condition.” 

Mr. Moss. Are there other questions on item 8? 

Going to item 9, the final item in order 13372: 


oing into the merits. I was trying 
anation of what they mean by “true 


Said association has a management which is unsafe and unfit to manage a 

Federal savings and loan association in that its management has caused the as- 
sociation to violate law and regulations and engage in unsafe or unsound op- 
eration. 
Have you in the course of the period between the return of the cor- 
poration to its directors and the date of the recent seizure had a 
supervisory letter charging you with a violation of law or regula- 
tion ? 

Mr. Grecory. No, sir. 

Mr. Moss. Have you in conferences with the Board had them raise 
the question of a violation of law or regulation ? 

Mr. Grecory. Only to the extent that we could not comply with 
the law and the regulations because of their failure to approve the 
accounting. 

Mr. Moss. Would these be the instances of the Board’s concern with 
failure to pay directly to them or to the subsidiary corporation the 
premiums for deposit insurance ? 

Mr. Grecory. That would be one. 

Mr. Moss. Would it also be the failure to subscribe to or to pay 
directly to the San Francisco bank the necessary amount for stock 
subscription ? 

Mr. Grecory. That was one. 

Mr. Moss. Are there others? 

Mr. Grecory. The only others are the filing of the reports that we 
can’t file because they do not give us the base to do it on. It is their 
responsibility in that respect. 

_ Mr. Moss. Then they have not specifically charged you with violat- 
ing either law or regulation ? 
{r. Grecory. No, sir. 

Mr. Moss. I think on the question of whether you are unsafe and 
unfit, unsound, would be a matter of opinion and that you would not 
readily subscribe to the Board’s contentions. 
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Mr. Grecory. I think there is a motive in the statement they haye 
here. I think it is just as vicious in the last of the group as they were 
in the first one. 

They knew that we had discharged our responsibility when we paid 
the money into court on the insurance premiums, but nevertheless they 
used that for the purpose of exciting the public and creating a run op 
the institution. ; 

In the last one, here, they say unsafe and unfit, which is an easy 
catchall approach to an accusation that the newspapers can pick up 
and carry, and each time that one of them speaks, as Mr. Robertson 
did here, well, the management was unsafe and unfit, with no specific 
detail as to why or how—just a real easy approach to get it published 
in a paper, and I think they have used this as a basis of character 
assassination as their last charge. 

Mr. Moss. Has the association shown a continuing pattern of 
growth, excepting for the period immediately coinciding with its first 
seizure ¢ 

Mr. Gregory. That is right, it has had a steady and consistent growth 
for the 12 years up to 1946. It had a very disastrous experience for 
the 20 months that the management was out. It immediately started 
up and consistently has gone up since. 

Mr. Moss. Has it had substantially the same management personnel 
during this period ? 

Mr. Gregory. Excepting some have passed away which have been 
replaced by others who have been with the association for many years, 

Mr. Moss. Has the association ever had to act to remove a director 
of the association ? 

Mr. Grecory. No, sir; they never have. 

Mr. Moss. Has a director of the association ever been involved in 
litigation as a result of complaint from shareholders ? 

Mr. Grecory. No, sir; excepting in the suit in 1948, the two share- 
holders who sued all of our directors, in a collusive action. 

Mr. Moss. This is following seizure ? 

Mr. Grecory. That is following seizure. 

Mr. Moss. Other than following seizure, has any such action been 
taken ? 

Mr. Grecory. No, sir. 

Mr. Moss. Has the Board ever directed the association to remove 
a director ? 

Mr. Grecory. No, sir. 

Mr. Moss. Or an officer? 

Mr. Grecory. No, sir. There has never been a claim under the bond 
in our operation. 

Mr. Moss. Has the institution been forced to write off substantial 
values as a result of lack of judgment by its management? 

Mr. Grecory. It has not written off any values in the period, except- 
ing we have one possibility that we may have to write off that was 
created by Mr. Ammann during his period of management that has 
not been settled. 

Mr. Moss. What is the amount of that? : 

Mr. Grecory. It might be 60,000 to 70,000, maybe less. We had it 
fairly close to settlement a time or two without a loss, but I am not 
sure whether it will work out or not. 
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Mr. Hoxirrecp. But at least this stems not from an action of your 
board, but from an action of a conservator during the 19 months’ 

ssession ¢ 

Mr. Grecory. That is right. 

Mr. Houirrecp. Have you paid competitive dividends during the 
time since you have received the institution back 4 

Mr. Grecory. Yes, we have. 

Mr. Hotirtetp. And prior to the seizure of the institution in 1946? 

Mr. Grecory. We were competitive. 

Mr. Moss. Well, you have been a reasonably prudent and safe 

anager. 

— I have tried real hard, sir; I really have. 

Mr. Moss. Unless there are other questions, that covers the nine 
charges contained in the order 13372, which charges formed the basis 
for the Board’s decision, already made, to seize the institution under 
emergency powers, and these items are items not related to the hear- 
ing in Long Beach on the 27%th of June, aut which time the Board 
proposes to have an examiner undertake hearings on the further ques- 
tion of the appointment of a conservator. 

The committee will examine the Board, one by one, on these charges 
and let it make its outrageous claims of privilege on each occasion. 
I want the record to be replete with the Board’s assertions. I want 
their denial of cooperation to be fully documented. 

Now, are there other questions of Mr. Gregory / 

Mr. Scuer. I have a few. 

Mr. Moss. Mr. Scher. 

Mr. Scuer. Mr. Gregory, is it unsafe or unsound to convert a Fed- 
eral home loan institution to State control ? 

Mr. Grecory. No, sir; it isnot. It could be a very decided asset to 
the shareholders and to the community. 

Mr. Scuer. Will you explain that for the record? I know we have 
gone into that under your questioning before, but why do you consider 
it an asset rather than an unsafe conduct ¢ 

Mr. Grecory. Because it would place or would have placed the 
shareholders principal and reserves beyond the seizure powers of the 
Federal home loan bank, and given them an opportunity to have had 
a distribution of their earnings up to that point, and would have 
maintained in the community an institution, a savings association 
without disruption, and without confusion as far as the community 
welfare was concerned. 

Mr. Scuer. Would your conduct in attempting to convert. bring 
about the seizure of your institution? Do you think that triggered 
the action ? 

Mr. Grecory. I think unquestionably so. I think that was an im- 
pelling factor when the conversion was so near, and when they had 
not had a settlement prior to the time, for some reason or other had 
not seen fit to make a settlement, and all of a sudden the court action 
took a turn in favor of the Long Beach Association. 

Mr. Scuer. Will you explain that, please, what court action took a 
turn in your favor which then would incite the Board to feel that 
some more drastic action was necessary ? 

Mr. Grecory. The case finally was transferred to the State superior 
court in Long Beach, after having been originally instituted in the 
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State, then having gone to the Federal court for some years it was 
returned to the State court, and the State court judge, upon a motion 
by Long Beach Federal, directed the San Francisco bank to amend its 
pleadings. 

The San Francisco bank amended. The Long Beach Federg] 
demurred to the complaint upon the grounds that they had not stated 
a cause of action in that they had not exhausted their adminis strative 
remedy. The Supreme Court had found that Long Beach Federal 
was not entitled to sue directly, but could defend. It was not entitled 
to sue directly bec ‘ause it had not exhausted its administr: itive remedy, 

The judge in Long Beach in his opinion determined that the Federal 
Home Loan Bank of San Francisco was an arm of the Federal Home 
Loan Bank Board, that it should be controlled by and under the same 
laws and the same rules as any other arm of the Federal Home Loan 
Bank Board, that it had been established as the law of our case that an 
administrative remedy should be exhausted before they had a right to 
bring suit. 

If that was the case, the suit which they brought in 1952 against 
Long Beach Federal was without merit. If the suit was without 
merit, they had no right to sue or recover, and therefore we would 
have a right to return of the bonds, and for whatever would be the 
accrual of interest on the bonds, plus the accrual of interest for the 
time the bonds were converted, or for conversion or holding of the 
bonds past the period of the tender, so that the association at that point 
would be then entitled to their bonds plus the interest. accrued, plus the 
7 percent interest for the conversion amounting to a little better than 
$10 million. 

The judge gave the San Francisco bank time in which to amend 
their complaint to allege the exhaustion of their administrative 
remedy, but thus far they have not been able to do so. 

Mr. Hoxtrtevp. So the judge applied the same rule to the Home 
Loan Bank Board that had been enptin’ to you? 

Mr. Grecory. That is right. That had been determined as the law 
of the case. 

Mr. Scuer. Now, how would the seizure affect the trend of that 
litigation ? 

Mr. Grecory. The first effort of Mr. Ault was to discharge the as 
sociation’s attorney who had been prosecuting that suit and substitut- 
ing his own attorney instead. At that point, if the judge had agreed 
to that, or if the court finally holds that that is done, he can either 
compromise, dismiss it, or do some other act. that will lose the lawsuit, 
so that it would not have to be paid or judgment couldn’t be rendered. 

Mr. Scuer. Is it true the supervisory representative in charge sue- 
ceeds to all the rights and privileges of the association ? 

Mr. Grecory. That is what the law appears to say. 

Mr. Scuer. So your conversion, why should the Federal Home Loan 
Bank Board object to that ? 

Mr. Grecory. It would have placed the association shareholders—I 
have a letter here dated August 13, 1959, from which I would like to 
read a couple of paragraphs into the record, and then maybe file it. 
It isaddressed to Mr. Robertson from myself. 

When you conferred with us on your visit to California, you were advised 


that some time ago the shareholders committee for Long Beach Federal, while 
considering steps to be taken to protect their fellow shareholders in the long 
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pending, unresolved controversy with the Home Loan Bank Board and the Home 
Loan Bank of San Francisco, requested that consideration be given to the 


<n the principal of their savings from continued hazard of reprisals 
from the supervisory personnel because of the shareholders efforts to prosecute 
their claims in the 13-year litigation. » tore te 

9. To establish a plan to distribute to the association’s shareholders the earn- 
ed jad Oi avtieeias a plan was crystallized and feasible, we would 
advise you of the details. 

Mr. Scner. Now, Mr. Gregory, you have kept the Federal Home 
Loan Bank Board advised of your planning in this direction, and there 
has been nothing secret about it; has there ¢ 

Mr. Grecory. No, sir; this is a letter concerning a conference which 
wehad in Washington wherein we said : 

Please accept our thanks to both you and Mr. Dixon for the prompt and courte 
ous interview given to Col. Harold D. Byrd, and Long Beach Federal personnel, 
including myself, in our most recent visit to your Board in Washington. We 
were sorry Mr. Hallahan was out of the city at the time and unable to be at the 
conference. At your suggestion we have summarized our discussions as follows: 

The portion I read before is part of the discussion. 

Mr. Scuer. Mr. Gregory, in the letter you received on January 5, 
1960, Mr. Robertson also discussed the problem of conversion. 

Did you get the impression from those paragraphs that there was 
any crisis involved ¢ 

Mr. Grecory. No, sir; I thought that Mr. Robertson was telling 
me that I should go to the State oflicials first and get their approval 
before I discussed it any further with the Board. 

Mr. Scuer. Again refreshing your recollection on the facts that Mr. 
Robertson said that this letter was not intended to be a formal super- 
visory letter, was there anything in those pertinent paragraphs that 
was a warning to you that the pursuance of this possible course of 
conduct was a violation of any regulation or any law and therefore the 
basis for seizure ? 

Mr. Gregory. No, sir. 

Mr. Scuer. Did you understand that this in any way would infringe 
upon the rights of the Federal Home Loan Bank Board or any of its 
subsidiaries ¢ 

Mr. Gregory. On the contrary, I heard the general counsel for the 
Home Loan Bank Board tell them that Congress had taken away from 
them the right to approve or reject the decision of the Long Beach 
Federal to convert or not to convert as it saw fit. 

Mr. Scurr. Wasn’t that decided by the Greater Delaware Valley 
case ¢ 

Mr. Grecory. That is my understanding that it was. It had been, 
but at the time Mr. Creighton made the statement he did not refer to the 
Delaware Valley case. He referred to the statute enacted by Con- 
gress, and quoted the statute at that point, and advised the Board that 
California had a reciprocal law as provided, as the statute required asa 
prerequisite to such conversion. 

Mr. Scurr. What was the date on which you delivered the check 
to the State officials pertinent to the conversion ? 

Mr. Moss. We have that in the record. 

Mr. Scuer. Was that April 5? 

Mr. Gregory. That is about right. 
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Mr. Scurr. What was the date on which the examiners, the State 
examiners came to your institution ? 

Mr. Grecory. Right following that, almost immediately. 

Mr. Scuer. And the seizure took place on the 22d ? 

Mr. Grecory. That is correct. 

Mr. Scuer. That isall, Mr. Chairman. 

Mr. Moss. We had a letter read in part, a letter of August 13, 1959, 
Is there objection to receiving that letter for the record 4 Heasies 
none, it becomes exhibit E-16. . 

(Exhibit E-16 appears in the appendix on p. 1041.) 

Are there other questions? 

Mr. Rorack. Mr. Chairman, there is one question left unanswered, 
only because of the prior interest in tellers. It would be helpful if we 
could get Mr. Gregory’s informed business judgment as to whether jt 
was necessary for those lines of people to stand as long as they did ip 
front of the institution in the noonday sun ? 

Mr. Grecory. Shall I answer the question ? 

Mr. Houirtevp. Before Mr. Gregory answers, Mr. Chairman, in view 
of the fact that Mr. Gregory has “been on the stand for several hours 
now, I want to ask him the question if he feels physically fit to 
continue ? 

Mr. Grecory. It doesn’t bother me in the slightest, Mr. Holifield, 
not in the slightest. 

On the normal business day, we maintained a dozen tellers on the 
counter to take care of the customers. With any degree of care and 
diligence at all, there would have been more than that number by 
quite a bit to take care of the number of people that were outside. 

Mr. Rosack. In other words, the number of tellers is not necessarily 
limited by the number of windows ? 

Mr. Grecory. Oh, no; we used the counter, and where there were no 
windows, we have used 23 tellers very, very readily at the same time, 

Mr. Houtrteip. That is for the purpose of accepting deposits and 
eee withdrawals? 

Mr. Grecory. Paying and receiving; that is right. 

Mr. Rorack. And do you believe that you could, you people in the 
institution could have eliminated that waiting on the sidewalk? 

Mr. Grecory. It certainly wouldn’t have been necessary anything 


like it was, the number of hours that some of them waited there, and | 


the slowness with which that line moved was just beyond belief. 

Mr. Hovirtetp. What is your estimate as to the time some of them 
had to stand in line to withdraw their funds ? 

Mr. Grecory. I have had some of them tell me it was 5 hours. | 
went by one morning and the line was forming at about 6 :20, people 
had started to form in front of the door. I think that was the second 
morning. 

Mr. Rozack. These people over the weekend had an opportunity to 
read these charges that your association management was unsound, 
and unfit and unsafe ? 

' Mr. Grecory. Yes; they had the publicity release put out by the 
Federal Home Loan Bank Board. 

Mr. Rosacx. And these words which were used in the order pre 
sumably were to be adjudicated ? 

Mr. Grecory. I didn’t get your question. 
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Mr. Rosack. These words which were used in an order, and which 
were to be a subject of determination, that is as to the unsafeness or 
ynsoundness of the institution at a subsequent. hearing 

Mr. Moss. The Chair would like to interject there that he wouldn t 
want the record to show the committee or the counsel or the staff of 
the committee recognizes in any sense that this was an undecided 
matter. That is the position of the Board. The Chair’s position is 
that this matter was decided, finally and fully decided. 

Mr. Hoxtr1etp. By the Board. 

Mr. Moss. By the Board. They found you unsafe, they were not 
charging you—they had found you, tried you, and convicted you and 
jssued an order and passed sentence on you. 

Mr. Grecory. That is correct, sir. 

Mr. Moss. I want the record to be very clear on that, because the 
Board’s contention that this is a judicial matter is one I do not sub- 
scribe to at all. 

Mr. Ronack. I didn’t mean to pass any judgment on the finality 
orany other attribute of this order. 

I merely was drawing attention to the fact that the determinations 
of the order, for whatever they were worth, were carried, were they 
not, in newspaper ads, posted on the bank windows, and recited in 
newspaper stories / 

Mr. Grecory. Which said the Board had determined. 

Mr. Scuer. In the past tense ? 

Mr. Grecory. In the past tense, that is correct; which meant to the 
public that there had been some kind of adjudication, hearing, or 
finding out of some legal process. 

Mr. Moss. And I imagine on radio, television, and it would be 
quite an item of interest to the community, and particularly to the 
90,000 persons who had accounts with the institution. 

Mr. Grecory. I had numerous people ask me how I kept the trial 
so quiet, thinking there had been a trial somewhere, and there had 
actually been adjudication. 

Mr. Scuer. As a member of the community, Mr. Gregory, just from 
your own observation, was there any amount of fear, hysteria, or 
emotional upset on the part of depositors in your institution ? 

Mr. Gregory. Yes, sir; there was. 

Mr. Scuer. Will you describe it ? 

Mr. Gregory. To begin with, the crowd stacked out into the streets 
far enough that it was hazardous to traffic. There was danger of the 
people being hit by cars. They were completely disregarding the 
automobile traflic, which is heavy on that street. The police depart- 
ment records in Long Beach show that they had to call out as high as 
15 of the local policemen to help direct the traffic around the crowd, 
and to finally get ropes and set up barricades and get the people in 
line, and there was considerable confusion in doing so. 

There were people crowding in front of others, crowding others out, 
there was that type of conduct because they had thought a determina- 
tion had been made that the management had lost all possibility of 
recovering the institution, and they didn’t know what was going 
to happen. 


Mr. Scurr. What did people say to you? 
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Mr. Gregory. Some of them asked me when the determination had WI 
been made, how I had kept the trial so quiet, what did it all meay in 
why didn’t we pay the premiums on our insurance—that that wag at 
risking the public’s funds when I shouldn’t have. If I didn’t pay the 
premiums, why didn’t they know that the premiums hadn’t been paid, ki 
When they were advised of the fact that they had been paid jy 
court, then they took the position, this is political, and if it is po | gu 
litical and you can’t compete with it and collect for us, who can? | su 
‘an’t as an individual ever enforce my claim if you as manager of tic 
our assets can’t do it and can’t protect our assets, who is there left we 
to do it? Certainly this is an unjust and unfair and dishonest—who Wi 
can we go to—if you can’t collect from them in 14 years, no one will lec 
last long enough for you to get the payment in the event you have to de 
try to enforce it by court, and that is the type of conversation, and | 
that is the type of feeling that the public had. ha 

Mr. Scuer. Does your kind of business demand confidence in the |  m; 
management of your institution ¢ 

Mr. Greeory. Yes, sir; it does. th 

Mr. Scuer. Did this in any way undermine the feeling of confidence 
in your institution ? ome 


Mr. Grecory. Yes, it undermined tremendously in the institution | 
much more than it did to the individuals who had been ousted, but it | 


undermined the confidence of the public in the institution, because ha 
they could see no way of recovering if the management in whom they th 
had confidence could not cope with the Federal bureau, how could of 
they as little individuals do so. Wi 
Mr. Scuer. The reason for a run really is the fact that they fear pe 
that they may not be able to get their money, despite the assurances! tic 
Mr. Grecory. That is correct. lay 
Mr. Scuer. That feeling of hysteria permeates the neighborhood, | 
the community, and people rush to the bank to take their money out yo 
for fear they might not get it all back, and they might get none of } th 
it back. un 
Mr. Grecory. That is correct, and I am sure—— wi 
Mr. WatiHavser. Did you reassure them as management / | 
Mr. Grecory. We did all we could, we said: Id 
Well, the papers say, they committed themselves in the papers to pay out the 
accounts. I can see no reason for an immediate problem. Certainly you have Tel 
this guarantee. If they don’t after that assurance in the paper, there won't bea } tes 
dollar left in any other institution. ‘They are impelled to pay them out if for an 
no other reason than to protect their problems, their problems would get 80 ; 
great they couldn’t cope with them if they disregarded a promise after having 4 
so publicized it. of 
Mr. Watiuauser. I suppose you told them their accounts were In- a 
sured, and so forth ? | = 
Mr. Gregory. Yes, although I had this problem with that, and our |.’ 
shareholders in Long Beach have a little different aspect toward the / tiv 
insurance maybe than they do in other places. You have to remember the 
that our shareholders as a group with their separate group witha the 
lawyer sued the Savings and Loan Insurance Corporation in 198 | Ch 
and have not yet been able to get to trial. Now, that is pretty get ° 
erally known, and in taking in accounts in the association over the a 


years we have taken it in on the base that we are insured for whatever 
it is worth, and that is the basis on which we have taken the accounts 
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without the assertion in many instances that you can rely upon the 
insurance no matter what happened. That hasn’t been our philosophy 


at all. es ; , 
Mr. WatLHAuserR. You don’t have a little sign or plaque of some 
kind 


Mr. Grecory. Oh, yes, we have the sign in the association, “Tn- 
sured $10,000 Federal Savings and Loan Insurance Corporation,” 
sure we do, but the conversations have been—and I remember one par- 
ticular person came in that had asked for a financial statement, and 
we didn’t have a financial statement we could show to the public, so I 
was called to the counter to talk to him, and I sent for the general 
ledger and showed him what the preface was in the front, which 
described all the litigation, and he asked me to explain it. 

I told him why we couldn’t make the financial statement, that we 
had some suits that hadn’t been settled, the accounting hadn’t been 
made, that we had been seized before. 

He said, “I am a lawyer and I can understand why you can’t make 
the financial statement; I would give you the same advice.” 

He asked if we were insured, and I said, “For whatever it is worth, 
weare insured.” 

He said, “What do you mean ?” 

I said, “We sued the Insurance Corporation in 1948, and so far we 
haven’t been able to collect or get to trial on it. They defended upon 
the basis that Congress did not establish an agent upon whom process 
of service should be made. We don’t think Congress intended it that 
way. We think the insurance was intended for protection of the 
people, and we think that ultimately Congress will correct this par- 
ticular situation, but as of the moment they can pick and choose which 
lawsuits they will accept or reject.” That was about 1952. 

The gentleman turned around to this wife and asked, “What do 
you think?” and she said, “I would like to leave our money here, it is 
the first time we got an honest statement about the insurance,” and up 
until a short time prior to the seizure their $9,000 had still been 
with us. 

Mr. Watiuavser. I have no further questions of Mr. Gregory, but 
Ido have one of you, Mr. Chairman. 

You will recall that yesterday I asked—and Mr. Gregory just 
reminded me of it—I requested that Mr. MacGuineas be allowed to 
testify to the legal matters about which Mr. Gregory has testified, 
and you said you would consider whether or not to grant the request. 

Mr. Moss. It is the plan of the committee to go thoroughly into all 
of the legal questions after we have concluded with the Board. I pro- 
pose at that time to hear from Mr. MacGuineas. I don’t know how 
long that will take us to reach him. 

_Mr. Horrrmrp. I might point out Mr. MacGuineas is a representa- 
tive of the Department of Justice. The Bank Board pays lawyers 
and counsel, and the lawyers and counsel of the Bank Board advise 
the Bank Board, and I would like to say at this time that I want to 
reserve judgment as to whether I should object or not to Mr. Mac- 

uineas appearing before this committee on this particular matter. 

_ Mr. Moss. The Chair of course would have to check the question of 
jurisdiction. 
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Mr. Hottrtrerp. If he formulated this order, that is one thing; but 
if it was formulated by the Board’s legal staff, then it becomes another 
matter. 

Mr. Waxtiuavser. It wasn’t on that question, Mr. Holifield, that | 
was making the request. My request was that he be allowed to testify 
on the legal steps that have been taken by the Bank Board up until 
now, excluding the present situation about which Mr. Gregory has 
been testifying. Ihave no other idea than that. 

Mr. Moss. Well, of course the Chair will have to check the question 
of jurisdiction. 

Mr. Wattuauser. In the testimony somewhere I was told he repre. 
sented the Home Loan Bank Board in its various legal steps through 
the years. 

Mr. Houtrrextp. There is no doubt he was connected with them in the 
litigation, there is no doubt about that. 

Mr. Chairman, I would like, if I might, to ask two or three questions, 

Mr. Gregory, did you and some of your board of directors meet 
with the Home Loan Bank Board on or about June 1959? 

Mr. Greeory. June 1959? Is was June or July that Mr. Robert- 
son came to California, and visited the Bellehurst property. 

Mr. Houirretp. You have no recollection of meeting with him in 
June of 1959 in Washington, then ? 

Mr. Gregory. I would have to look at my file. I very well could 
have. 

Mr. Hortrrerp. On or about that time, did you discuss with Mr, 
Robertson or other members of the Board the possibility of conver- 
sion to a State mutual association ? 

Mr. Grecory. Yes, sir, we discussed that with Mr. Robertson when 
he was out there, and on the way back from the Bellehurst property 
to Los Angeles I advised him as soon as the matter had been formu- 
lated further that we would advise him. 

We did so advise and came back to Washington in August. 

Mr. Hottrtevp. It was in August, then. 

Mr. Grecory. At least it was the August letter that confirmed the 
conference, and I have forgotten the date of the conference. 

Mr. Houtrtevp. Maybe I can recall to your mind an event that may 
have occurred at that meeting in August. 

During the course of discussion of the conversion, do you recall 
Mr. Creighton, counsel for the Board, telling the members of the 
Board that they had no way to oppose conversion ? 

Mr. Grecory. I think that was a later meeting, the one that was 
in the latter part of October or December. 

Mr. Houirtetp. And you had a meeting in August and October! 

Mr. Grecory. That is correct, and that was at the later meeting 
where the statement 

Mr. Hoxirtexp. It is not important as to the time, so I will remove 
that part of my question as to the specific date of this conversation, 
but I would ask you in this way—did you have a conversation with 
the Board about conversion, and at that meeting with Mr. Robertson, 
or some members of the Board, was Mr. Creighton present and did 
Mr. Creighton inform the Board at that time that they had no way to 
oppose conversion ? 

Mr. Grecory. That is correct, although he said 
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Mr. Hotrrietp. Although he said what? 

Mr. Grecory. He said that Congress had taken away from the 
Board the right to approve or disapprove, but they could probably 
find some other way. 

Mr. Houtrretp. Was Dr. Husband of the Savings and Loan Insur- 
ance Corporation present / 

Mr. Grecory. He was. 

Mr. Houirieitp. And what remark did he make? 

Mr. Grecory. He made a remark that he would seize the associa- 
tion right now if he could. 

Mr. Houtrtetp. Did he say why ? 

Mr. Grecory. I think he started off with a statement that he would 
cancel the insurance right now if he could, and Mr. Creighton said: 

That’s what they would want you to do, for that would put them right back 
in court. 
and then he said he would seize it now, if he could. 

Mr. Horirreitp. And then did Mr. Creighton say, in words to this 
effect, maybe there is another way ? 

Mr. Grecory. He said that prior to Dr. Husband’s statement. He 
said : 

We could probably find some other way, if it is necessary. 


Mr. Moss. Are there further questions ? 

Mr. Gregory. Mr. Chairman, may I file with the committee the 
report to our board of directors just prior to adopting the resolution 
for compromise which has heretofore been filed, and I reserve the 
right to file with it the balance of the minutes of the meeting? 

Mr. Moss. Is there objection? Hearing none, it will become exhibit 
E-17. 

(Exhibit E-17 appears in the appendix on p, 1044.) 

Mr. Grecory. Attached to that is a letter of interpretation which I 
wrote the Board at a later date, so both are there. 

Mr. Moss. If there are no further questions, Mr. Gregory, the com- 
mittee expresses its appreciation for your appearance here. We are, 
Ithink, through with our examination of you. 

The committee will now adjourn until 2:30 tomorrow afternoon, 
when we will resume our examination of the Board. 

Mr. WattuaAvser. In this room? 

Mr. Moss. In this room. 

Mr. Houirmeip. Mr. Chairman, I would ask that Mr. Gregory stand 
by for any matters that may come up during the questioning of the 
Board, as there may be new matters come up from the questioning 
of the Board which might require additional information from Mr. 
Gregory or matters which at the present time we know nothing about. 

Mr. Moss. Are you asking the Chair to hold Mr. Gregory under the 
subpena for an indefinite period ? 

Mr. Horirrerp. I ask that he be held under the subpena until re- 
leased by the committee. 

Mr. Grecory. That is all right. 

Mr. Moss. You are on notice. 

(Whereupon, at 6:12 p.m., the subcommittee recessed to reconvene 
at 12:30 p.m., Wednesday, June 15, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


THURSDAY, JUNE 16, 1960 


House or REPRESENTATIVES, 
SrectaL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met at 2 p.m., in room 100—B, George Washington 
Inn, Hon. John E. Moss (chairman of the subcommittee ) presiding. 
Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. W allhauser. 
Also present: Herbert Roback, subcommittee staff; and Jacob 
Scher, subcommittee counsel. 
Mr. Moss. The subcommittee will now be in order. 
We will resume our hearings with Mr. Robertson, if you would take 
the stand. 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY WIL- 
LIAM J. HALLAHAN, BOARD MEMBER; THOMAS H. CREIGHTON, 
JR., GENERAL COUNSEL; EDWARD E. SLOANE AND SIMON H. 
TREVAS, ATTORNEY-ADVISERS; JOHN M. WYMAN, DIRECTOR, 
DIVISION OF SUPERVISION; AND LAWRENCE M. WALTERS, AS- 
SOCIATE DIRECTOR, DIVISION OF EXAMINATION 


Mr. Moss. We are going, this afternoon, to go over the nine charges 
in Order 13372, one by one. 

Mr. Scuer. Mr. Robertson, the first charge was, in the Board 
Order No. 13372: 

The association— 
meaning Long Beach— 


has failed since 1947 to pay to the Federal Savings & Loan Insurance Co. the 
premium charges as provided by law for insurance by that Corporation of the 
accounts of the association’s shareholders. 

Do you know, as a fact, that the association failed since 1947 to 
pay the premiums alluded to ? 

Mr. Rorertson. Well, that question involves factual matters which 
in my opinion will be involved in the charges in the pending admin- 
istrative proceedings, and I must respectfully decline to answer for 
the reasons set forth in the original statement. 
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Mr. Scurr. Mr. Chairman, in a colloquy with Mr. Hoffman, Mr 
Robertson very eagerly discussed problems of insurance premiums 
and without even arguing the question of privilege. He can’t at one 
time discuss the problem and at another time assert that privilege— 
that means that he is playing a game of “Now you see it, now yoy 
don’t.” 

I request that he be ordered to answer the question. 

Mr. Moss. Mr. Robertson, the question was, Do you know whether 
the association has failed to pay its insurance since 1947, for any part 
or all of that period ? ; 

Mr. Ropzerrson. As I said before, Mr. Chairman, that is a question 
which will be involved in the administrative hearing. 

Mr. Moss. The Chair instructs the witness to answer the question 
as to whether or not during any part of that period insurance 
premiums were paid. 

Mr. Rosertson. I must respectfully decline to answer for reasons set 
forth in the statement. 

Mr. Moss. Mr. Robertson, when did the Board first learn of a 
delinquency or a failure or refusal to pay any insurance premiums? 
Did it learn it in 1948 ? 

Mr. Rozertson. I do not know. 

Mr. Moss. Did it know it in 1949? 

Mr. Rosertson. I do not know. 

Mr. Moss. Did it know it in 1950? 

Mr. Rosertson. I do not know. 

Mr. Moss. Did it know it in 1951? 

Mr. Ropertson. I do not know. 

Mr. Moss, Did it know it in 1952? 

Mr. Rosertson. I don’t know. 

Mr. Moss. Did it know it in 1953? 

Mr. Rosertrson. I don’t know. 

Mr. Moss. Did it know it in 1954? 

Mr. Ropsertson. I don’t know. 

Mr. Moss. Did it know it in 1955? 

Mr. Rosertson. I don’t know. 

Mr. Moss. Did it know it in 1956? 

Mr. Rosertson. After 1956, I shall have to assert my privilege. 

Mr. Moss. Do you mean that the question of whether the Board had 
knowledge that the insurance payments were made or not made is a 
matter of privilege ? 

Mr. Ropertson. My knowledge of it. 

Mr. Moss. Your knowledge—whether or not you knew of a delin- 
quent condition, whatever the causes, is that a matter of privilege? 

Mr. Rosertson. I don’t know, sir, where the privilege begins— 

Mr. Moss. Well, you are claiming it 

Mr. Rozertson. And ends. 

Mr. Moss. You have got to know. 

Mr. Roserrson. I am claiming that the matter of nonpayment of 
premiums is a matter 

Mr. Moss. I asked you when you first became aware of it. You 
have said that in each of the years 1947 to 1955 that you don’t know. 
Now we reach 1956, and you say that 1956 for some strange and tor- 
tured reason is privileged. Did you know in 1956? 
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Mr. Rosertson. I still maintain my privilege, sir. 

Mr. Moss. Did you know in 1957 ¢ _ 

Mr. Rosertson. I still maintain my privilege. 

Mr. Moss. Did you know in 1958 ? 

Mr. Rosertson. Well, I would say that the charges speak for them- 
.* Moss. Oh, the charges don’t speak anything. I am asking you 
a question, and you can respond to it. Did you know in 19587 

Let me say that the charges appear to have a peculiar contradic- 
tion to your statement. You have testified that in ach of the years 
from 1947 up to the point where you raised privilege in 1956 that you 
didn’t know whether or not they were delinquent for any reason, 
that you didn’t know—that is, your statement repeated on the record 
after each and every inquiry by me. You didn’t know. And yet you 
say the charges speak for themselves. 

‘Well, now, let’s see what they say. 

“Said association has failed since 1947 to pay the premium charges 
for insurance of the association’s accounts.” 

That is an order of the Board, of which you are Chairman, and you 
don’t know—solemnly stated under oath that you don’t know. 

Mr. Rosertson. Mr. Chairman, you asked the question whether I 
knew in those various years. I did not know in those years. 

Mr. Moss. Well, I would say it is most imprudent of you to put 
your authority on the line to join in causing an order to be issued 
making an assertion that such was the case when you didn’t know. 

Mr. Rosertson. Mr. Chairman, I understood your question to say, 
“Did I, in those years, know?” I did not. I was not on the Board. 

Mr. Moss. Oh, now, I asked were they delinquent in 1947, were they 
delinquent in 1948, were they delinquent in 1949, and I went on in each 
year, and you said you didn’t know, and I am perfectly willing to have 
the record so state. 

Now, do you know at this time—do you know at this time whether 
item (a) isa true statement ? 

Mr. Rorertson. That is a charge which we made and which we 
believe to be true. 

Mr. Moss. Do you believe it to be true? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. You believe it to be a true statement that since 1947 
this has been the condition. 

Now, has the Board issued a supervisory letter on this at any time 
to your knowledge ? 

Mr. Rozertson. I must ask Mr. Wyman. 

Mr. Wyman. I don’t recall that that was true. However, the matter 
of insurance premium was something outside my jurisdiction, so far as 
collection of the premium was concerned, but I don’t know, frankly, 
whether there was any letter, for sure—I don’t know whether there was 
or not on that particular matter. 

Mr. Moss. You were in charge of supervision 2 

Mr. Wyman. Yes. 

Mr. Moss. If it failed to pay its premiums, this would be a matter 
of cognizance in your office; would it not? 


Mr. Wyman. We would become aware of that through examination 
reports, yes. . 
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Mr. Moss. And having become aware of it through examination 
reports, and having the responsibility for supervision, some action 
would be taken. 

You previously testified that there were five supervisory letters sent 
to this institution under the dates of February 16, 1959, June 21, 1954, 
December 7, 1954, August 21, 1958, and June 26, 1959. Those ant the 
supervisory letters se nt to this institution. 

My question is, Were any supervisory letters directed to the insti- 
tution on the matter of delinquency or failure to pay insurance pre- 
miums from your office ? 

Mr. Wyman. Mr. Chairman, I would have to look at these letters 
to make certain. 

Mr. Moss. By all means, look at them. 

Mr. Wyman. I don’t find anything in this correspondence which 
so indicates. 

Mr. Moss. You previously checked your files and testified that these 
were the supervisory letters. 

Are those the letters you have just looked at in an effort to determine 
whether a supervisory letter was directed to this institution on the 
matter of its failure to pay to the Insurance Corporation the neces. 
sary premium charges? 

Mr. Wyman. I would have to answer that question—to answer it 
intelligently, I would have to answer in an explanatory manner as to 
proc edures which are follow ed. 

Mr. Moss. Well, let’s first establish whether one of these letters dealt 
with this problem. 

Mr. Wyman. None of the letters to which you referred there a 
moment ago—— 

Mr. Moss. Well, we went through a very lengthy period the other 
day to establish what supervisory letters were, and we determined 
that they had three ingredients in common, or characteristics In com- 
mon if they were a supervisory letter, and then you testified that these 
were the ones reflected in your files as being supervisory letters. 

Now you have said that the supervisory letters did not deal with the 
question of insurance premiums, and that is all the information I 

desire at this point. 

Did you hi op knowledge, Mr. Robertson, as to whether or not the 
association had tendered sums into a court register to cover insurance 
premiums ? 

Mr. Roserrson. That also involves factual matters embraced in the 
charges. 

Mr. Moss. Of course, it involves factual matters—of course it in- 
volves factual matters. That is what I am here for, to get the facts. 

Mr. Rogertson. Those facts are matters that will be de ‘veloped— 

Mr. Moss. Did you know it? Were your examiners sufficiently 
alert to pick - from the books of the corporation the simple fact that 
a payment had been tendered into court ? 

Mr. Roserrson. That is a matter on which I wish to claim privilege. 

Mr. Moss. That is the most ridiculous claim of privilege, sir, that 
T have ever heard. It isa fact. Wecan determine it so easily. We 
have determined it. 

We can call the court. How ridiculous can you be? We can call 
the court, and they will tell us—it is a matter of record, and you tell 
me that you have a privilege on that ? 
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Mr. Rosertson. If it is involved in the charges 

Mr. Moss. If it is. 

Mr. Rozertson. Then I am claiming privilege. 

Mr. Moss. It is involved in a fact accomplished, an act taken, an 
order issued. I don’t know what kind of game you are playing. 

Mr. Rozerrson. It is my opinion that that is a matter that will be 
involved in the administrative hearing. 

Mr. Moss. You are going to have an administrative hearing on the 
question of appointment of a conservator of the institution. This 
committee is inquiring into the action taken in appointing a super- 
yisor in charge, we are not inquiring into the appointment of a con- 
servator. 

Mr. Rozertson. The question of whether or not a conservator should 
be appointed depends on facts developed in the hearing, and this is 
one of the charges. 

Mr. Moss. Oh, of course, it depends on the facts developed in a hear- 
ing on a different order, order 13440, which is not before the committee 
for inquiry at this time. 

Mr. Rovertson. But which we maintain is mentioned in the order 
appointing ' ; 

Mr. Moss. It isn’t mentioned, because you are not going into the 
question of emergency there, you are going into the question of the 
appointment of a conservator under conditions which are not emer- 
gency in nature. This is an action that you took under a different 
proceeding. ‘This is not a judicial process here of determining an emer- 
gency. It hasn’t any of the characteristics of a judicial proceeding, 
and even if it had, you have issued your order, you have made your 
decision and handed down your verdict. 

Mr. WatitHavser. Mr. Chairman, may I respectfully suggest that 
it appears to me the witness does not wish to answer the question, and 
we move on to the next question. 

Mr. Moss. Mr. Wallhauser, let me respectfully suggest that when 
people come before the committees of Congress, it is not a matter of 
what they wish and what they do not wish. 

Mr. Watuuauser. Oh, I agree with that. 

Mr. Moss. There are a great many of them who don’t wish. Some 
of them have been given a lot of publicity because they take the fifth 
amendment. 

Mr. Watiuauser. I merely suggest you ask him a blanket ques- 
tion—— 

Mr. Moss. If I am going to let him call the tune on this committee, 
then I surrender the authority and the responsibility I have as a 
Member of Congress, and that I am not going to do until my people 
take it away from me. 

Mr. Watinauser. I was not suggesting that. I would merely sug- 
gest you ask one blanket. question—— 

Mr. Moss. Oh, I am not going to make it that easy for him. 

Mr. WatuHauser. To determine whether he will or will not answer 
the question, so we can move on with other parts—— 

Mr. Moss. He has so opened his question of privilege, if it existed, 
that it has been demolished, and I repeat. that—properly advised, you 
by your own admission have discussed every item on this. You have 
written about it, you have testified to the correspondence, and in an 
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exchange with Mr. Hoffman the other day you discussed it—you dis. 
cussed the whole thing, and if you had a privilege it was wiped away 
by ee Rete ie reee 

Mr. Roszerrson. I didn’t discuss the facts at Long Beach with Mr. 
Hoffman, sir. 

Mr. Moss. It is the opinion of the Chair that you did. 

Mr. Scuer. Mr. Robertson, referring back to your January 5, 1960 
letter you wrote to Mr. Gregory as follows: : 

There are actions you could have taken to demonstrate your intention to Op 
erate the association in accordance with law and regulations. One of these 
would have been to pay your insurance premiums into the Insurance Corporg. 
tion. Your shareholders have been having the protection of insurance, Ye 
the Corporation does not have the premiums or the income therefrom, 

Now, sir, I ask you is that statement correct that the shareholders 
ive been having the protection of insurance é 

Mr. Ropertrson. Yes. 

Mr. Scuer. They were protected ? 

Mr. Roserrson. They were and are. 

Mr. Scuer. Then if they were protected, what was the emergency 
to cause a seizure ? 

I ask you, sir, only about the emergency. 

Mr. Rosertson. That is one of the questions which will be involved 
in the administrative hearing. 

Mr. Scuer. How will the emergency nature of the protection of in- 
surance to the shareholders as of January 5, 1960, be involved in the 
administrative hearing ? 

Mr. Rosertson. The question that will be involved is whether or 
not the association paid the premiums to the Insurance Corporation. 

Mr. Scuer. I understand that, but I am asking you whether or 
not the protection of the insurance existed as of the time you wrote 
this letter, and whether or not that was pertinent to the question 
involved in the administrative hearing ? 

Mr. Rozertson. The insurance was and still isin force. 

Mr. Scuer. When the insurance still is in force, where does the 
emergency arise—not on whether or not the shareholders are insured, 
is that right? It is a question of whether or not there had been pay- 
ments made into the Insurance Corporation, is that correct? 

Mr. Rosertson. That isthe question. 

oe Scuer. Now, isn’t that a matter of litigation—by that I mean, 

,isn’t it before the courts ? 

” SR nadeaasie There is litigation before the courts. 

Mr. Scuer. In that litigation, did Long Beach pay into the court 
certain sums? 

Mr. Rosertson. Yes; they did. 

Mr. Scuer. Oh, then, you were aware of this, sir, of the payments 
by Long Beach of deposits toward the premiums on insurance! 

Mr. Ropertson. As I recall, I said so in my letter. 

Mr. Scuer. Oh, no, sir, I want to correct you. There is nothing in 
the letter about the payment of premiums on deposit with the courts. 

Mr. Chairman, I would like to have the record show that in all 
these colloquies, the witness is being fully advised by counsel, so we 
won’t have to repeat that observation. 

Mr. Moss. The record will soshow. 

Mr. Sioane. Is this improper ? 
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Mr. Scuer. No. os 

Mr. Moss. The Chair will always caution when there is impropriety. 
J will say it is not completely within the rules, but the Chair is 
inclined to be indulgent. 

Mr. Roserrson. One of the questions to be determined is whether 
or not amounts paid into court are proper payments to the Insurance 
Corporation. Eat : 

Mr. Scuer. That will be determined on the administrative hearing 
for the appointment of a receiver or conservator, is that correct, sir? 

Mr. Ropertson. I hope so. 

Mr. Scuer. Are you therefore saying in your charge, the first 
charge here about the premiums, that there was an insufficient amount 
of payments paid at the time of the seizure, paid into court? We 
are not asking you about the hearing, we are asking you about the 
seizure. 

Mr. Rosertrson. I think that again is a factual matter to be de- 
termined at the administrative hearing. 

Mr. Scuer. Let me say this so you will clearly understand. In- 
cidentally, is that hearing—the hearing of June 27—going to be an 
open, public hearing ¢ 

Mr. Ropertson. Well, that was our plan. 

Mr. Moss. Let me congratulate you. I don’t know how you are 
going to keep all these things secret. I hope that the institution is 
given some knowledge of the substance behind the charges in order 
13440, 

Mr. Rozertrson. Perhaps it should be changed to a closed hearing. 

Mr. Moss. Now, that would not be my suggestion, sir, but if you 
want to have another kangaroo court procedure, you certainly could 
doitthat way. 

Mr. Scner. Mr. Robertson, I am questioning you on your charge, 
under the first charge under order 13372, and I am asking you whether 
or not you had determined that the payments into court were insuffi- 
cient to such an extent that they supported the charge that was the 
foundation for the seizure of this institution ? 

Mr. Rozertson. I don’t know—— 

Mr. Scuer. But you signed the seizure order, didn’t you ? 

Mr. Rozertson. But those facts as to whether or not those pay- 
ments were sufficient and proper is something to be determined at the 
administrative hearing. 

Mr. Scuer. Then you didn’t determine it at the time of the seizure, 
did you ? 

Mr. Moss. He said he didn’t know, so he obviously couldnt’ have. 

Mr. Scurr. Will the witness respond, please? 

Mr. Ropertson. If I understand the question—— 

Mr. Scuer. Will you repeat the question ? 

(Question read.) 

_Mr. Rozertson. Well, we determined that the Insurance Corpora- 
tion had received no moneys since the date. 

Mr. Scurr. But I was asking you, sir, whether you had determined 
that was an insufficient amount of money on deposit with the court 
tocover the insurance payments ? 


Mr. Rozertson. That again is a matter that will have to be deter- 
mined at the hearing. 


59258—60—pt. 128 











418 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 





Mr. Moss. Had you determined it? Mr. Robertson 

Mr. Rosertson. No. 

Mr. Moss. I know, you said “no” before, and I believe you, but I 
again want to emphasize to you precisely what we are inquiring int, 
because I take a very serious view of the Board’s attitude in this 
matter, and their extreme reluctance to comply with the lawful yp. 
quests of this committee. 

We are inquiring only into the factors of emergency, because they 


relate to a determination made by the Board, not one to be made, byt | 
one already made, a determination made by the Board forming the | 


basis for their action in causing order 13372 to issue appointing a 
supervisor in charge. 

‘his action is now complete. You didn’t hold a hearing on it, yoy 
didn’t make charges and permit response, you didn’t weigh evidence 
on both sides, you acted summarily—but you did act, and you did 
issue an order. That is the narrow area of inquiry before this 
committee. 

We are not asking about the additional charges, the amplification 
of charges contained in 13440 which calls for a hearing before an 
examiner on June 27. That is not what we are inquiring into, so as 
we ask you these questions we are asking about an action taken and 
a decision made, and I just want you to have a full understanding that 
that is what we are asking about. 

Mr. Scuer. Mr. Chairman 

Mr. Rosertson. Excuse me a moment. 

Mr. Scuer. We will wait 

Mr. Moss. No, we won’t there, because there is no question. 

Mr. Scuer. The January 5 letter continues by saying : 








This is hard to understand since in March of 1954 the Board agreed to accept 
immediate payment of so much of the premium as was based on share liability 
and other disputed creditor liabilities, the Corporation and the association re 
serving their respective position as to the remainder of the premiums claimed 
to be due by the Corporation. 

Now, sir, I ask you, first of all, what happened between 1954 and 
the issuance of this seizure order to create an emergency on this 
charge / 

Mr. Ropertson. That, again, is one of the factual matters that will 
have to be developed at the ‘administrative heari ing. 

Mr. Scuer. You recognize, of course, that this was a matter pending 
since 1954, is that correct? You said in your letter that this matter 
was pending since 1954. 

Mr. Stoane. Are youspeaking of insurance premiums? 

Mr. Moss. Let the witness answer. He is the one we want to 
have 

Mr. Roserrson. I don’t understand. The whole matter has been 
pending, according to the charges, since 1947. 

Mr. Scuer. Now, there must have been some substantive change to 
have created an emergency, is that correct? 

Mr. Rogerrson. The continuation of the same situation. 

Mr. Scuer. The mere continuation of the same situation would 
create an emergency, is that what you are saying ? 

Mr. Rogertson. W ell, that as I say, these are facts which should 
not be discussed in our opinion, should not be discussed here pending 
the administrative hearing. 
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Mr. Scuer. I am not asking you about the specific evidence at this 
point. Lam merely asking you on the question of emergency whether 
there Was any substantive “chs ange in the situation since 1947, or since 
1954? ‘ 

Mr. Ronertson. That is a matter which I decline to discuss. 

Mr. Moss. Well, you can’t decline to discuss it. 

Mr. Rozertson. I assert our judicial privilege. 

Mr. Houirtrevp. Mr. Robertson, do you have confidence that you are 
being advised right by your attorney, Mr. Sloane, in this matter of 
refusing to: answer questions ? 

Mr. Ropertson. Yes. 

Mr. Hotirretp. Do you have confidence that you have been advised 
right by Mr. Creighton ? 

Mr. Rozerrson. Yes. 

Mr. Houtrrevp. And the other gentleman on this matter ? 

Mr. Moss. Mr. Trevas. 

Mr. Ropvertson. Yes. 

Mr. Scuer. Mr. Chairman, I just want to repeat the question, be- 
cause this question may develop into something more, and I want to 
be sure that we know what we are being refused. 

Mr. Smiru. Before you go on, might I interrupt? 

Mr. Scuer. Yes. 

Mr. Smiru. On this question " was just asked you, Mr. Rob- 
ertson, I was just wondering, Mr. Creighton and Mr. Sloane, are 
they under civil service, or are you ice to choose whom you want for 
your legal counsel—can you ch: ange, or what is the situ: ition 2 

Mr, Ropertson. Answering you first, they are under civil service— 
oh, 1 am mistaken, I am sorry. I thought they were. 

Mr. Crricuton. Mr. Chairman, I have no civil service status. I 
have been in the Government some period of time, but I have no status 
other than- 

Mr. Smiru. Under the law, is Mr. Robertson free to change coun- 
sel whenever he wants to ? 

Mr. Cretcuton. I presume the Board members are free to get what- 
ever General Counsel they want, yes. 

Mr. Smirn. All right, now, going below General Counsel, is the 
Board free to change the staff of the Counsel whenever they want to, 
just according to law is what I am asking? 

Mr. Creicuron. If they have civil service status, they can’t be dis- 
charged or demoted from their present g grade which they hold unless 
itis in accordance with the civil service 

Mr. Smirn. And you don’ t have civil service status, sir? 

Mr. Cretcuron. No, sir, I have never had civil service status. 

Mr. Smiru. Does Mr. Sloane have civil service status ? 

Mr. Cretanron. It is my belief that he does. 

Mr. Stoanr. My belief is the same, that I do, but I wouldn’t swear 
to it. 

Mr. Smirn. Then the Board is not free to ch: ange you unless they 
go through the procedures as to discharge, cause, and so forth? 

Mr. Stoanr. I re ally don’t know what you mean by change me, sir— 
do you mean disc harge me? 
time, I believe. 


Mr, Sarr H. But they are subject to the civil service regulations and 
aws? 





They can discharge me for cause at any 
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Mr. Stoane. To the best of my knowledge, I believe they are, sir, 

Mr. Smiru. Then this ability to change counsel as you please—anq 
I am talking about the Board as a whole, now—goes only to the gep. 
eral counsel, is that correct 4 

Mr. Rozertson. So Mr. Creighton says. It is not a matter that we 
have considered, so I don’t know. 

Mr. Smrru. What about Mr. W yman? Is the Board free to change 
Mr. Wyman if they wanted to, and get someone different there? 

Mr. Rozserrson. Are we free to fire you 4 

Mr. Moss. Mr. Wyman, are you civ il service ? 

Mr. Wyman. I have civil service status, yes. My position ig an 
exempt position, however. 

Mr. Moss. Yours is an exempt position ? 

Mr. Wyman. Schedule C, I believe they call it, but as an individual 
I have civil service status because of long years of service. 

Mr. Moss. In your present position 

Mr. Wyman. The position itself is a schedule C position. 

Mr. Smiru. Mr. Robertson, my purpose is this, obviously with 
4,000 banks, if that is how many there are 

Mr. Rogsertson. More than that. 

Mr. Smiru. You have a big job, and you are going to have to rely 
upon the top echelon of your advisers. My purpose in asking is to 
know whether you are free to choose the top echelon of advisers under 
the law. 

Mr. Rogserrson. From what Mr. Creighton has said, we would be 
free to change him. 

Mr. Smrru. Then you don’t feel that you have been hampered at 
all in getting the kind of advisers you wanted from time to time by 
any laws or tegulations? Is that true? 

Mr. Rozerrson. I would assume that were true if we were dissatis. 
fied with Mr. Creighton. 

Mr. Smrru. What I mean is as a matter of personal opinion, do you 
have enough latitude in choosing your top echelon of advisers! 

Mr. Rozertson. That is a very difficult question. I suppose we are 
limited to a large extent by civil service. 

Mr. Smiru. Let’s put it this way, then: The top advisers that 
you have now, are they your choice in fact ! 

Mr. Rosertson. They were here when I came on the Board. Ther 
have been no changes since I came on the Board. 

Mr. Smirn. And the reason that they are still here is not connected 
with any lack of latitude under the laws to change, is that true? 

Mr. Rosertson. There are some of them it would be very difficult 
to change. I am not an expert on civil service and what would ke 
necessary to remove an employee from duty—I don’t know. 

Mr. Swirn. But as to these employees, you have not wanted to 
change them—they are your choice, is that correct ? 

Mr. Rozertson. They were there, and we have not found suflicient 
reason to replace them. 

Mr. Houirrevp. Mr. Chairman, I am sorry—and I don’t mean this 
disrespectfully, but I don’t know the gentleman’s name in the brown 
suit. 

Mr. Moss. Trevas. 
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Mr. Hortrtetp. Could I ask the same question of you, are you a 
civil service status employee? 

Mr. Trevas. Iam, such as attorneys have. 

Mr. Houtrrevp. You are an attorney on the Board ? 

Mr. Trevas. That is right. 

Mr. Hortrretp. What is your classification ? 

Mr. Trevas. GS-14. 

Mr. Hottrreip. And how long have you been on this particular job? 

Mr. Trevas. I have been on the Board since 1956. I have been with 
the Government since 1934, with the HOLC until 1951, the Office of 
the Administrator of Home Finance Agency 1951 to 1956. 

Mr. Hourrtetp. And then you came with the Board ? 

Mr. Trevas. Then I came with the Board. 

Mr. HottrreLtp. What is your position with the Board ? 

Mr. Trevas. Attorney-adviser. 

Mr. Hourrietp. Mr. Creighton is General Counsel. 

Mr. TrevAs. And I am a member of his staff. 

Mr. Horirietp. Mr. Sloane, could you tell us what your background 
is? Youare an attorney. 

Mr. Stoane. Yes, sir; on the staff of the General Counsel. 

Mr. Houirretp. When did you graduate from school ? 

Mr. Stoane. 1951. [assume you mean law school ? 

Mr. Houirierp. Yes. 

Mr. Stoane. Law school 1951. 

Mr. Hoxirmxp. Did you go to work immediately for the Board in 
1951? 

Mr. Stoane. Yes, sir. 

Mr. Houirrecp. You have been there ever since ? 

Mr. Stoane. Yes, sir. 

Mr. Moss. And you have been on the staff of the General Counsel 
during that period of time ? 

Mr. Stoane. Yes. 

Mr. Houirreicp. And you are not quite sure about your civil service 
status ? 

Mr. Stoane. At the time I came in I was what they called a tempo- 
rary employee. I understand I have since become on permanent 
status with civil service, but the whole status of Government attorneys 
incivil service is subject to some question, and I am certainly no expert 
on it. 

Mr. Hotirrevp. I am not, either, though I am on the Civil Service 
Committee, and I sometimes get confused myself as to the ramifica- 
tions in civil service. 

Mr. Stoane. I certainly couldn’t stand up here and guarantee that 
Ihave absolute job rights and they couldn’t fire me. 

Mr. Hortrrevp. I just wanted to assure myself that you gentlemen 
had been with the Board for some length of time, and that you were 
familiar with the general laws on this subject, and that you were com- 
petent to give advice to the Board members in regard to this matter 
of privilege. 

Mr. Stoanr. I understood the thrust of your questions, I believe. 
_ Mr. Crerenron. It is my understanding that no attorney coming 
into the Government now comes in and obtains civil service status, as 
such. If he had civil service status which he obtained before, he still 
has the status of civil service under the laws relating to that service. 
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Mr. Houirrerp. But if he took a job in the C classification, he would 
not be considered 

Mr. Creicuton. I understand you could have a civil service employee 
who is in a C classification, because of certain Executive orders which 
they make in the nature of policy. 

Mr. Ho.irrecp. You can have a special list in the C classification 
without being in civil service. 

Mr. CreiecuTon. He could be removed from the particular position 
he holds. 

Mr. Houtrretp. But he has to be transferred to another Government 
job and not discharged except for cause. He could be transferred to 
another job in the same grade and salary, but he couldn’t be discharged 
without going through the cause. 

Mr. CreicHtTon. Whatever the civil service regulations provide, 

Mr. Houtrtevp. That is all, Mr. Chairman. 

Mr. Scuer. May I continue? 

Mr. Moss. Yes. 

Mr. Creicuton. And I don’t claim to be an expert on civil service, 

Mr. Scuer. Mr. Robertson, the amount of money paid into the court 
on deposit for premiums to the Insurance Corporation, was that 
amount insufficient as the basis for your charge of failure to keep up 
these payments ? 

Mr. Rozertson. That question involves the facts to be developed at 
the administrative hearing, and I must respectfully decline to answer 
for that reason. 

Mr. Scuer. Do you know how much was paid into court ? 

Mr. Ropertson. I do not. 

Mr. Scuerr. Did you know at the time you signed this order the 
amount of money paid into court ? 

Mr. Rosertson. I claim privilege on that question. 

Mr. Moss. The Chair wants the record to show very clearly that in 
response to a general question, “Do you know how much had been paid 
into court?” Mr. Robertson said he did not know. Then when heis 
asked specifically if he knew at the time he signed the order, he says 
he has a privilege. It is again another example of how ridiculous this 
matter has become. One answer, of course, is that you didn’t know, 
because you said you didn’t know, and then at the time of signing the 
order you were privileged. 

The fact is that your previous answer shows that you didn’t know. 
Of course, you opened the whole subject up again by saying you 
didn’t know, and then trying to invoke privilege when it is related 
to a specific time, the time of issuing an order which confirmed a 
decision already made. 

It is going to make a very interesting record, Mr. Robertson. I 
hope you are proud of it. 

Mr. Scorer. What was the agreement of the Board of March 1954 
with the Long Beach Federal ¢ 

Mr. Rozertson. I must ask somebody who is more familiar with 
that agreement than I, the agreement in 1954. 

Mr. Moss. Well, you have no knowledge of it ? 

Mr. Rosertson. I know simply that there was—I said there was 
such an agreement. 
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Mr. Scuer. You are saying by issuing the order 13372 that agree- 
ment was reached. 

Did you know that there was an agreement, what the agreement 
rovided, and how it was reached ? 

Mr. Rosertson. I was informed that there was such an agreement. 

Mr. Moss. Did you write this letter of January 5, 1960? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. And you were informed that there was an agreement of 
gme sort which you are not now familiar with? , 

Mr. Rosertson. Well, I described the agreement as I understood it. 

Mr. Moss. That is all he asked you, how you understood it. 

Mr. Scurer. Now, was this so-called agreement of 1954, March 
1954, a matter of hard agreement between the Board and the insti- 
tution, or was it a unilateral decision on the part of the Board? Do 
you have any evidence that the institution agreed to the stipulations 
you represent in your letter ? 

" Mr. Rozertrson. No. 

Mr. Scurr. So this wasn’t really an agreement ? 

Mr. Moss. Do you know whether or not it was an agreement or a 
unilateral decision ¢ 

Mr. Ropertson. I don’t know now. 

Mr. Moss. That is all we are asking. 

Mr. Scuer. Who would know, Mr. Robertson ? 

Mr. Roserrson. Would you know, Mr. Creighton ? 

Mr. CreiguTon. I wasn’t with the Board at that time. May I see 
the letter, please ? 

Mr. Scuer. Yes. 

Mr. Cretcuton. I wasn’t there at the time, but my recollection is 
simply there was a suggestion made about that time in some conver- 
sation between the attorneys in certain litigation pending. 

Now, that is my recollection. 

Mr. Houirtevp. Mr. Creighton, you didn’t read, see, or approve of 
this letter before it was sent ? 

Mr. Creicuton. I am not sure, but I believe that I did see the letter 
before it was sent; yes. 

Mr. Horirrerp. Well, if you saw it, then you would have approved 
it, because you would naturally not let your superior send a letter 
which, as a lawyer, you had seen and thought was not a proper letter? 

Mr. Creieuton. I think that is correct, sir. 

Mr. Horrrreip. Did any of your staff see it; did Mr. Trevas see it? 

Mr. CreicHton. I don’t believe he did. 

Mr. Trevas. No. 

Mr. Horirtevp. Mr. Sloane, did you see the letter ? 

Mr. Stoane. I don’t recall that I did, sir. 

Mr. Hourmerp. Mr. Wyman, did you see the letter of January 5, 
1960, before it was mailed ? 

Mr. Wyman. I did not. 

Mr. Houirretp. Did your fellow Board members see it, Mr. 
Robertson ? 

Mr. Ronertson. Yes, sir. 

Mr. Houirterp. Did they agree with you on it? 

Mr. Roserrson. Yes, sir. 
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Mr. Scuer. Mr. Robertson, you could have taken action befor 
April of 1960 on this matter, couldn’t you, of the payment of insurance 
premiums ¢ 

Mr. Ropertson. I assume so. 

Mr. Scuer. Then I would assume, sir, that something happened to 
make you take action as of April 1960, rather than 1959, 1958, 
1957, and so forth? 

Mr. Ropertrson. Those again are facts which will have to be devel. 
oped at the administrative hearing. 

Mr. Scuer. I am merely going to the question of emergency. I am 
merely asking you whether something happened, whether anything 
happened. 

Mr. Roszertson. I think that again is something that will have to be 
developed at the administrative hearing. 

Mr. Scuer. Would you let me assume that nothing happened from 
1954 to the present, and yet you issued an order for seizure on the 
ground that the premiums were not paid? Did you want the public 
to know that nothing had happened when you wrote this first provi- 
sion into your order of seizure, a notice which was plastered all over 
the city and in the newspapers and on the windows of the institution! 
Didn’t you want them to think that something had happened that 
was drastically important about premium charges ? 

Let me rephrase my question, Mr. Robertson. 

As a reasonably prudent person, would you assume from this state. 
ment that since 1947 nothing had happened ? 

Mr. Ropertson. We made several charges in this order No. 13372. 

Mr. Scuer. Yes, sir; but I am establishing the fact that as to charge 
No. 1 you have shown no emergency, and I am being very candid 
with you. You intimate that nothing happened. If nothing hap- 
pened, why did you tell the people of this community that something 
terrible did happen about premium charges ? 

Mr. Rozertrson. Because that was one of the charges on which we 
based the order. 

Mr. Scner. Isn’t it true that you really wrote this like one does a 
series of counts in an indictment, and you throw in as much as you can 
hoping that at least one might stand up? 

Aren’t you using this normal legal method of trying to fish up as 
much as youcan? Wasn’t that the intimation of your statement just 
a little while ago, that there were a lot of charges, but let me ask you 
in another way. 

Did every charge have to be accurately correct in order to be in- 
cluded among these charges, on the emergency ? 

Mr. Rosertrson. The Board believed that every charge was corrett. 

Mr. Scuer. Well, then, I am asking you about charge No. 1. Js 
it correct ? 

Mr. Rosertson. It is correct. 

Mr. Scuer. But I asked you whether or not there was an emergency 
in it, and you give me no indication of an emergency. All you dois 
plainly state, so far as I am concerned, that nothing had happened 
since 1947 to change the situation, particularly nothing had happened 
since March of 1954. 

Let me ask you this: Did you do anything after January 5, 1960, 
in the way of showing by any official act that you were dissatisfied 
with the premium situation ? 
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Mr. Ropertson. No. 

Mr. Scurer. Yousent no further notice. 

From the language that I have read you, would a reasonably pru- 
dent person assume that you were so dissatisfied that you would seize 
theinstitution on this ground. aut 

Mr. Rozerrson. I think if you will refer to the beginning of that 
letter, you would find that it refers to the background of previous 
correspondence and conversations, and there should be no question in 
anybody’s mind on the import of that matter. _ ee 

Mr. Scuer. Does the last paragraph of this letter say “This com- 
munication is not intended to be a formal supervisory letter” ? 

Mr. Roserrson. Yes. 

Mr. Scuer. Well, in that case, sir, I submit to you shouldn’t a person 
think it was a subject for further negotiation ? ; 

Mr. Rozerrson. I don’t know what the recipient might think. I 
know what we meant. 

Mr. Scuer. What did you mean ? 

Mr. Ropertson. We meant that we had not undertaken in that let- 
ter to enumerate all of the things that we had talked about, discussed, 
expressed dissatisfaction about, and concern with. It was not an at- 
tempt to restate and reenumerate all the things that had been so fully 
discussed on previous occasions. 

Mr. Scurr. You could have, if you wished, couldn’t you, Mr. Rob- 
ertson, have said, “This is a supervisory letter, we demand that you 
forthwith put up the proper money” ¢ 

Mr. Ronertson. Yes; if that had been necessary to complete an 
understanding. 

Mr. Scuer. Then you didn’t think it was necessary. 

Could you have gone to court over this ? 

Mr. Ronertson. I assume we could have taken action to cancel the 
insurance. It isin the court, anyway. 

Mr. Moss. It would have been subject to court review had you so 
acted. 

Mr. Rosertson. Someone would have to tell me the procedure for 
canceling insurance. 

Mr. Creiguton. They would have an administrative hearing, and it 
would have been subject to court review ; yes, sir. 

Mr. Moss. That is right, so we sort of evade the court in this issue. 

Mr. Rosertson. The same would be true in these proceedings. 

Mr. Moss. After you have seized the institution. There is a sub- 
stantial difference, I might point out. 

You are now the institution, its board of directors, you have all the 
powers of its shareholders—you have all those things now. It is a 
different situation. 

Could it be that perhaps you wanted to avoid meeting this issue in 
court prior to seizure? Is that why it was made not a formal super- 
visory letter rather than a formal supervisory letter ? 

Mr. Roertson. That was not the reason. We expect this to get into 
court. 

Mr. Moss. Oh, sure, after you are in control of it. 

Mr. Hoxirrecp. And after you have destroyed the institution, you 
expect it to get into court. You have plainly said the reason you didn’t 
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make it a supervisory letter was because it would be subject to admip. 
istrative hearing and get into court. 

Mr. Rogertson. I didn’t say that. 

Mr. Houtrrevp. Oh, you didn’t say that? You didn’t infer that, 

Mr. Scurr. Mr. Creighton said that. 

Mr. Creicuton. I said that had we issued an order to cancel the 
insurance and taken the procedure as set forth in section 407, I belieye 
it is, to cancel the insurance, that would be then subject to cour 
review. 

I want to say to you now, quite frankly, that there is some doubt 
whether or not you could proceed to cancel the insurance of a Federal 
institution without appointing a conservator for it, because the statute 

requires 

Mr. Houtrretp. But if you had appointed a conservator, then the 
institution on notice would have had the protection that was written 
into the 1954 amendment. They could have asked for a hearing before 
the appointment of a conservator. ; 

Mr. Creieuton. If they had proceedings for the appointment of 
a conservator under subsection 5(d) (2), and set forth the resolution 
as we have now in 13440 prior to the issuance of order 13372 appoint- 
ing a supervisory representative in charge, then the officers of the as. 
sociation would have remained in the “association in charge of it, 
running it, until after the termination of that proceeding. 

Mr. Houtrtexp. Exactly. 

Mr. Creteutron. There is no question about it. 

Mr. Houirrm.p. In other words, they would have had their day in 
court before seizure. 

Mr. Creicuron. There is no question about that, there is just no 
question about that at all. 

Mr. Hovirievp. But an emergency existed of some kind which 
caused you not to take that procedure ; you took another procedure, 

Mr. Moss. He didn’t, the Board did. 

Mr. Hourrievp. The Board did, the Board took another procedure, 
undoubtedly under your advice. 

Mr. Creiguron. Mr. Holifield, let me say this. It seems to me like 
the Board resolution itself—and I am not arguing with this com- 
mittee—that where the resolution says, after setting forth all these so 
called charges 

Mr. Houirrevp. So-called charges. 

Mr. CrEIGHTON (reading) : 








Whereas, on the basis of the foregoing violations of law and regulations 
and unsafe and unsound operation, the Federal Home Loan Bank Board has 
determined that an emergency exists requiring immediate action for the reason 
that the association’s interest and the interest of its members and the public 
are in jeopardy and will be further jeopardized unless the action hereil 
provided is immediately taken. 

Now, as I read that, they take all of these, I believe it is nine charges, 
er allegatic yns, and t hey mi ide a determination that, based upon all the 
foregoin o, all of them, all of those charges, they rial d de termined tha 
an eme ree ney exists which requires them in their opinion to take m 
mediate action. 

Now, all the factual issues which were included in this—the charges 
which are included in this order are also made charges in the order 
setting the hearing and for the appointment of a conservator, and 
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the factual issues will have to be developed with respect to all of 
these charges and passed upon by the Board after the hearing ex- 
aminer has heard the evidence, submitted the record to them with 
his recommend: ations, and the Board, when they make that decision, 
must make that decision upon the record made at that hearing and 
that hearing alone, that record alone. 

Mr. Moss. You could sue for the delinquent premiums. 

Mr. Cretcuton. The Board, yes, I think no doubt could have 
brought a suit. 

Mr. Moss. Could have sued at any time from 1947, on? 

Mr. Creianton. | believe that is true, yes, sir, as a matter of law. 

Mr. Moss. Strange that if there was such an urgent matter it was 
permitted to ride for so many years before it became a matter of 
concern, When there was a simple remedy of going into the courts 
and filing suit and having the court adjudicate the matter and hand 
down a decision. 

Mr. Watituavser. Might I ask a question ? 

Mr. Moss. In a moment. 

It seems to me there was not too much willingness to submit to the 
courts the facts involved in this first charge, and I really knew noth- 
ing about this case until I was assigned this chairmanship, and it is 
very difficult to not form some opinions when one meets the reluctance 
tocome down to a frank discussion that has been encountered in this 
instance. 

Mr. Wallhauser. 

Mr. Watiuauser. Mr. Creighton, you are making the point, if I 
understand you correctly, that it is the accumulation of the nine al- 
legations that the Board considered to be the eme rgency. 

Mr. Creiguron. That is what I think the order says, the order, 
itself. 

Mr. Watinauser. And not any one of them taken by itself? 

Mr. Cretcuron. That is right, sir. 

Mr. Hotirietp. Would you say, Mr. Creighton, that each one was 
one-ninth of the consideration ? 

Mr. Cretenton. I can’t say that, and I can’t say how the Board’s 
mind worked. 

Mr. Hotirtetp. Would you say, Mr. Robertson—we have been told 
that the nine charges constituted the overall consideration which 
caused you to determine that there was an emergency. 

Was the first char we one- — of that emergency ¢ 

Mr. Roserrson. I am sure it doesn’t have that mathematical pre- 
cision. 

Mr. Hottrretp. Were any of the charges not part of the emergency 
consideration? They were all part of the emergency consideration ? 
Ido not seek to entrap you by my question. I am just curious. 

Mr. Roserrson. I think taken all together, the “vy were. 

Mr. Hortrrerp. Then each one was part of the emergency ? 

Mr. Ronerrson. Part of the Board’s belief th: at an emergency 
existed, and that the supervisory representative should * placed in 
charge. 

Mr. Horirmecp. And the first two charges had been going on for 
some 12 or 14 years. 

Mr. Ropack. Might I inquire for a moment / 
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Mr. Hottrrexp. I would like to have an answer to that, please, 

Will you read back the question ¢ 

Mr. Moss. The first. two charges had been going on for a period of 
between 12 and 14 years. 

Mr. Rosertson. So the order says. 

Mr. Hottrretp. So that became part of an emergency. 

Mr. Rosertson. Part of an emergency, yes. 

Mr. Rosack. Mr. Robertson, you have told the committee that cer. 
tain matters will be up before you for adjudication, and therefore 
you refuse to testify. 

Now, you were the signatory, one of the Board’s signatories of this 
order, were you not ? You signed the order ? 

Mr. Rosertson. I approved the order. 

Mr. Rozack. You signed it, did you not ? 

Mr. Rosertson. No, I didn’t sign it. 

Mr. Rosack. Who was it signed by? 

Mr. Rosertson. It was signed by the secretary. 

Mr. Cretcuron. The order was adopted by the Board. 

Mr. Rozack. So that you are supposed to know something about the 
order and what is in it, are you not ? 

Mr. Ropertson. Yes, sir. 

Mr. Rosack. You are not only in a position where you will review 
what the examiner submits to you, but you will also be one of the 
people who knows about this or der since you approved it. 

Will you appear as a witness in this administrative hearing? 

Mr. Roszertson. I think not. 

Mr. Rosack. Will you refuse to appear? 

Mr. Roszertson. I don’t know whether I can refuse to appear or not. 
I have never participated in one. 

Mr. Rosack. Consider the answer very carefully, because if you re- 
fuse to appear—you have told this committee that you refuse to com- 
ment on matters of emergency because they will be at the hearing, 
you see. 

Mr. Rosertson. I am not acquainted with the Administrative Pro- 
cedures Act. I would expect that we would not be witnesses. 

Mr. Rosack. But you know as much, if not more, about the order 
than anybody else—it is your action ; you approved it. 

Mr. Cretcuton. Mr. Chairman, may I make a statement? 

Mr. Moss. Yes. Isit on this point? 

Mr. Cretcuton. I think it is germane to this point, sir. 

Mr. Moss. I will hear you. 

Mr. Rorzack. Before hearing the statement, Mr. Chairman, the com- 
mittee should understand very clearly what the issue is in this ques- 
tion. If, on the one hand, the Board members refuse to appear as 
witnesses at the administrative hearing on the issue of emergency, on 
the other hand they can’t sit before this committee and say this isa 
matter to come before the administrative hearing. Because they say 
they won’t appear, they have excluded that portion of the testimony 
relating to emergency. 

Mr. Horirterp. Mr. Creighton, before you start, you seem to bea 
bit perturbed. Are you physically ill? 

Mr. Creicuton. The doctor has been trying to send me to the hos: 
pital for the last week. 
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Mr. Horirretp. Now this committee doesn’t want to be the cause of 
impairing your health. shi 

Mr. CreicuTon. It is not going to be. I do the best I can, and if it 
gets to the point where I am not able to appear | 

Mr. Houtrrecp. I understand. We excused Mr. Dixon, because he 
felt he was unable physically to stay at the hearings, and he had a 
doctor’s order here. 

Mr. Cretcuton. I don’t want a doctor’s order now, Mr. Holifield. I 
am able to sit here and do the best I can, and advise the Board- 

Mr. Houtrrecp. If you do feel ill, will you ask this committee to 
excuse you ; 

Mr. Cretcu Ton. I certainly shall. 

Mr. Hotirtecp. You don’t need to stand up. You may remain seated 
if you will pull your chair up where we can see you. 

Mr. CreicHton. Sometimes it is easier to stand up than to sit. 

[ didn’t understand Mr. Roback’s statement exactly. 

Mr. Ropackx. Do you want me to go over the ground again ? 

Mr. Cretcutron. Yes, ask Mr. Robertson the question. I didn’t 
understand exactly the question you were asking. 

Mr. Ropack. I asked Mr. Robertson to consider it carefully, because 
he testified that certain matters raised in question form here related to 
the emergency, and that was not an appropriate matter to respond to 
because it would come up at the administrative hearing. 

Then I asked him the question would he then be a witness if called 
at the administrative hearing, and he said no. 

Do you understand the dilemma in which 

Mr. Creiguton. No, I do not, because as I understand—and, of 
course, I am not responsible for the Administrative Procedures Act, 
or the statute, it fixes certain responsibilities upon members of agen- 
cies and departments whereby in some instances there is a little over- 
lapping of the prosecutor and the judge, but I can’t 

Mr. Moss. And the complainant. 

Mr. Cretcutron. And the complainant. 

I think the Board in this matter acted upon facts which they set 
forth, or charges, may I say, which were set forth in this order in which 
they thought was the basis for an emergency, and in their opinion 
constituted grounds for the appointment of a conservator. 

Now, then, they have set that administrative hearing in which only 
the facts which are produced at that hearing, under the rules of evi- 
dence, can be considered by them when they put on their judicial robes 
and render their judicial function which Congress has required them 
to do. 

Now, then, whether it may be that the facts in their opinion, after 
Mr. Gregory has testified, or whatever witnesses come to the defense, 
or whatever recommendations are made by the hearing officer and his 
findings and conclusions, it can well be that if they find that grounds 
do not exist—I am assuming, and I think the Supreme Court has said 
that you must assume that these people in whom Congress has placed 
this responsibility, that they are in the same category as a judicial 
oficer, and they will obey the oaths of office and determine the matter 
na judicial manner. 

Mr. Rosack. Do you mean that Mr. Robertson—— 

Mr. Moss. Can you give me the citation? 
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Mr. Cretenton. Of that case—I can give you citations for it, ] 
don’t have it handy here. 

Mr. Rorack. I think he is referring to /ahey v. MJallonee in the 
Supreme Court on this point. 

Mr. Creicguron. No, [ am not. 

Mr. Stoanr. United States v. Morgan, 313 U.S. 

Mr. Scurer. While they are looking for the citation 

Mr. Hourriren. Lam sorry. Iam not quite through, Mr. Counsel, 

Mr. Robertson, you have told us these nine charges will be before 
the hearing examiner. 

Mr. Ropertson. Yes. 

Mr. Hourrecp. Will there be additional evidence presented to the 
hearing ex aminer and to the defendant on the nine charges, or wil] 
the hearing examiner have only these specific charges before him ? 

You have refused to testify further as to the background of these 
charges, and now I ask you 1f in addition to these charges will there 
be addition: al evidence presented to the hearing examiner in support 
of the nine charges, or will this be the only evidence that will be 
before them as far as the nine charges are concerned / 

Mr. Ropertrson. I will have to ask counsel. I don’t know whether 
the evidence is _—— 

Mr. Horirietp. As I understand it, they are going to have these 
nine, and they have some more that or ‘will put before it. 

Mr. Creieuron. Mr. Holifield, do I understand your question to 
say is all we will do is introduce this so-called order, itself ? 

Mr. Hontrrenp. No, Mr. Creighton. The question of Mr. Roback 
was if he would appear as a witness before the hearing examiner in 
substantiation of these charges, and I believe his answer was “No.” 

Now I have asked him if he plans to file additional material with 
the nine charges for the hearing examiner’s knowledge so that the 
hearing examiner can know more fully what the nine charges con- 
tend. 

Mr. CreicutTon. Certainly, it is incumbent upon us. The hearing 
examiner can take these charges. We have to present evidence which 
we think will sustain these charges. 

Mr. Houirreip. Then someone will appear from the Board. 

Mr. Creienron. Oh, there is no question but what the statute makes 
that necessary. Mr. Robertson won’t appear for the Board. 

Mr. Hoxirtetp. Who ae Q 

Mr. CreicuTon. Members of the General Counsel’s staff will pre- 
sent the matter and represent the Board in presenting the charges at 
the hearing. 

Mr. Rorack. Mr. Creighton, if there was a terrible mistake made, 
and there is no evidence to support the charge or the ground of the 
claim of emergency—if it happens, since they are going to sit in 
judgment, you are asking them to decide possibly that what they 
ordered had no foundation ? 

If that happens, and that is conceivable, what administrative 
remedy is there for such a mistaken emergency ? 

Mr. Creicutron. You mean if the court should find 

Mr. Rorack. No, I asked you if the Board should find that this 
emergency had no ground. 
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] Mr. Cretcuton. That no grounds exist for the appointment of a 
conservator at all? ‘They would, of course, have to give back the 

the association to the former members or officers. 
Mr. Smiru. Wait a minute. Do you mean to say that if they 


find ne receiver or conservator should be appointed, they would 
then automatically discharge the representative / 
Mr. Creicutron. Absolutely, they have to do it under the statute. 


sel, | Mr. Smirxn. So the grounds for determining whether or not there 
ore | js a receiver and the ground for determining whether or not there 


should be a supervisory representative are one and the same ? 
Mr. Cretcutron. The factual matters embraced in both are the same 


the inmy opinion. 

will Mr. Surru. Does the law provide that the supervisory representa- 
tive will automatically be discharged in the event you find there will 

1ese be no receiver 4 

1ere Mr. Cretcutron. The association must be returned to its former 

v0rt management. 


| be Mr. Houirretp. Where is that provided ? 
Mr. Cretcuron. In 5(d)(2) of the act, and in the rules and 
ther | yegulations. 

Mr. Rosack. Mr. Creighton, I am asking you what administrative 
remedy there is for the damage that is done when and if it is deter- 
mined that there was no emergency? What administrative remedy 
a to isthere ? 

Mr. Cretcuton. I don’t know of any right now. 


hese 


yack Mr. Rozack. If there is no remedy for mistaken judgment about 
T mn the emergency, how can you claim privilege before this committee for 


. passing judgment on it? There is no administrative process to exhaust 


with if there is no remedy. 
the Mr. Moss. Mr. Roback, the charges in 13440 and 13372 are not the 


con- | same charges. They are in part the same. There are other charges. 
The administrative hearing is not going to consider the issue of the 
ring 


emergency, and the Board is not going to give any testimony on the 
hich emergency condition existing at the time of seizure. 

The Board is going to present evidence to sustain the charges in 
order 13440 calling for the appointment of a conservator, and any 


jakes evidence relating to emergency will be purely incidental—purely in- 
eidental. 
Mr. Rorack. I wasn’t taking issue, Mr. Chairman, but bringing out 
pre- there were no grounds whatever for the claim of privilege. 
es at Mr. Moss. This is a cute device, there is no question about it. Counsel 
is to be congratulated for the type of charge drawn, but in my judg- 
nade, ment it is still the charge on which the action already taken was based, 
f the and it relates to a different procedure under the law—the procedure 
it in of appointing a supervisor in charge is a different procedure than that 
they of appointing a conservator. One is a summary action, the other 
requires hearing, and is reviewable by the courts. 
“ative This order 13372 


was not issued as a result of judicial proceedings 
| orquasi-judicial proceedings at all. It was not issued at all as a result 
of that type of procedure. This was an administrative finding. The 

| this | order isan administrative order. 
Mr. Hottrrerp. Mr. Creighton, will you please come forward and 
| show me in the statute where it is obligatory for you to return the in- 
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stitution to the board of directors in the event, now, that a conservator 
or receiver is not allowed by the court ? 

We will assume that until that time the supervisor in charge re. 
mains in charge. 

Now where “does the statute say that you must return it to—that you 
must remove the supervisor in charge and return the institution to the 
association ? 

Mr. CreicuTon. Well, Iso construe the statute where it says: 

Such supervisory representative in charge shall hold office until a conservator 
or receiver appointed by the Board after notice herein provided takes charge 
of the association, or for 6 months, or until 30 days after the termination of the 
administrative hearing final proceedings herein provided, or until 60 days after 
the final determination of any litigation affected. 

Mr. Houtrretp. And we established litigation might run as much ag 
3 or 5 years, didn’t we, so during the time, if your conservator or re- 

ceiver is denied by the court, the superv isor in charge still remains 
with all the powers of conservator in charge of the association, does 
he not? 

Mr. Crerauton. Now what is that, Mr. Holifield ? 

Mr. Hottrrevp. If the court fails to approve the appointment of a 
receiver or a conservator, and remember that during this time the su- 
pervisor in charge is in ¢ charge of the association, and now we find that 
the court denies the appointment of a conservator or receiver. 

What effect does this have upon the supervisor in charge? He is 
still in charge of the institution, and where does the statute say then 
that you shall take the supervisor in charge out and turn it bac k to the 
association ¢ 

Mr. Creiautron. Well, if the court orders that there is no ground for 
the appointment of a conservator, certainly there is no ground for the 
appointment of a supervisor 

Mr. Moss. Speak up so the reporter can get this on the record. This 
is all on the record. 

Mr. Creienton. If the Board or court should hold there was no 
ground for the appara. of a conservator, certainly, then, grounds 
do not exist for the Board ret aining possession of the association. Our 
rules and regulations provide in the event the Board shall restore a 
Federal association, which is in the hands of a supervisory representa- 
tive in charge, to its management, such action, except as the Board 
may otherwise provide, shall restore the rights and privileges of its 
members, officers, and directors all as of the time specified by the 
Board. 

Mr. Hotirrevp. All right, show me exactly where you read. You 
read from paragraph 547.4. 

Mr. Cretcuton. Of the rulesand regulations. And it says: 

In the event the Board shall restore a Federal association which is in the 
hands of a supervisory representative in charge, 
It does not say that you shall do it. 

Mr. Scuer. Must. 

Mr. Hottrretp, No, it says: 





In the event the Board shall restore. 
It does not say the Board must restore. 
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Mr. Crercuton. Well, Mr. Holifield, it is implicit, it seems to me, in 
the statute that if they find that no grounds exist for the appointment 
of a conservator, then no grounds exist for leaving the association in 
charge of asupervisor. — ' 

Mr. Hortrrevp. Oh, this may be your interpretation of it, but the 
statute doesn’t so state. 

Mr. CretcuTron. It may not say it in those words, Mr. Holifield. 

Mr. Honir1etp. You must admit there is a difference in the appoint- 
ment of a supervisor in charge and a conservator or receiver, and if 
there is a difference that exists, and you have appointed a supervisor 
in charge, then that difference still obtains after a conservator or re- 
ceiver has been denied, and therefore it still depends upon the benevol- 
ence of the Board as to whether the supervisor in charge shall be re- 
moved or not. 

Mr. Cretcuton. I don’t really think there is any discretion in the 
Board. 

Mr. Hoxtrreip. Oh, you don’t ? 

Mr. CretautTon. Because I think it provides that the only ground 
for the appointment of a supervisor in charge is if the grounds exist 
for the appointment of a conservator, Mr. Holifield. 

Mr. Horirrerp. Show me that. 

Mr. Cretenron. I just think it is implicit in the statute. 

Mr. Houtrieip. That is your interpretation, but I want to see the 
statute. 

Mr. Stoane. Might I read this? 

Mr. CretcuHtTon. (d) (2). 

Mr. Stoane. If I may read from the statute 

Mr. Smiru. I want to get one point here. 

Mr. Moss. Mr. Smith. 


Mr. Smirn. Mr. Creighton, under your interpretation of the law, 
do you believe that it is incumbent upon the Board to discharge the 
supervisory representative immediately upon the determination of the 
matter as to a receiver—is that an interlocutory effect, or can it wait 
until there is another appeal ? 

Mr. Creicuron. If the Board determines, itself, no grounds exist 
for the appointment of a conservator, then certainly the Board is not 
going to appeal from its own decision. 

Mr. Smiru. And it would take effect immediately, regardless of any 
other court action that might be taken ? 

Mr. CreicutTon. It has to take effect within a certain number of 
days—within 30 days thereafter. 

Mr. Hortrtetp. I will defer this line of questioning until counsel 


comes before the committee, but it is very interesting, and I would like 
tohave some answers that haven’t been given. 


Mr. Trevas. I would like to read this material 
Mr. Moss. The Chair is going to hold the matter aside until we get 
the point where we have counsel and his staff before the committee on 


the points of law that were raised in connection with the Board’s 
original statement. 


Mr. Scher. 


Mr. Scuer. Mr. Robertson, besides filing suit for these premiums, 
you could have served notice of termination under title 12 of the law 


of banks and banking. You could have served notice of termination 
ofinsurance on the institution, couldn’t you? 


59258—60—pt. 129 
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Mr. Ropertson. I assume so. 

Mr. Scuer. Did you, during this period in question, serve any such 
notice of termination of insurance ? 

Mr. Rozertson. I don’t know. Mr. Wyman says not. 

Mr. Scuer. This provision under section 565.3, on termination by 
the Board, provides that grounds for termination may be the viola. 
tion by the insured of any of the duties, or continued unsafe and up. 
sound practices, and so forth. 

You had this alternative to seize on this point, didn’t you ? 

Mr. Rogertrson. On this point, yes. 

Mr. Scuer. You are aware, or at least the staff is aware, of the fact 
that on the question of termination you would have given notice: 
there would have been 120 d: ays in which to rectify, and then, if you 
still were dissatisfied, a certain given number of days further to 
prepare for a hearing; that a regular quasi-judicial he: aring is pro- 
vided for in the statute; is that correct ? 

Mr. Roperrson. I would like to ask counsel a question. 

I don’t know that I can repeat it precisely, but what Mr. Trevas 
tells me in effect is that we have never—that there is a question about 
the termination of insurance in a federally chartered association. It 

carries more With it. The only cases where that has been invoked— 

and I am not familiar with those—are with State-chartered asso- 
ciations where the insurance of accounts is a separate matter from 
thecharter. Isthat correct ? 

Mr. Trevas. Substantially. 


Mr. Scurer. The only question I am getting at there is that you had 
several possible remedies that we we not as a 7 c as seizure. You 
had the remedy of a suit; you had the remedy of a termination hear- 


ing. Youe hose, instead, to issue a seizure order. 

Mr. Ropertson. I doubt whether we had the choice of a termination 
notice. 

Mr. Scuer. You had the remedy of a suit, then ? 

Mr. Rozerrson. That is probably true. 

Mr. Scuer. To collect the insurance, but you chose this method 
rather than the—the seizure method rather than the suit method, is 
that right ? 

Mr. Rozertrson. That is right. 

Mr. Scuer. Has this association paid its insurance ? 

Mr. Roverrson. That is one of the charges, that it has not paid its 
insurance. 

Mr. Scuer. Do you consider that a default ? 

Mr. Rosertrson. I would consider it a default. Now whether it is 
a legal default, I don’t know. 

Mr. Scuer. Well, is there a legal and nonlegal default? 

Mr. Roperrson. I don’t know whether there is a difference. 

Mr. Scurr. I submit to you, sir, that all defaults are legal defaults. 

Mr. Ropertson. I am reading where the word “default,” the term 
“default,” means an adjudication or other official determination of a 
court of competent jurisdiction or other public authority pursuant to 
which a conservator, receiver, or other legal custodian is appointed 
for an insured institution for the purpose of liquidation. 

Mr. Scuer. Now, Mr. Robertson, you say this was not for the 
purpose of liquidation—this seizure ¢ 
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Mr. Rosertson. That is right. 

Mr. Scuer. It was for conservation ? 

Mr. Ropertrson. Yes. 

Mr. Scuer. You read from section 401, title 4, of the National 
Housing Act, as amended, a definition of “default” which is for the 
purpose of liquidation. Now I] ask you again if you want to correct 
your statement. Did you seize this inst itution to liquids ite it? 

Mr. Ropertson. No. 

Mr. Scuer. Well, then, was it or wasn’t it in default ? 

Mr. Roserrson. I thought we were talking about the question of 
default in the payment—— 

Mr. Scuer. Of insurance premiums, right. 

Mr. Rosertson. Of insurance premiums. I am confused on the 
technicalities—the legal technicalities as to what we are talking about. 

Mr. Scuer. Mr. Robertson, I am not being technical, really. I 
have asked you rz hether or not they were in de fault of their payment 
of premiums. l asked you, and you read me this definition. I as- 


< 


sumed from that that you meant that under this definition this in- 
stitution was in default. 

Mr. Roperrson. That isn’t what- 

Mr. Scuer. Then it was not in default, is that right ? 

Mr. Roperrson. It 1s not, as 1 understand it, in default. 

Mr. Scuer. | would like to have a clear answer. 

Mr. Rozerrson. I wish I could give you one, sir. 

Mr. Scuer. Is it or is it not—-Mr. Chairman, I submit I have a 
legitimate question, Was the institution in default or not in default? 
That is all there is to it. 

Mr. Stoanr. Do you—— 

Mr. Scorer. Now wait. Mr. Chairman, I want an answer to that 
simple question. 

Mr. Roserrson. I would say the institution is not 
title 4 of the National Housing Act. 

Mr. Scuer. Was it in default under any other statute, or any other 
regulation ? 


in default under 


Mr. Rosertson. We are saying that the association has failed to 
pay the pi emit ih charges, Now whether failure or default, I am 
using it In semantics, | am not using it technically. 

Mr. Scurr. Let’s look at the semantics, that is all I am asking. 
When you charged to the ] ee in this community that they failed to 
pay their eagee for the x surance, does the ordinary average per- 
son assume that to be: a default’ ? 

When you don’t pay your mortgage payment when it comes up, is 
that a default? Could you say the person failed to pay his monthly 
mortgage payment? Is he adefaulter, is he in default / 

Mr, Roserrson. Yes; I would say as you used the word that he 
would be in “arrears:” that would be the word I would use. 

Mr. Scuer. In arrears, so the association Was in arrears in its pay- 
ment. of premium charges, but 
sidered a default ? 

Mr. Roverrson. 
the law. 


it was not serious enough to be con- 
I don’t think it can be considered a default under 


Mr. Scuer. So you seized this institution at least in part because 
it was in arrears, according to you, on its premium payments 
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Mr. Rozertrson. That is one of the reasons. 

_Mr. Scuer. And this question of being in arrears, taking into con- 
sideration all of the negotiations you have had with this institution 
about the court cases and the amounts paid into court, that that was 
one of the grounds for seizure. 

Mr. Rozerrson. That is one of the conditions that existed, yes, 

Mr. Scuer. That is all, Mr. Chairman. ; 

Mr. Hotirrecp. Mr. Robertson, is it the intent of the Home Loan 
Bank Board that all associations that are federally chartered shal] 
carry insurance? 

Mr. Rosertson. That is required by the law. 

Mr. Hottrreip. You seized this institution because they had failed 
to pay, and you said they were in arrears on their insurance on April 
22. May 22 would be 30 days. June 16 would be 60 days. So 
roughly that would be 46 or possibly 47 days that have elapsed since 
you seized the institution. 

The supervisor in charge assumed all the responsibility, and, I 
assume, all the obligations of the operation of the association, is that 
not true‘ 

Mr. Rozerrson. Yes. 

Mr. Ho.irtetp. Has he paid the insurance since he took over the 
institution? Has he made a payment on the insurance to the Savings 
and Loan Insurance Corporation ? F 

Mr. Rogerrson. That I do not know. 

Mr. Houirtetp. Who would know? 

Mr. Rosertson. He would know. 

Mr. Hottrrevtp. Who? 

Mr. Roperrson. The supervisory representative in charge. 

Mr. Houirrm tp. Mr. Wyman, do you know whether he has paid the 
insurance premium or not ? 

Mr. Wyman. To the best of my knowledge he has not actually 
paid it. 

Mr. Houtrtevp. That is what I mean, actually paid it. 

Mr. Wyman. He received a statement from the Insurance Corpora- 
tion for the premium, I believe, for the second half of the premium 
year, which runs from—it began last December 5. 

Mr. Hotirtevp. Is that payable in advance. or at the end of the 
half year? 

Mr. Wyman. Well, it is really I believe payable in advance, but 
the Insurance Corporation breaks it up into semiannual billings so as 
to make it perhaps more convenient, let’s say, for the association. 

Mr. Hortrretp. So he received on December 5 a notice—if the asso- 
ciation received it on December 5, that would be due around June 4, 
would it not ? 

Mr. Wyman. No. 

Mr. Houtrtevp. It would be due July 5. 

Mr. Wyman. No, I didn’t make myself clear, perhaps. The pre- 
mium year in this case begins December 5. 

Mr. Horirtetp. And you said he paid it semiannually, so 6 months 
from December 5 would be what, June 5? 

Mr. Wyman. December 5 to June 5 would be the first half of the 
year, and the bill then for the second half of the year would be from 
June 5 to December 5. 
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Mr. Houtrtevp. He was in charge on April 22, and up to June 5, 
the first half year, the premium was due. During those days that 
he was in charge, did he pay the insurance premiums? Aisi 

Mr. Wyman. No, he has received only one bill, and that is for the 
second half of the premium year, the present premium year. 

Mr. Howirrecp. You didn’t consider he owed any for the first half 
of the year ¢ ; ; 

Mr. Wyman. Well, that bill should have been paid when it was 
received on or about December 5, 1959. 

Mr. Hourrrecp. Do you know that it was paid ? 

Mr. Wyman. I can’t answer that question at the moment, Mr. Holi- 
field. 

Mr. Hottrteip. You can’t answer at the moment ? 

Mr. Wyman. No, I am trying to answer the other part of it, 
though. : ens 

Mr. Horirrerp. Did you check to find out if the supervisor in 
charge owed anything for the first half of the year ? 

Mr. Wyman. Yes, I will find that out. 

Mr. Houtrrevp. Did you? 

Mr. Wyman. No, but I made inquiry about it, however. I know 
about the other bill, and I am testifying here as to what I know of 
my own personal knowledge. I know that he did receive the bill for 
the last half of the premium year. 

Mr. Horrrretp. And has he paid it? 

Mr. Wyman. He has not paid it. 

Mr. Horriexp. It is payable in advance, isn’t it ? 

Mr. Wyman. He has provided for it in the expense for this present 
6-month perivd, so it will be paid. 

Mr. Hoirtetp. But it hasn’t been paid. 

Mr. Wyman. He just received the bill not many days ago, Mr. Holi- 
field. I don’t know the exact day he received it, but it has been within 
the last 15 days, approximately. 

Mr. Moss. You folks are in a nice position to sort of settle all is- 
sues in controversy with yourself at this point, aren’t you? 

Mr. Wyman. I hadn’t thought about it in those terms. I was 
merely trying to answer the question. 

Mr. Moss. Well, I am asking the question. If he is going to pay 
the insurance, and this has been a matter of dispute, one where the 
shareholders acted by resolution to instruct the directors, and it can 
now be settled by the supervisor in charge paying it, then you are 
ina very nice position of being able to make all sorts of cozy arrange- 
ments to remove all items of controversy, is that correct? 

Mr. Wyman. Well, that, of course, would satisfy the provisions of 
the law and of the agreement which I understand the association made 
at the time it applied for and obtained insurance accounts, namely that 
it would pay to the Insurance Corporation 

Mr. Moss. Oh, but there is a dispute involving that which, as I 
understand it, there are occasions in this country where we have a 
right, each of us, whatever our business, to a matter of process by 
law—due process, where we have our day in court. 

If you pay this because you are in a position where you control it, 
and the supervisor is there not as your spokesman, but to conserve for 
the shareholders, then how is he conserving if he goes contrary to 
their expressed wishes ? 
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Mr. Wyman. Well, if it is determined by the Board, or by counsel] 
that it is a valid obligation of the association and the supervisory rep- 
resentative in charge will therefore pay it, he will pay it. 

Mr. Moss. I have no doubt; I have no doubt that he will pay it. He 
will probably pay all the rest of it. Congress is responsible for writ- 
ing laws so loosely. 

Mr. Scuer. Mr. W yman, have you been following the court matters 
involved with the payment of insurance ? 

Mr. Wyman. Only in the most general sort of way. It is a mat- 
ter of the broadest general knowledge that there has been involved 
litigation. 

Mr. Scuer. Has there been any litigation decision / 

Mr. Wyman. Frankly, I am not qualified to testify on that be- 
cause it has been so involved. and so many different actions that 
not being a lawyer, and not having undert: aken to keep abreast of it 
in detail, I am not qualified to testify. 

Mr. Scuer. The import of Mr. Moss’ question was this, sir: 
Couldn’t you have waited until the termination of the litigation, until 
a decision was made by a duly constituted court on this issue of the 
insurance payments before you set it down as a matter of seizure! 
Aren’t you adjudicating the matter before a decision by the court? 

Mr. Wyman. That involves factual matters that relate to the 
charges included in 13372 and 13440 which I have been instructed to 
respectively decline to testify on. 

Mr. Moss. Who instructed you? 

Mr. Wyman. The Board. 

Mr. Moss. By what manner? 

Mr. Wyman. By oral instruction and discussion of it. 

Mr. Moss. By oral instruction the Board said to you: “You shall 
not testify on any matter which you deem to be within the privilege of 
the Board”; is that the instruction they gave you? 

Mr. Wyman. To decline to testify as to factual matters relating— 

Mr. Moss. I hope you are well advised, because you are a little more 
reachable at the moment on some matters of law in declining to testi- 
fy to this committee, and again we don’t treat your declining lightly, 
either. 

Now, then, you are in charge of the supervising section of this 
Board”; is that correct ? 

Mr. Wyman. I am Director of their Division of Supervision. 

Mr. Moss. You are Director of their Division of Supervision, and 
this matter has been very much in front of you over a period of many 
years; has it not? And if you were to discharge your responsibilities 
to supervise, then shouldn't you have some knowledge of the status 
of court cases involving administrative problems with this institution! 

Mr. Wyman. Well, I have had some knowledge of that, I have hada 
broad knowledge to the extent necessary to discharge the adminis- 
trative duties in connection with the supervision. 

Mr. Moss. Those duties involve deciding whether or not, they are 
delinquent, in arrears, in default, or defiant on a matter of insurance; 
don’t they ? 

Mr. Wyman. Well, naturally, we undertake to ascertain the facts 
through our examiners as to any obligations that are due and unpaid. 

Mr. Moss. Were you aware of the fact that payments had been 
tendered into a court ? 
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Mr. Wyman. I understood that to be so, that is my understanding 
of it. 

Mr. Moss. I have been requested by a member of the committee 
to call a recess. The committee will stand in recess for 5 minutes. 

(Whereupon, a short recess was taken.) 

Mr. Moss. The committee will come to order, and I am going to ask 
you gentlemen to stand aside for approximately an hour while we hear 
from another witness on the matter of insurance. 


TESTIMONY OF WILLIAM H. HUSBAND, GENERAL MANAGER, 
FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


(Whereupon, Mr. Husband was duly sworn by Mr. Moss.) 

Mr. Moss. Will you identify yourself for the record ? 

Mr. Hussanp. My name is William H. Husband, General Manager 
of the Federal Savings and Loan Insurance Corporation. 

Mr. Moss. The record will show that Mr. Husband is here in re- 
sponse to a subpena issued by the committee. 

Mr. Lanigan. 

Mr. Lanicgan. Dr. Husband, yesterday there was some testimony 
that during or about October 1959 you attended a meeting with Mr. 
Gregory and Mr. Chapman and members of the Board, and at that 
time you had indicated that if it was up to you, the Board would seize 
the association immediately. 

I was wondering if you could tell us your version of that meeting, 
and what happened ? 

Mr. Hussanp. Yes, sir, I would be very happy to. 

I was present mainly in the role of observer so that the Insurance 
Corporation could be kept posted on developments. At a certain 
stage, Chairman Robertson asked me if I had any comments, and these 
are the only comments that I made during that entire meeting. 

I said, “Mr. Chairman, if I had had my way I would have termi- 
nated insurance a long time ago. That should go to the courts to 
resolve that question.” 

Mr. Chapman, attorney for Mr. Gregory, said, “We wish you had.” 

I do not need to be under oath to tell the truth, but being under 
oath I say with all the vigor at my command at no time did I use 
the word “seize.” I would be violating the statute under which I 
operate, because the Federal Savings and Loan Insurance Corporation 
has no authority to seize either a Federal- or State-chartered associa- 
tion. 

Mr. Lantcan. Would you tell us what is the procedure involved in 
terminating the insurance, under the law and regulations ? 

Mr. Husnanp. Under a termination procedure, notice of the charges 
is given to the insured member institution, and an opportunity pro- 
vided for correction, and the member is given 120 days to bring that 
about. 

If there is then failure to do so, an administrative hearing is called, 
and the law provides that following that it may go to the courts, so 
that all parties are protected, but I should add that the termination 


of insurance proceedings is not within the duties of the General 
Manager. 








440 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Lanican. Now in the termination of insurance proceedings, js 
there any provision for the appointment of a supervisor in charge 
in connection with ter minat ing insurance ¢ 

Mr. Huspanp. No, sir: bec: ‘ause the appointment of a Supervisory 
represents itive resides in the chartering authority, not with the Insyr. 
ance Corporation. The Corporation has no such authority, 

Mr. Lanican. So the procec dure for taking care of such an item ag 
failure to pay insurance premiums is the termination procedure which 
provides for administrative he aring and court review before fina] 
action occurs; is that correct ¢ 

Mr. Huspanp. Yes, sir. 

Mr. Laniean. Now, subsequent to October 1959, were you called 
upon for advice as to what to do regarding the Long Beach Federal 
Savings & Loan Association so far as you were concerned ? 

Mr. Huspsanp. I was not asked to pass upon or make any recon- 
mendation upon the supervisory representative in charge. As I told 
you, prior to coming over here, Mr. Lanigan, and as you will recall, 
Congressman Holifield, as long ago as 1951 my consistent position has 
been, utilizing the Jaw under which we operate, to resort to termina- 
tion proceedings. 

Mr. Lanican. So far as your concern as General Manager, your 
position is with insurance problems the termination procee dings are 
the ones you feel should be followed ? 

Mr. Huspanp. Yes, sir; with respect to activities under the Insur- 
ance Corporation, it must be that, it can only be that. 

Mr. LANIGAN. Now. with respect to the $30 million which the Fed- 
eral Savings and Loan Insurance Corporation made available to Long 
Beach, to the supervisory agent in charge of Long Beach Federal Sav. 
ings & Loan, was that action authorized or required by the Federal 
Home Loan Bank Board ? 

Mr. Huspanp. It was authorized and directed by the Federal Home 
Loan Bank Board. 

Mr. Lanican. And were you, as General Manager, was your opin- 
ion requested as to whether or not an action should be taken which 
would require loans of that magnitude? 

Mr. Huspanp. No, sir. 

Mr. Lanican. In other words, you were just instructed that the 
loan should be made in this case; is that correct ? 

Mr. Huspanp. Yes, sir; but as I told you in our conversation before 
we came over here, once the supervisory representative in charge was 
appointed, the Insurance Cor poration has the duty to protect the 

savings public and the other institutions, and it would appear that 
there “possibly was no escape from a loan. 

Mr. Lanigan. In other words, when you realized that once a su- 
pervisory agent was appointed there would be such a demand for 
withdrawal of deposits that the bank would need $30 million in cash 
to meet that demand ? 

Mr. Huspanp. I did not know the amount, sir, but based upon ex- 
perience it was reasonable to anticipate that withdrawals would occur; 
yes, sir. 

Mr. Lanican. Now in the case of an action to terminate insurance, 
or other administrative action requiring hearings i in advance of the 
appointment of a conservator, say, will you anticipate a similar de 
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mand on the bank that you would when a supervisory agent in 
charge is appointed, with attendant publicity ¢ 

Mr. Hussanv. Not if the hearings are private. 

Mr. Lanican. Under the insurance procedure, could you have a 
rivate or closed hearing ? 

Mr. Huspanp. I am not an attorney, but I would think so. 

Mr. Lanican. Now you were familiar with legislation that was 
assed in 1954—in fact, you had indicated that you were consulted 
y one of the Members of Congress at that time. 

“Mr. Huspann. The Chairman of our Board, sir. 

Mr. Lanican. Well, could you tell us what suggestion you made 
regarding the legislation in 1954, and what happened thereafter ? 

Mr. Huspanp. Yes. When the McDonough bill was drafted, the 
then Chairman of the Federal Home Loan Bank Board, Mr. Me- 
Allister—W alter McAllister—asked for my opinions, not in my capac- 
ity as general manager, but because of my general know ledge of the 
savings sand loan business, and of finance in general. 

If memory serves me correctly, there was considerable sentiment in 
favor of that bill by the savings and loan business, and I said to Mr. 
McAllister that it goes too far, that even in the event of such an emer- 
gency as impairment, nothing could be done, or in the event of a 
catastrophic storm which might wipe out all of the assets, nothing 
could be done. 

I proposed to him an arrangement whereby a supervisory y representa- 
tive would be appointed, not ‘by the Insurance C orporation, obviously, 
but by the supervisory authority, who would go in and have veto 
power. : 

At that stage there would be no removal of the directors, and no 
removal of management, but he would have the veto power so that the 
Insurance Corporation and the supervisory interest could be protected 
against unwarranted advance of funds, and that thereupon a hearing 
would proceed to determine the merits following which it would prob- 
ably go to the courts. 

He asked me if I would go with him to meet a group of some 18 or 
19 members of the U.S. Savings & Loan League, and make similar 
comments to that group. I did that, and they said that makes a lot 
of sense, and heartily endorsed it. 

Iam not a lawyer. At that point I disappeared from the scene. 
I was consulted no further, and as I told you, Mr. Lanigan, in my 
office, I was amazed when I saw the bill which the Congress had passed. 

Mr. Houirtetp. Why were you amazed, Dr. Husband ? 

Mr. Huspanp. Because it was such an abrupt change from the pre- 
vious discussion. 

Mr. Hotrrtetp. You were aware of the intent of the Congress at 
that time by the questioning of Mr. Multer and Mr. McDonough, and 
the replies by Mr. McAllister and Mr. Cole of the Housing and Home 
Finance Agency, and the references to the Long Beach ¢ ase—you were 
aware that they were seeking a method by w hich drastic seizures and 
destruction of institutions would not again occur ? 

Mr. Hussanp. I did have the general impression that there was an 
intent to avoid drastic seizures; yes, sir. 

Mr. Hotirtevp. In fact the legislative history does show exactly that. 
Thave it here in front of me, although I won’t read it at this time. 
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Mr. Huspanp. I am relying upon memory, as you can appreciate, 
because that was some 6 years ago, but it is quite vivid in my mind 
because Mr. McAllister and I had considerable discussion of the point, 

Mr. Hotrrietp. Dr. Husband, I have been aware of your interest 
and your suggestions on this matter for some years, and I Want you 
to know that I have a high respect for your personal capabilities 

Mr. Huspanp. Thank you, Congressman. 

Mr. Howtrretp. And in charge of this Savings and Loan Insurance 
Corporation you have a great responsibility on your shoulders, and J 
believe you have tried to perform in an efficient manner in that Office, 
I haven Sle s agreed with your decisions, but I certainly give to any 
man the r ight to make decisions not in consonance with mine, but ip 
general I feel that you have been a fine public servant. 

You have been aware during the last few years, have you not—say 
the last 12-to 14 years—of t he payment of sums of money equal to 
or greater than the billed insurance amounts to the regis str y of the 
Federal and State courts by the Long Beach Savings & Loan ‘Associa- 
tion ¢ 

Mr. Huspanp. Yes, sir; I have asked the members of my staff 
to check into that, and I have been advised 

Mr. Honirrevp. You have been advised ? 

Mr. Huspanp. Yes, sir. 

Mr. Ho.irrevp. We have had testimony under oath from Mr, 
Gregory that to the best of his belief he has paid into the registry 
of the court a greater amount than he has been billed in order to be 
sure that he covered this area. 

Are you aware of whether the amounts are greater than the billed 
amounts or not ¢ 

Mr. Huspanp. The information presented to me by members of my 
staff, by my comptroller’s office, if memory serves me correctly, and] 
do not think I am too far wrong, although, as you see, I have no papers 
to check because I did come rather suddenly —— 

Mr. Hotirrerp. We understand that. If you wish to correct any 
figures you give, you will have access to the transcript before the final 
printing. 

Mr. Huspanp. My figures will be correct within a thousand dollars 
either way. 

It is reported to me that the premiums due up to this time amount 
to approximately $632,000, and that there is earmarked in the court 
for the insurance premium $486,000, approximately, and that possibly 
some $200,000 or more, beside that, is also in the court. Whether that 
is accurate—I mean whether that is a true statement I can’t say, but 
that is my understanding of it, Congressman. 

Mr. Houirtetp. The larger amount is in the Federal court, is it? 

Mr. Huspanp. Yes, that ismy understanding. 

Mr. Houirrevp. And the smaller amount is in the State court ? 

Mr. Huspanp. On that point I don’t know, because that is not 
within my jurisdiction. 

Mr. Hottrrep. You are aware of the California statute which was 
claimed by the association as conferring their right of legal tender 
because of the controversy over the general litigation 4 

Mr. Huspanp. I would have to say, “No,” because I have not triedto 
follow the legal details of this case. 








M 
that 
trov 
try ¢ 
ants. 
so be 

e 

M 

M 
this 
rati¢ 
coun 

M 
that 
I th 
state 

M 

M 

M 
tion 
the : 
that 

M 

M 
insu 

M 
whic 
bill, 

Ne 
for 1 
ans 
supe 
furt 

M 
Dec 
the y 

M 
wou 

M 

M 

M 
two 

M 

M 

M 

M 

M 

M 
fron 
tors 
amo 

Ip 
than 


late, 
nind 
olnt, 
STest 
you 
ities, 


‘ance 
nd J 
rifice, 
) any 
ut in 


—say 
al to 
f£ the 
0cla- 


staff 


| Mr, 
ristry 


to be 
billed 


of my 
and I 
yApers 


*% any 
e final 


lollars 


mount 
, court 
ossibly 
ar that 
vy, but 


? 


is not 


ch was 
tender 


tried to 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 443 


Mr. Hoxirtevp. It was testified to us, and the citation was given, 
that under the laws of California, where money matters are in con- 
troversy, that under certain conditions they can be paid into the regis- 
try of the court pending the determination of the merit of the claim- 
ants, and the testimony of Mr. Gregory was that these amounts had 
so been paid under that statute. 

You say you are not aware of the statute claimed ? 

Mr. Huspanp. No, sir; I am not. 

Mr. Houirrecp. Have you considered the accounts insured during 
this interim period in which your Savings and Loan Insurance Corpo- 
ration has not received these premiums—have you considered the ac- 
counts of the depositors insured / 

Mr. Husnanp. If memory serves me correctly, Mr. Congressman, 
that very same question came up in the 1951 hearings, and at that time 
I think I raised some question, which was later resolved, and it was 
stated that the accounts were insured. 

Mr. Hortrteitp. History does repeat itself, apparently. 

Mr. Hussann. Apparently. 

Mr. Hortrreip. Do you have of your own knowledge any informa- 
tion as to whether you have received any insurance premiums since 
the supervisor in charge took over the institution on April 22 from 
that particular institution ? 

Mr. Hussanp. [ have no such knowledge. 

Mr. Hortrietp. Have you billed the institution, the association, for 
insurance premiums at regular intervals ? 

Mr. Husranp. If memory serves me correctly, the anniversary date, 
which is also the billing date, is December 5, or thereabouts, so the 
bill, you see, would have gone out last December. 

Now, we are on a semiannual basis, and as I understand it, it is billed 
for the full amount in December. In any event, I think this would 
answer your question. I know of no funds being received since the 
supervisory representative was installed, and I do not know that a 
further bill was submitted. 

Mr. Hoxirrevp. The bill that would have been sent out prior to 
December 5 would have been for 6 months, and it would have covered 
the period from December 5——— 

Mr. Huseanv. It would have been for the full year, of which a half 
would be then payable. 

Mr. Horirievp. I see. The billing would be for an annual charge ? 

Mr. Huspanp. Yes, sir. 

Mr. Houirretp. But the association had the privilege of paying in 
two payments ¢ 

Mr. Huspanp. That is correct. 

Mr. Hortrterp. Six months apart ? 

Mr. Hussanp. Yes. 

Mr. Horirrerp. I will desist at this time. 

Mr. Moss. Mr. Lanigan. 

Mr. Lantean. As you know, with the money that was borrowed 
from the Federal Savings and Loan Insurance Corporation, deposi- 
tors were paid off, or an offer was made to pay deposits above the 
amount of the $10,000 insurance. 

In case of insolvency, would there be any authority to pay off more 
than $10,000 on each account, insured account ? 
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Mr. Huspanp. You appreciate that you are asking me a legal ques. 
tion, and I deem that a compliment, as bo whether or not legally you 
could pay in excess of the $10,000 where a state of impairment exists, 
I would have reservations as a layman as to whether a loan could do 
any good in the event of impairment, because a loan does not remove 
an impairment, as we all know. 

Mr, Lanican. Then when you authorized this loan to help pay the 
accounts, it was not with any idea that the association was insolvent? 

Mr. Hussanp. When the Board approved the loan, I can only as- 
sume, and to the best of my knowledge there was no determin; ation 
on the impairment condition, and no f finding on that point. 

Mr. Houtrrevp. But, Mr. Husband, as manager of the insurance 
account, would it not have been a proper matter of consideration on 
your part as to whether the institution was solvent or insolvent in 
view of the fact that testimony has been given to this committee that 
all deposit withdrawals have been paid regardless of whether they 
exceeded the $10,000 or not ? : 

Mr. Hussanp. I have two responses, Mr. Congressman. 

First, even the colonel obeys the general when an order is issued, 
and, No. 2—and most vital—any failure to meet those demands, in my 
opinion, could be the cause of considerable stress in the area. There 
are obligations to the people and to other insured ins titutions, and 
cert: ainly in the absence of impairment or the determination of im- 
pairment I would support that action. 

Indeed, if the Board knew there was impairment, I would think it 
would have to proceed to appoint a receiver. 

Mr. Howirrevp. I couldn’t agree with you more completely. I 
recognize the limitation there may be upon the strict interpretation 
of the law in regard to paying more than $10,000, but I also recog- 
nize the shaking of confidence and trust in this whole home loan bank 
and insurance arrangement is a very serious thing. I don’t like to 
commit myself in advance on legislation, but I would almost say in 
a case where impairment has occurred that for the general good of 
the whole savings and loan association business there might be some 
type of reserve fund set aside to take care of withdrawals even in 
those cases, and in some manner have it absorbed by the industry as 
a whole, because I believe the maintenance of confidence in financial 
institutions is a very import int matter. 

Mr. Hussanp. This is the very kernel of strength of this type of 
insurance which was demonstrated so forcefully in the thirties, that 
you stop that initial trouble spot, because if you don’t stop it there 
it then spreads. 

Mr. Houiriretp. Congress is guilty of many things, and I am not one 
of those people that feel the Congress is per fect. 

The suggestion that you made back in 1953 on this matter of ap- 
pointing an agent in charge with veto power, and I presume you mean 
veto power over major ac tions of a man: igement board ? 

Mr. Huspanp. Yes, sir, a veto, as w ell as approval, so that the work 
would not be held up, : and I repeat 

Mr. Horirrecp. But that agent in charge—maybe I am not using 
the right words “in charge” —it would be an agent that would be work- 
ing concurrently with the regular management with the power, you 





say; 
and 

M 
line, 
you 
tion. 
only 

M 

M 

M 
addi 
certs 
writ 

I 

M 

M 
the ] 
Mr. 
who 
in a 
tutic 
latio 
for 
to ir 
thin! 
duce 
agai 

M 
Con: 

M 
felt: 
for 
cedu 
rega: 

M 
repre 
sumy 
out « 
direc 

Mi 
so fa 
quire 

Mi 
corre 

Mi 
a Sav 
rece} 

Mr 
that: 
upon 

It 
corec 
most 


les- 
you 
Sts, 
do 


OVe 


the 
nt! 
as- 
tion 


ince 
1 On 
it in 
that 
they 


sued, 
1 my 
‘here 

and 
' Im- 


nk it 
y. I 


ation 
ecog- 
bank 
ke to 
ay in 
od of 
some 
en in 
ry as 
uncial 


pe of 
. that 
there 


ot one 


of ap- 
| mean 


» work 
} using 


, work- 
pr, you 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 445 


say, of veto, approv al or disapproval of major actions and policies, 
and he could act as a true conservator of assets, could he not? 

Mr. Hussanp. He would be a balancing force in there to hold the 
line, and I want to repeat, so that the point is absolutely certain, as 
you know it could not be a representative or an agent of the Corpora- 
tion, because the Corporation itself has no such authority. He could 
only be an agent of the supervisory authority. 

Mr. Houirterp. Of the Board ¢ ; 

Mr. Huspanp. Yes, sir. 

Mr. Houirtecp. Well, there is no doubt that there is going to be 
additional legislation introduced. Congress tried in 1954 to achieve a 
certain goal. It has failed—it is evident that it has failed in the 
writing of that language. 

I don’ t know who is responsible for that language. 

Mr. Huspanp. And I don’t either, Mr. Congressman. 

Mr. Houirrevp. I don’t know whether the language was written by 
the Board, or by the staff of the Senate or House Banking Committees. 
Mr. McKenna at that time was very active, I believe, but I don’t know 
who wrote that language. The language has pore n to be deficient 
in accomplishing the intent of Congress, which is to conserve insti- 
tutions, particularly institutions that are sélvdnd but may be in vio- 
lation of law or recul: ation, and it seems to me that it clearly calls 
for another attempt by Congress to solve this problem, and I am going 
to introduce a bill on this subject , and on some other things that I 
think ought to be done, and I hope that at the time that bill is intro- 
duced, if hear ings are held, you Ww ill be a witness before the 
again on this matter. 

Mr. Huspanp. Anything I can do to be of constructive help, Mr. 
Congressman, I would be happy to do all I ean. 

Mr. Lanican. You testified the only recommendation that you 
felt authorized within the se ope of your author ity to make was the one 
for termination of insurance in accordance with the regular pro- 
cedures, and that is the only recommendation or suggestion you made 
regarding this institution ? 

Mr. Huspanp. My opinion was not asked as to whether a supervisory 
representative in charge should be appointed, and I would be pre- 
sumptuous, Mr. Lanigan, to suggest anything other than that arising 
out of our own Insurance Corporation law which must necessar ily 
direct my thinking and the scope of my activities. 

Mr. Lanican. So far as the Insurance Corporation was concerned, 
so far as you as General Manager were concerned 
quirement that a supervisory agent be appointed ? 

Mr. Hussanp. So far as the General Manager is concerned, that is 
correct. 

Mr. Lantcan. Now, when a receiver is a ippointed under the law for 
asavings and loan association, the Insurance Corporation acts as the 
receiver, is that correct ? 

Mr. Hussanp. In the case of Feder: al savings and loan association, 
that is required by the statute. Then for State chartered, it depends 
upon the State law. 

I believe, Mr. Wallhauser, in New Jersey, for example, there is a 


coreceivership status, and in other States a full receivership, but in 
nost States it cannot serve as receiver. 
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Mr. Lanican. Then with respect to a Federal association, could 
you tell us when a receiver is appointed what steps he would take jp 
his action with respect to the association, to liquidate the association? 

Mr. Hussanp. The Insurance Corporation under those cirewn- 
stances serves in two capacities, one as insurer, and second as re- 
ceiver, and even though it is the same corporation those functions are 
separate and distinct. 

In carrying out the insurance payment functions, we ascertain and 
establish the valid insured savings accounts, whereupon the holders of 
those accounts fill out forms filing their claims. 

In filing those claims, their rights, we obtain the subrogated rights 
up to the insured limit which then gives us the right to participate in 
the assets along with the accounts in excess of $10,000. in the liquida- 
tion of the assets also being performed by the Insurance Corporation 
in their capacity. 

Mr. Lanigan. And what does a receiver do when he takes over the 
institution? Does he start out by making an inventory of all of his 
assets and liabilities, or what does he do? 

Mr. Hussanp. Yes, of course we start—by that time the supe r Visory 
authorities of course have had their examiners in there and the ree- 
ords are quite up to date. You will appreciate that we work with 
the RaDEE VEOEY authority under those cir umst: inces to get the records 
up to date as much as possible so that there will be no delay in p: Lying 
off the shares. 

Mr. Horirieip. So you do take an inventory of not only the assets 
of the association, but the liabilities to depositors and other contractual 
liabilities ? 

Mr. Husrsanp. If you want to call it an inventory, I have never 
thought of it as that. We make a complete financial accounting, which 
is more nearly in the vernacular of the accountant. 

Mr. Hortrretp. And then you proceed to pay out withdrawals on 
demand ? 

Mr. Huspanp. Yes, sir. 

Mr. Hotirietp. Assuming that at the completion of your liquida- 
tion there are assets left, you find that you have # amount of assets 
more than liabilities against the association. Where does that asset 
go? 

Mr. Huspanp. In the receivership, all of it goes to the shareholders. 

Mr. Hortrrevp. How is that disbursed, on a percentage as to their 
deposits ? 

Mr. Huspanp. Yes, sir; pro-rated. 

Mr. Hotirterp. Have there been occasions where you have handled 
institutions on that basis ? 

Mr. Huspanp. Yes, sir. 

Mr. Houirrecp. And there have been more assets than liabilities, and 
there have been, vou might say, premium distributions over and above 

their deposits? I am speaking now of the depositors, so-called share- 
holders. 

Mr. Husranp. Yes, sir; the very first receivership we had, at Guy- 
mon, Okla., where we were invited to come in by the directors because 
of the terrific drought of that time, and because of our “high connec- 
tions” we were able to arrange a heavy rainfall within a week or two, 
and with the rains came more rains, and the farmland was revived, 
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and so we liquidated, as I remember, for 101.1 cents on the dollar. 
The 1.1 did not go to the Insurance Corporation, but went to the 
shareholders. 

The other one that comes to mind is the community of Independence, 
Mo., where I think we liquidated for between 107 and 108. The In- 
surance Corporation, however, received only 100 cents. All the excess 
went to the shareholders. 

Mr. Hottrteip. ‘Then it really is a truly mutual association, and the 
assets of the institution really ‘do belong to the depositors under the 
Federal Savings and Loan Insurance Cor poration ¢ 

Mr. Huspanp. Yes, sir: under its charter. 

Mr. Houiriecp. Under its charter? 

Mr. Huspanp. Yes, sir. 

Mr. Houirretp. How did you handle that situation in Guymon, 
Okla.? Did you have to wait very long for the rain and the restora- 
tion “¢ the economy? How many months were you in charge ? 

Mr. Hussanp. Well, we paid off the shareholders very promptly, 
and that discharged our duties as the insurer, but as the receiver, I 
would say that possibly took 2 or 3 years to liquidate the great. bulk of 
the assets. 

Mr. Houirreip. Until you could finally liquidate. Now, during that 
period of time for this very small amount, 1.1 I think you said, how 
did you look upon those assets? Did you look upon those assets as 
assets to liquidate abruptly and get rid of the job, or did you look at 
it from the standpoint of taking enough time to achieve as much 
possible out of those assets ? 

Mr. Hussanp. One of the lessons that I hope we learned from the 
thirties is that dumping, overnight liquidation is not only harmful 
tothe particular association, but it is harmful to the overall ec onomy. 
Indeed, based on the limited experience of the Insurance Corporation 
and the more extensive experience of the HOLC of which I was a 
member of the Board of Directors, as you may recall, we found that 

capital losses were offset in the amount of 60 percent by virtue of the 
operating gains that you make in the interim. 

So by all means orderly liquidation is now recognized as a desirable 
solution. 

Mr. Hoxtrrecp. As the normal and prudent course in the public 
interest ? 

Mr. Huspanp. Yes, sir. 

Mr. Horirirmetp. And you would at all times advise that sort of 
procedure ? 

Mr. Huspanp. Except if the market were strong enough, and if you 
could get out in a very buoyant market in shorter time, in 12 months, 
with profit to everyone, yes, because, obviously- 

Mr. Hortrrecp. Of course if the market were buoyant, you wouldn’t 
be faced with the problem of a depreciation of assets. You would 
havea ready sale for your assets, 

Mr. Huspanp. You do, as you know, have localized conditions, such 
as this drought condition that T me ntioned, and there are also special 
economic conditions, such as the coal mining areas and other 
as you know, but generally speaking you are absolutely correct 

Mr. Hontrrenp. In other words, you take serio musly the obligation 
ofa mutual institution to protect the depositors to the fullest extent ? 


Mr. Huspanp. Yes. sir. 
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Mr. Horirretp. Do I understand, Dr. Husband, that you wish to be 
excused at 5 o’clock ? 

Mr. Hvuspanv. I would appreciate it, although if that is incon. 
venient for the committee—— 

Mr. Houtrtrevp. I will desist from further questions at this time, Mr. 
Chairman. . 

Mr. Moss. Mr. Wallhauser, do you have any questions of Dr. 
Husband? 

Mr. Watiuauser. No questions, Mr. Chairman. 

Mr. Moss. Mr. Smith? 

Mr. Smiru. No questions. 

Mr. Moss. Mr. Lanigan, then, will you continue ? 

Mr. Lanican. Yes, sir. 

Now, in the case of the Long Beach Federal Savings & Loan Aggo- 
ciation, it has been established that in the first few weeks after the 
supervisor in charge took over the institution, it had a run in which $36 
million were withdrawn, and another $4 million were taken out as 
share loans. 

Now, would you say that the institution would be a worse risk from 
the Corpor ation’s standpoint after the run than before the run, since 
no receiver or liquidator has been appointed ? 

Mr. Huspanp. I presume the only way you can look at that is when 
you start out you have a risk of S95 ) or $96 million, or whatever it is, 
and when you pay that out your risk is then reduced by the amount 
paid out, so from that point of view there would be no difference in 
the risk. 

Mr. Moss. Well, is it beneficial to an institution of this type to be 
seized? Is its future as rosy as before seizure, in your judgment? 

Mr. Huspanp. The latter part I can answer very definitely, it 
obviously can’t be as rosy. 

Mr. Moss. You have actually in the course of your career with the 
Insurance Corporation acted as a receiver, your agency ? 

Mr. Huszanp. I have supervised—— 

Mr. Moss. A receivership ? 

Mr. Huspanp. Yes, sir. Our agent worked under the title of special 
representative of the Insurance “Corpor ation, and I have definitely 
supervised those operations. 

For your further information, I have literally appraised properties, 
and I think I know a little bit about real estate and mortgage lending. 

Mr. Moss. Now, in your capacity in supervising such ree eiverships, 
in the disposal of assets have you been inclined to take the first offer, 
or seek the best offer ? 

Mr. Huspanp. We have been inclined to seek the best offer, but I 
hope we may have this common understanding of the word “best.” 

Mr. Moss. Reasonably available within a reasonable period of time. 

Mr. Huspanp. Let me illustrate it this way, Mr. Congressman. Sup- 
pose you think a property is worth $17,500 on terms, and you get a cash 
offer of $15,000. You may deem that the $15,000 is the best offer. 

Mr. Moss. That isr ight. 

Mr. Huspanp. Yes, sir; in that sense. 

Mr. Moss. Well, let’s take a hypothetical case. Supposing an insti- 
tution which you had taken over for the purposes of liquidation had an 
asset where there was an offer, we will say, of a half million dollars, 
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immediate, and a case pending on condemnation where the value was 
$9.5 million. Would you be inclined to settle with the condemning 
authority for the half million, or let the case be heard in court and see 
if you could get the $2.5 million ? 

Mr. Hussanp. You will appreciate, I am sure, the difficulty of being 
too precise on abstract quest lons. 

Mr. Moss. We have great difference in the two valuations. 

Mr. Huspanp. Yes. I have seen, as you have, appraisals that vary 
from $500,000 to $4 million. 

Mr. Moss. That is correct. 

Mr. Huseanp. And you have appraisals in between, and every one 
of those people will swear that their appraisal is the right figure. 

Mr. Moss. That is correct. 

Now, suppose you had within the reasonably same area another 
property recently condemned where its value had been sustained by a 
decision of the supreme court of the State in which the property was 
located, and supposing that the valuation placed on that property and 
confirmed by the court was more nearly in accord with the high 
valuation on the asset in your institution. 

Mr. Hussanp. I can say this, because there again it is most difficult. 

Mr. Moss. The buyer would have to pay cash. 

Mr. Huspanp. Even if a court declared a valuation, and I can recall 
in the 1930’s in our dealings with the HOLC where the State assess- 
ment authorities declared the value to be $20,000, and we couldn’t even 
sell the property for $6,000, so if there is a market, competent opinion 
supporting the court decision that there is a market, you obviously 
would seek the higher figure. 

Mr. Moss. It would take time to carefully test and probe the market. 

Mr. Huspanp. A true market value is determined not on the spur 
of the moment, but by analysis of a cross section of the market. 

Mr. Moss. You would proceed with great caution ? 

Mr. Huspanp. Yes, sir. 

Mr. Houtrretp. Mr. Chairman, might I ask one question ? 

Mr. Moss. That is all I wanted to ask. 

Mr. Hortrrevp. I am curious as to what happens to money once it 
leaves your hands. I am talking now about insurance funds which 
have been transferred to, I suppose, the Board in the case of a seizure 
or conservatorship, or whatever it may be. They place a loan with 
your Insurance Corporation, and you give them “x” amount of money. 

Mr. Hussanp. Yes. 

Mr. Houirretp. Now, do you lose control of the disbursement of 
that money ? 

Mr. Huspanp. Yes, sir. 

Mr. Hotirtetp. Your Corporation loses control. 

Mr. Huspanp. Just like your going to a bank and borrowing money, 
then you would have the say-so as to the use of the money. 

Mr. Hotrreip. Do they place collateral in your hands when they 
do that, or does the Board take it by demand ? 

Mr. Huspanp. The loan agreement provides that collateral may be 
required, but up to this point we have not required collateral. 

Mr. Hotirterp. So such loans as you have made for these purposes 
of conservatorship or liquidation have been without collateral, except 
for collateral that would be in the institution which would back it up? 

59258—60—pt. 1——30 
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Mr. Huspanp. This is the first loan in the history of the Insurance 
Corporation, so you see there is no precedent. 

Mr. Houtrieip. You are in business, then, now. 

Mr. Huspanp. Yes. 

Mr. Houtrrerp. You finally got to be an operating company. 

Now, would those moneys normally be used to pay withdrawals? 

Mr. Hussanp. Oh, yes, sir. 

Mr. Horirrerp. And would they be used to pay the normal ex. 
penses, the salaries, the rent, the lights, the gas, the other normal 
operat ing expe nses of the institution ? 

Mr. Huspanp. It provides that the amount of funds that we would 
advance would be the amount needed for withdrawals of savings and 
creditor obligations. As you know, once money gets inside it is very 
difficult to trace a particular dollar. 

Mr. Hortrrerp. But you would use moneys, the assets of the institu. 
tion whatever they might be and the Insurance money, to pay with- 
drawals? 

Mr. Huspanp. Yes, sir. 

Mr. Houtrretp. They would become mingled. 

Mr. Hussanp. That is correct. 

Mr. Hotirrecp. You would use it for normal expenses, to pay 
obligated interest to depositors assuming a rate had been agreed upon 
and advertised, that we will pay 4 percent, let us say, on savings! 
The assets of the institution and the Insurance money could be used 
to pay that interest rate, could it, if the due date occurred that month? 

Mr. Husspanp. That isnot as clear. 

Mr. Hottrrerp. Has it been used in the past? Have you continued 
to pay interest rates on accounts—let’s take the Guymon incident in 
Oklahoma. Did you pay interest rates to those people ? 

Mr. Hussanp. Their interest ceased as of the date of the receiver- 
ship, and then, as I told you, as a result of the longer liquidation, they 
got the 1.1, but. they received no interest or dividend on their savings, 

Mr. Houtrrevp. If they withdrew their funds, that was if they with- 
drew their funds, was it? 

Mr. Hussanp. Well, when you have a receivership, they file their 
claims—they have to come in. 

Mr. Hortrrerp. They have to withdraw ? 

Mr. Huspanp. Yes, they have to withdraw. 

Mr. Hottrtevp. Taking the current case of the Long Beach institu- 
tion, we had testimony here last week that $37 million had been with- 
drawn by apprehensive depositors. Of course there is no obligation 
on the association to pay interest if the principal is withdrawn before 
the interest payment date. 

Mr. Husnanp. Buta loan, you see, is not income. 

Mr. Hortrrerp. Yes, I understand that. But my question was as to 
those people who have withdrawn, who came in and voluntarily with- 
drew because they were apprehensive, there is no obligation to pay 
them interest ? 

Mr. Huspanp. Oh, no, sir. 

Mr. Houtrterp. But if they left it there until the interest. date—let 
us assume that June 30 is the interest date, and if they left their 
money, if they weren't scared or apprehensive and they left it there 
until June 30, wv ‘ould they be entitled to interest ? 
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Mr. Hussanp. If there were sufficient earnings. 

Mr. Houiriecp. If there were sufficient earnings, or reserve? 

Mr. Huspanp. Well, if your reserves are tied up, frozen for losses, 
you of course couldn’t touch the reserve, but dividends could be paid, 
of course, to the extent that you have income or undivided profits. 

Mr. Houirietp. Let’s divorce ourselves from this particular case for 
a moment. We talked about the psychology of protecting these 
delicate financial institutions. Do you think it is good psychology 
not only to pay the depositors on demand, even though it goes above 
$10,000, but do you a consider it good psychology to also pay the 
contracted interest rate, advertised interest rate, if you can do it? 

Mr. Huspanp. Oh, I think that merits the most careful considera- 
tion by the Congress, because beyond a shadow of doubt, the saver does 
anticipate its payment. 

Mr. HoLiriep. Now, getting back to this particular case, if $40 
million has been withdrawn by apprehensive depositors, there is in- 
volved there a loss of interest which runs into a ete sum. 

Mr. Huspanp. Yes. 

Mr. Houirietp. It runs up—well, 4 percent on $40 million, what- 
ever that figures out. 

Mr. Huspanp. Our experience, however, has been that people are 
so thankful that their principal is saved. We have had one case—— 

Mr. Houirtetp. They are so thankful to get the main course Lark 
they don’t care about dessert. 

Mr. Huspanp. Yes, we had one case where I can assure you we 
were pressured by the savings and loan business—I see Steve Slipher 
over here—they put the pressure on to pay the interest or dividend, 
but the situation was such we felt it could not be. and there wasn’t 
aripple. ‘They were so thankful for the safety of that principal. 

However, I would have to say if a man has a thousand dollars, if 
he = get a thousand he is thankful; but if he can get $1,000 plus 
$40, he is doubly thankful. 

Mr. Houirietp. You wouldn’t go so far as to make a distress sale 
of assets in order to pay interest rates, would you? 

Mr. Huseanp. The sale of distress assets——— 

Mr. Hotrtecp. I am talking about a distress sale. 

Mr. Hussanp. That would not generate income. 

Mr. Houirieip. Oh, it wouldn't / 

Mr. Huspanp. No, sir, it is a return of principal which you could 
not use for the payment of dividends. The sale of assets wouldn’t 
help the dividend situation at all. 

Mr. Hotirretp. But it would affect the eventual bonus, if there were 
assets there over and above deposits ? 

Mr. Huspanp. Oh, yes. 

Mr. Houtrieip. It would oy ad and in a sense it would be in 
lieu of interest, you might call it, if it were properly conserved ¢ 

Mr. Huss AND. Y es. 

Mr. Houirieip. That is all, Mr. Chairman. 

Mr. Moss. Mr. Smith. 

Mr. Smiru. I will defer to counsel. 

Mr. Lanican. I just wanted to find out who was present at the 
meeting- you said you were at the meeting at which it was decided 
to take over the Long Beach Savings & Loan Association, but you 
Were only asked ~ 
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Mr. Huspanp. I said I was present at the meeting where Mr, Greg. 
ory and Mr. C ete in and Mr. Reddick and Mr. Wells, I believe— 

Mr. Lanican. Were you present at a subsequent meeting when they 
decided to take over the institution ? 

Mr. Huspanp. I was present, I would say, at possibly four or fiye 
additional meetings subsequent to that. I do not recall being present 
when the Board actually adopted the resolution to take over 

att. Sorters p. Were you present Just prior to April 22, at any 
time within the 30-day period prior to April 22? 

Mr. Huspanp. Yes, sir, I was, because the Board asked me the 
question whether or not the Insurance Corporation had sufficient 
funds to meet withdrawals. 

Mr. Smirxa. When was this meeting that you were told to make the 
Joan of $30 million, just within a day or two before April 22! 

Mr. Huspanp. Mr. Congressman, I can’t be certain—I would say 
within a week or two prior to that date, possibly, and indeed the only 
thing I remember is that the Board asked me about the availability 
of funds, and I was not present at the meeting when the resolution 
was adopted by the Board. 

Mr. Smirn. At this meeting where you were told you would be 
called upon to make a loan, was there discussion concerning the take- 
over of the institution at Long Beach ? 

Mr. Huspanp. No, I would s say most of the discussion had probably 
taken place prior to that time. You see, that was right near the end, 

Mr. Smiru. That particular meeting. At the previous meeting 
there had been discussion ? 

Mr. Hussanp. Yes, and I had been present. at vee. few meetings, 
indeed, in this long drawn out case for 14 years. I don’t think the 
Board asked me in until possibly last fall. 

Mr. Smirxe. Were you told to make the advance of $30 million all at 
once, or was it first decided to advance $10 million, and then the re- 
maining $20 million ? 

Mr. Hussanp. The first $10 million, and then thereafter it would 
depend upon the rate of withdrawals, and the next two advances were 
each made in an advance of $10 million each. 

Mr. Houtrretp. The $10 million advance was made prior to seizure, 
was it? 

Mr. Huspanp. No, sir. 

Mr. Houirrecp. Concurrent ? 

Mr. Hvuspsanp. Simultaneously, I would say. I was not out there, 
as you know. It is my understanding it was simultaneous. 

Mr. Horirtetp. We understood that the supervisor in charge arrived 
with a $10 million Treasury check. 

Mr. Huspanp. I think that is correct. 

Mr. Houtrretp. That came from your Corporation ? 

Mr. Huspanp. Yes, sir. 

Mr. Horirretp. Do you know the date of that check, sir? 

Mr. Huspanp. I think it was dated, if memory serves me correct, 

April 23, subject to verification. 

Mr. Houtrrecp. That was the day after seizure. 

Mr. Huspanp. Yes, sir; the date was not inserted, but he was given 
authorization to insert the date. 

Mr. Howtrrecp. What was the date of issue? 
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Mr. Huspanp. I think the check was probably —— 

Mr. Moss. When was it prepared ? 

Mr. Huspanp. I think the check was written, Mr. Congressman, I 
would estimate possibly the day before the takeover. 
estimate of it. 

Mr. Moss. Do you recall how long before the takeover you were first 
consulted regarding the possibility 4 

Mr. Huspanp. When was I first consulted ? 

Mr. Moss. Yes, regarding the possible requirement of funds. 

Mr. Huspanp. I would estimate that to have taken place in maybe 
February or March. 

Mr. Moss. You have had experience in receiverships. Do you ordi- 
narily, when you go into an institution to take over as receiver, dis- 
miss quite a number of employees and replace them with others / 

Mr. Hussanp. When we go in as receiver they are so thankful to 
see us that there is no occasion to dismiss. 

Mr. Moss. You haven’t had to dismiss them ? 

Mr. Hussanp. And we have to work under civil service, and we have 
special arrangements whereby you can blanket in the personnel of 
the association. 

Mr. Houirreip. Did you so do in the Guymon case ? 

Mr. Huspanp. Yes, sir. 

Mr. Houirietp. You just used the regular people that were em- 
ployed in the institution ? 

Mr. Huspanp. Yes, sir. 

Mr. Houirtetp. You had no feeling that they would steal the money 
out of the till, or anything like that. You felt that they would co- 
operate with you, did you? 

Mr. Huspanp. Yes, sir. <A serious drought will bring about a com- 
mon bond of cooperation. 

Mr. Houirrerp. Speaking of bonds, I suppose they were bonded 
employees, were they not ? 

Mr. Husganp. Oh, yes, sir. 

Mr. Smirn. As early as about February or March, then, it was dis- 
cussed with you the possibility of needing to borrow some money for 
the use of the Long Beach bank? 

Mr. Hussanp. That is my memory, sir. 

Mr.Smiru. And it was discussed then as early as February or March 
that there might be a seizure of the bank? 

Mr. Huspanp. Undoubtedly reference must have been made to the 
appointment of a supervisory representative, because the question to 
me was if the representative is appointed does the Insurance Corpora- 
tion have sufficient funds available to take care of the problem. 

Mr. Smrrn. And that question was addressed to you, to the best of 
your memory, as early as probably February or March ? 

Mr. Huspanp. Yes, sir. 

Mr. Smiru. That is all. 

Mr. Hotirtetp. And it was related to the Long Beach case? 

Mr. Husspanp. Yes, sir. 

Mr. Moss. Are there further questions? 

Mr. Scuer. Mr. Chairman, just for the sake of the record, may we 
have a statement from Dr. Husband as to where he was born, his edu- 
cation, and his general experience, just quickly ? 


That is my 
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Mr. Moss. I could have it supplied for the record. I had agreed to 
let him go by 5, and 7 think we can receive that for the record. — 

Mr. Hvusnanp. I would be ve ry happy to provide it. 

(The statement referred to appears at the conclusion of Dr. Hyg. 
band’s testimony.) 

Mr. Moss. Doctor, I want to apologize for the sudden serving of 
the subpena on you, but the matter had developed that I w: anted to 
inquire into, : nd it seemed to be the only way of getting certain jp 
formation. 

Mr. Hussanp. I was very happy to come, Mr. Chairman. 

Mr. Moss. The committee will excuse you, now. 

Mr. Huspanp. Will you need me in the morning? 

Mr. Moss. No. 

Mr. Huspanp. I would, despite the time, like to make one or two 
little statements. 

Mr. Moss. All right, you may proceed. 

Mr. Hvuspanp. If you wish to have them out of the record. it i 
perfectly all right w ith me. 

Mr. Moss. No. 

Mr. Hussanp. As you gentlemen know, statements have appeared 
in the Congressional Record that the Insurance Corporation has 
seized associations. That is contrary to the fact. As I indicated, the 
Corporation has no such authority. 

The statement has appeared in the Record that in the seizure of 
midwester n SAV ings and loan assoe lt ition that the Cor por: ation refused 
to make its books available to the Congress. 

Mr. Holifield, you can check the record of the 1951 hearings where 
I said, “This is a public corporation, and you are most. welcome to look 
at, those records,” and the counsel for your committee did come down 
to my office and review the facts at firsthand, and he was given every 
bit of information he asked for. 

Mr. Hortrretp. You were completely cooperative as a public serv- 
ant, Dr. Husband, and I am glad to attest to that fact. 

Mr. Hussanp. The good name in such statements of the Insurance 
Corporation is involved, and the good faith of the U.S. Government, 
because unless these agencies deliver for you, the U.S. Government 
may not have technic al legal li: ibility for these insured savings, but 
the good faith, in my judgment, of this Government is at stake. 

Mr. Smirn. Mr. Husband, you are pointing out that the Insuranee 
Corporation is a separate entity from the Board, and the people are 
getting the Board mixed up with the Insurance Corporation, is that 
correct ? 

Mr. Huspanp. Yes, sir. It is the same Board, but it is a corporate 
entity separate unto itself, and it derives powers only from the lav 
creating that corporation. 

You never can correct such misinformation, but I at least to you 
gentlemen wanted to make those corrections, because without integrity 
there is no confidence, and there is no national economy. 

Thank you very much. 

Mr. Moss. Thank you, and I want to express complete agreement 
with that observation. 

Mr. Hussanp. Thank you very much. 
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(Biographical notes on William H. Husband follow:) 


BIOGRAPHICAL NoTEes, WILLIAM H. Hussanp, GENERAL MANAGER, FEDERAL 
SAVINGS AND LOAN INSURANCE CORPORATION, WASHINGTON, D.C. 


Born St. Ives, Cornwall, England, January 15, 1899, and immigrated to the 
United States in 1901. U.S. citizen since 1908. Served with Signal Corps, U.S. 
Army, with AEF, 1917-19. 

Education: University of Michigan, A.B., 1922; Ohio State University, M.A., 
1924; Ohio State University, Ph. D., 1928. 

Occupational activities: 1922-86: Successively instructor, assistant and asso- 
ciate professor, professor of accounting and finance, Ohio Wesleyan University ; 
auditor, student organization accounts, 1925-30; investment adviser to board of 
trustees, 1932-36. Regional investigator for North Central Association of Col- 
leges and Universities for 3 years. 1936-42: Following 1 year as deputy to 
member of Federal Home Loan Bank Board, served for over 4 years, pursuant 
to appointment by President, as a member of Federal Home Loan Bank Board, 
poard of directors of Home Owners’ Loan Corporation and board of trustees of 
Federal Savings and Loan Corporation. In connection with duties as member of 
poard of directors of HOLC, personally inspected HOLC properties in many areas 
throughout the United States and passed upon reconditioning programs, sale of 
real estate, and making of mortgage loans. 1942-44: Executive vice president of 
First Federal Savings & Loan Association of Waterbury, Conn., which duties 
embraced appraisal of property security underlying loans made by the associa- 
tion in addition to all duties relating to the management of this institution. 
1944 to date: General manager of the Federal Savings and Loan 
Corporation. 

Publications: Coauthor of “Modern Corporation Finance,” originally pub- 
lished in 1942, which has been revised on three occasions: the latest (fourth) 
edition was published in 1857. Coauthor of “Real Estate,” originally published 
in 1948, which has been revised on two occasions: the latest 
was published in March 1960. 


Insurance 


(third) edition 


Mr. Moss. Now going to item 2, will Mr. Robertson and his staff 
please return to the stand ? 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY WIL- 
LIAM J. HALLAHAN, BOARD MEMBER; THOMAS H. CREIGHTON, 
JR, GENERAL COUNSEL; EDWARD E. SLOANE AND SIMON H. 
TREVAS, ATTORNEY ADVISERS; JOHN M. WYMAN, DIRECTOR, 
DIVISION OF SUPERVISION; AND LAWRENCE M. WALTERS, AS- 
SOCIATE DIRECTOR, DIVISION OF EXAMINATION 


Mr. Hottrtetp. Pursuing the chairman’s direction, Mr. Robertson, 
item 2 says: 

Said association has failed since 1948 to acquire, hold, and maintain its stock 
holdings in the Federal Home Loan Bank of San Francisco in the required 
amount in violation of section 6(1) of the Federal Home Loan Bank Act. 

Do you have any knowledge of the fact that an in lieu amount was 
deposited in the Federal and State courts for the sums required under 
this item ? 

Mr. Roserrson. That generally is a matter which will be considered 
at the administrative hearing. 

Mr. Hortrreip. Mr. Scher. 
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Mr. Scuer. In your letter of January 5, Mr. Robertson, you said, 
and I quote: 

Another is your failure to purchase the required amount of bank stock. This 
as you well know, is another statutory requirement of all Federal Savings 
and Loan Associations. 

Was this the last written communication that you had with Mr 
Gregory or the institution on this point ? 

Mr. Rozertson. So far as I know. 

Mr. Scuer. Did you consider this sufficient notice to him that jt 
ee 

Mr. Roserrson. I don’t know that it was so intended, but it again 
is just simply a restatement of all the things which had been talked 
about and written about over the years. 

The Long Beach case probably took more—well, it did take more 
time than any other problem the Board had to deal with. 

It was a problem hanging over the Board almost constantly. 

Mr. Scuer. Do you believe that the institution made any reasonable 
attempt to purchase the required amount of bank stock? 

Mr. Rosertson. Not in a form that would have done the bank, itself, 
any good in its normal functions. 

Mr. Scuer. How much and under what circumstances was the re- 
quired amount of bank stock which the institution should have 
purchased ? 

Mr. Rogertson. I don’t recall the figures, but the requirement is 
2 percent of the mortgage loans outstanding. 

Mr. Scorer. How far below this figure did it fall? 

Mr. Rozertson. I do not know. 

Mr. Scuer. Were you aware of that fact at the time this order was 
agreed upon ? 

Mr. Rosertson. I am sure we were, but I don’t remember the figure. 

Mr. Scorer. Can you give us any rough estimate, just roughly, “how 
far below the necessary figure this institution was? 

Mr. Ropertrson. No. 

Mr. Scuer. None at all ? 

Mr. Rogertson. No; I can’t. 

Mr. Hortrretp. Mr. Smith. 

Mr. Smiru. Mr. Robertson, on both 1 and 2, and at various other 
times, you have asserted what you call a judicial privilege. 

Mr. Ropertson. Yes, sir. 

Mr. Smiru. I want to get this clear in my mind, now. 

At what point do you say, without debating the merits of the 
claim, that judicial privilege ends? Does it end as soon as the June 
27 hearing is over ¢ 

Mr. Roperrson. As soon as we have discharged our function in 
passing on the hearing examiner’s report. 

Mr. Smirn. At what precise point would that be—after you have 
rendered your decision ¢ 

Mr. Ropertson. Yes. 

Mr. Smiru. In other words, you would claim, then, that this judi- 
cial privilege lasts until after that decision is rende red, which might 
be many months from now ? 

Mr. Rosertson. Yes; it could be; it could be a long time. 

Mr. Smrrx. What if that decision is appealed ! 
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Mr. Ropertrson. Well, I would say this, and this is subject to con- 
frmation by counsel. If it is appealed, it is out of our hands. 

Mr. Smiru. You don’t claim—— 

Mr. Ropertrson. As soon as we have done the part that Congress 
has imposed upon us, it then goes out of our hands. It is simply out 
of our hands. 

Mr. Smiru. The reason I asked was that there was some claim here 
a few days ago that you were refusing to answer only until the June 
97 hearing, and I wanted to get it precise in the record that you are 
claiming this lasts until after a decision is rendered. 

Mr. RoBERTSON. After we have rendered our decision. 

Mr. Ropack. Would you, Mr. Robertson, be enjoined by the De- 
partment of Justice from answering because the case has been ap- 
pealed ? atts 

Mr. Rozerrson. I wouldn’t think so. 

Mr. Ropacx. You wouldn't have, as a member of the Board, any 
inhibition to come before this committee regardless of the status of 
any litigation on the subject? 

Mr. Rosertson. I think so long as that litigation did not involve 
us, but I don’t know the status of that. 

Mr. Creighton, can you say anything about that? 

Mr. Cretauton. Mr. Robertson’s statement I think made it quite 
clear that insofar as he was concerned, after the Board had performed 
their judicial function by rendering a decision that he was perfectly 
willing to come before you and discuss any factual matters involved 
with respect to this matter. 

Mr. Scuer. Mr. Robertson, at or about the time of the Board’s 
action in order No, 13372, were you aware of the payment of any 
funds into a court registry to comply with the statute on the mainte- 

nance of stock holdings i in the Federal Home Loan Bank? 

Mr. Roperrson. Yes; we were aware that funds had been paid in. 

Mr. Scurr. It would be a matter of simple arithmetic as to whether 
or not that was 2 percent of the mortgage loans outstanding is that 
right? 

‘Mr. Roserrson. It should be, yes 

Mr. Scuer. How much had been paid into the court registry ? 

Mr. Rozertrson. I don’t know now the figure. 

Mr. Scuer. How much did the institution purchase directly ? 

Mr. Roserrson. I don’t know that I understand your question. I 
don’t think I know the answer. 

Mr. Scuer. So that you made a determination as the basis for the 
extreme action of seizure without knowing whether there was suffi- 
cient money in the court registry, or whether there was any ‘direct 
purchase ? 

Mr. Rozertson. Well, that was only one of the reasons given for 
the appointment of the supervisory representative in charge. 

Mr. Moss. Mr. Robertson, because you won’t tell us the reasons, it 
isnecessary that we go at them one by one, that is why we are doing 
it, I realize that it is trying on you. It is equally trying to us—that 
may give you some measure of satisfaction. 

Mr. Ropertson. I can assure you it istrying to me. 

Mr. Moss. That is why we are asking on each one, and we are 
going to ask on each of the others. You ‘leave us no alternative. 
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Mr. Scurr. Mr. Robertson, the statement was made to the gep. 
eral public and to shi weholders that the institution was seriously de. 
linquent in complying with the statutory duties, and that undermined 
confidence in the institution, didn’t it? 

Mr. Ronertson. What was the statement made, that they were seri. 
ously delinquent ? 

Mr. Scuer. In maintaining their stock holdings in the Federal] 
Home Loan Bank of San i rancisco. 

Mr. Rozerrson. Well, I doubt very much if that would have had 
any persuasive effect on a shareholder—that is my guess. I would 
doubt if he even knows what it meant. 

Mr. Moss. They could conclude they didn’t have the funds to pay 
their bills, if they are seriously delinquent. That is what I would 
conclude. 

Mr. Rosertson. Does it say that? 

Mr. Moss (reading) : 

It failed since 1948 to acquire, hold and maintain its stockholders in the Fed. 
eral Home Loan Bank of San Francisco in the required amount. 

Mr. Roserrson. I doubt if any shareholders would understand 
that or be concerned with it. 

Mr. Moss. Had there been an offer by the association to go ahead 
and acquire, if it had assurance that the stock so acquired would be 
delivered to it? 

Mr. Ropertson. I don’t recall all of the arguments that went on 
over the years on that point, but as has been said here, and as I think 
is common knowledge, this case in more aspects that I can understand 
has been in litigation ‘which I don’t comprehend on many points. I 
think that was one of them. 

Mr. Moss. You acted here to stop its rights in litigation on these 

various matters. You put yourself in a position to pay yourself off, 
buy your stock, and do almost anything else you want to do by this 
order. 

Mr. Ropertson. I am sure whatever we do, and however we do, it 
will be, in our opinion, in the interest of the shareholders and in the 
public interest. 

Mr. Moss. Well, I am sure at the moment that what you have done 
is not. I am part of the public, and I sit here as a spokesman for 
680.000 people who through free expression have selected me to sit 
here, and so I want satisfaction, and you sit on your Board because 
you were selected by one man to so sit, ‘and I am not satisfied that you 
have acted in the public interest, and I am not satisfied you have acted 
in conformity with the intent of the body who created you, and I want 
satisfaction, and I am under instructions from my committee to get 
the facts, and I don’t like to take just idle advice as to what they are. 

It might satisfy you, sir, it does not satisfy me, and IL have a re 
sponsibility I feel I should dise harge in depth, and not because some: 
one tells me it is proper to do it a certain way. I want to know what 
I am doing, in detail, and without disrespect to you, this record cloes 
not state that you were so informed. 

I am disturbed at the condition of this record as to what you know 
and what you do not. 

Mr. Scuer. Shall we go to the third charge, Mr, Chairman! 
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Mr. Moss (reading) : 


Said association declared and paid dividends on savings capital during the 
years 1958 and 1959 when its net income and undivided profits were insufficient 
to make required additions to loss reserves and to pay the said dividends. 

Did you issue a supervisory letter on this matter? 

Mr. Ropertson. No, sir, but we sat down with the management of 
the association extending over a period of 2 days with the figures that 
our examiners had developed, went over them as thoroughly and as 
completely step by step as we could, and much more thoroughly than 
could have been done in a supervisory letter. 

Mr. Moss. Did you direct them to take an action? 

Mr. Rorertrson. I don’t suppose that we did, but we made it so clear 
what they were doing was wrong and bad practice, that to have written 
a letter would have been simply redundant. 

Mr. Moss. ‘To direct them, which is your authority—would that have 
been redundant ¢ 

Mr. Ropertson. I would have said so. 

Mr. Moss. You call them in, sit down and discuss it. You get into 
anarea here where you have a difference as to accounting practices or 
procedures. You express your views and they express theirs. At any 
point did you tell them that they were wrong and that the Board 
expected them to act to correct the situ: ition ? Ls 

Mr. Roperrson. | am sure that we did, if there was any possibil- 
itv—if the English language was understandable. 

“Mr. Moss. ‘I hey left there under orders from the Board to correct 
the situation, or with the expression of the Board’s displeasure. 
which / 

Mr. Roperrson. | would say with the expression of the Board’s dis- 
pleasure and dissatisfaction. 

Mr. Moss. When did you first become aware of the fact that they 
had not followed the Board’s policy in the year of 1958, in the opera- 
tion of the institution for the year 1958 ¢ 

Mr. Ropertson. Probably the early part of 1959. 

Mr. Moss. When did you have the 2-day conference ? 


Mr. Roperrson. Wel!, we had one—well, we had one in 1958, and 
the next was : Nove »*mber—— 
Mr. Moss. wen in JOP ss? 


Mr. Roserrson. | can tell you the precise dates. 

Mr. Moss. Wou id vou, please. 

Mr. Roseerson. | thoueht we had the precise dates. The first was 
in October of 1958. and the second one was in November of 1959. 

Mr. Moss. Al! rieht. you became aware of the 1958 policy early 
1959. and von held acon rence in October of 1958. 

How did you confer abont the 1958 operation of which you became 
aware in early 1959, in ¢ lctober of 1958 ? . 

Mr. Re BERTSON. | cant five vou the chronology precisely, but as- 
suming that we became aware of it in April, it took some time to study 
itand analyze it and be sure of it, and then later, as I recall it—and 
[am waiting for Mr. Wyman—we wrote the association a letter out- 
Ining all of the things that we wanted to have discussed at that 
heeting, so that they would be prepared—— 


Mr. Moss. Mr. Robertson, you told me you had a conference in 
October of 1958, 
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Mr. Ropertson. Yes. 

Mr. Moss. You had previously said that you became aware of the 
1958 condition early in 1959. My question was how could you haye 
discussed it at the 1958 conference when you did not become aware of 
it until early in 1959 ? 

Mr. Rozertson. Well, I am not sure that that was discussed at the 
1958 conference which dealt with the 1957 examination report. 

Mr. Moss. But I only asked you about the 2 days of conference re- 
garding charge No. 3, not about others, because you are specific here, 

You say that the association declared and paid dividends on Savings 
capital during the years 1958 and 1959 when its net income and up. 
divided profits were insufficient to make required additions to loss 
reserves and to pay ‘the said dividends, and the Nn in response to counsel 
you said there were 2 days of conference on this item. 

I asked you for the dates of the conference, and you gave me an 
October 1958 and a date in 19 \9, after having told me you became 
aware of it in 1959 

Mr. Ropertson. Well, I have either misunderstood you, or answered 
incorrectly. 

Mr. Moss. Well, then, let us correet—— 

Mr. Rozerrson. I want to be sure that I understand the question, 

Mr. Moss. When were the conferences held which the issues raised 
in item 3 of order 13372 were discussed, the policy of the association 
on the declaration and paying of dividends during the years of 1958 
and 1959? 

Mr. Rozertrson. I would say in November 1959. 

Mr. Moss. In November of 1959 ? 

Mr. Ropertson. Yes. 

Mr. Moss. Now, when did you become aware of the association's 
policy as it related to the year 1959—you became aware of the situa- 
tion as it related to 1958 early j in 1959. 

When did you receive an examiner’s report which would acquaint 
you with it? 

Mr. Rozerrson. We became aware of that in the early part of 1960. 

Mr. Moss. You became aware of that early in 1960? Then, I am 
completely at a loss as to how you could have discussed it in November 
of 1959. 

You said that you hadn’t written a supervisory letter, that the 
matter had been dise ‘ussed during 2 days of conference. I point out 
that I was inquiring specifically about the 1958 and 1959 policies fol- 
lowed by the association. F irst you told me you discussed the 1958 
matter in October of 1958, after having become aware of it in early 
1959, and now you tell me you disc ussed the 1959 matter in November 
of 1959 after becoming aware of it e: irly in 1960. 

Now, I admit to confusion. 

Mr. Rospertson. The way youstate it, I think 

Mr. Moss. Sir, I am not being harsh or unfair. I can have the 
reporter read it back, and it will be exactly as I have stated it. Iam 
confused. 

Mr. Rosertson. I am not contradicting you. 

Mr. Moss. Was it discussed at a conference? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. The 1959 issue was discussed at a conference? 
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Mr. Ropertson. Yes,sir. 

Mr. Moss. The 1959 issue was discussed at a conference held when? 

Mr. Ropertson. I would say the 1958 and first half of 1959 divi- 
dend issue was discussed in November 1959. . 

Mr. Moss. You only then discussed the 1958 issue? Had you had 
an audit on 1959 with an examiner’s report back to you before the 
gizure of the institution—you said early in 1959. Was it in Janu- 
ary that you learned of this ? 

Mr. Ropserrson. ‘The last complete examination was started No- 
vember 17, 1958. 

Mr. Moss. Well, that did not disclose the condition in 1959. 

Mr. Rozertson. No. 

Mr. Moss. It is aserious charge. 

Did you on learning of the very serious nature of this matter sug- 
gest a change in management or in the directors of the institution? 

Mr. Roperrson. No. 

Mr. Moss. You have so suggested in other instances, haven’t you, 
toother institutions that their directors be replaced ? 

Mr. Ropertrson. Yes. 

Mr. Moss. Yet here, where the very issue of judgment is involved, 
there was never a supervisory letter, never an order, and never a re- 
quest for substitution of directors. 

Mr. Roperrson. Not recently. 

Mr. Moss. Ever ? 

Mr. Ropertson. I don’t know—I want to respond to your last 
question, and then I would like to go back. 

Mr. Moss. Certainly. 

Mr. Rozertson. Mr. Wyman reminds me that there were three 
supplements to the November 1958 examination that came in subse- 
quently. Do you remember the months? 

Mr. Wyman. As I recollect the dates, it was in March or April 
and May, I believe, of 1959, and perhaps one of them in June. 

Mr. Moss. Well, now, supplements—by a supplement, what do you 
mean ¢ 

Mr. Wyman. I mean a limited examination, a report covering a 
limited examination as to some particular phase of the operation of 
the institution. 

Mr. Moss. Does the examiner’s report to you draw any conclusions 
and make recommendations ? 

Mr.Wrman. They have to report the facts as they find them. 

Mr. Moss. And did the supplements represent any modification of 
the facts ? 

Mr. Rozerrson. I would say they represent an enlargement of them. 

Mr. Moss. Well, what was the nature of the enlargement ? 

Mr. Roserrson. Well, that is a matter which would be discussed in 
the administrative hearing. 

Mr. Moss. Oh, I am callie steps to get some of that material, and I 
think I shall have something that I can base more concrete questions 
upon, You may make it difficult for me, but you won’t stop me. 

Mr. Rozertson. I might add that at the November 

Mr. Moss. I am not sure that I won’t undertake to subpena the 
xaminer’s reports. That decision has not yet been made, but I am 
getting mighty tired of this business—this, Mr. Robertson, is not an 
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issue, as to whether or not you received a supplement in 1959, and jt 
represented achange? You tell me that is an issue? 

Mr. Rosertson. I didn’t understand that to be your question. 

Mr. Moss. I asked what occurred in the supplements, modified, 
expanded, enlarged, anything you want to call it, but what happened! 

Did you keep a crew of examiners in the institution all through 
that period of 1959 ? i 

Mr. Wyman. No. 

Mr. Moss. Well, I want, for the record, the list of examiners in Long 
Beach Federal for the months of January, February, March, April 
and May of 1959, their grades and the number of hours they worked 

Will you get that for me ? 

Mr. Ropertson. Yes. 

(Subsequently the following information was supplied. ) 


LoNG BeacH FrperRAL SAavines & LOAN ASSOCIATION, LONG BEACH, Catutr. 


Supervisory examination as of Nov. 17, 1958 


[fours worked (1959 


Examiner Grade | Annual 
sal iry 
January; February! March | April May Total 

Konecky GS-13 | $9, 890 169 80 116 40) 52 548 
Ault_.__ GS-11 | 7,030 16) 72 18 28 { 
Ladd GS-11 7, 030 152 15 
McCollum GS-11 7,279 169 72 939 
Stone GS-11 7, 030 169 72 1S i152 42) 
Gentry GS-9 5, 985 40) 56 r 
Griese. (isS-9 6, 135 160 64 
James GS-9 6, 285 16 
Thomas, L ; GS-9 | 5,985 40) 
Manley GS-13 9, 890 20 4( 72 

Totals ae aula 1, 068 400 244 | 136 432 2 28 





Note.—Grades and salaries are as of Jan. 1, 1959. 


Mr. Moss. And the number of supplements filed. 

(The subcommittee was advised that there were three supplements 
to the November 1958 examination report. ) 

Mr. Moss. Was there an issue between the institution and the Board 
as to the type of accounting employed to arrive at a determination as 
to its ability to pay ¢ 

Mr. Roperrson. Yes. 

Mr. Moss. ‘There wasa difference of opinion ¢ 

Mr. Ropertrson. Yes. 

Mr. Moss. The Board lacked the courage to issue an order whieh 
could be contested to determine this issue; is that what I am to 
conclude ¢ 

Mr. Ropertrson. No, sir. 

Mr. Moss. Why was none issued? If yon have this problem child 
on your doorstep, why are you so patient for so long, and so harshly 
summary in your action when you finally act? You were guilty of 
indulgence in one instance, or of harshness in the other. 

Mr. Rosertson. I don’t believe the chairman can possibly under 
stand the ramifications of the differences of opinion in accounting 
procedures without an analysis of this case which is, I would say, 
almost incomprehensible. 
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Mr. Moss. An accounting is incomprehensible? I don’t think so. 

If the issues which constituted the basic differences were resolved 
in proper legal procedure, I think the matter would become quickly 
comprehensible, but as long as the Board took its full resources and 
employed them for 14 years to forestall the opportunity for the settle- 
ment, and then acted under its emergency powers to the prejudice of 
the institution, and of its shareholders, and of the community—it might 
be incomprehensible to you, sir, but 1 am sorry to say it is becoming 
increasingly clear to me. 

Mr. Rovertrson. I think the chairman’s conclusions on that are 
unwarranted. 

Mr. Moss. Well, that may be true. 

Did you ever act to get these issues before the court? Did you ever 
take the direct action which would have made them reviewable by a 
court? Did you? 

Mr. Ropertson. Well, this action will be one that will do that. 

Mr. Moss. I assumed he knew the answer, Mr. Sloane, that you need 
not advise him on that. 

Mr. Stoane. | am sorry if I am out of order. 

Mr. Moss. Oh, you are not out of order. I will bang the gavel 
when you are, but you are impertinent, and there is a difference. 

Mr. Roperrson. I feel that I should have advice of counsel on mat- 
ters which have to do—— 

Mr. Moss. Avail yourself of it. I point out that you didn’t lean to 
him, he leaned to you. I am not objecting to your having all the 
advice you need to answer the questions I put. 

Did you ever take direction action which would have placed this 
before the court ? 

Mr. Ropertson. I think we have done it now. 

Mr. Moss. No, not even in this final one did you. In this final one 
you find an emergency, which avoided the courts until after you had 
sized and become for all practical purposes the management of the 
institution. 

[had no judgment on this when I started this case, but I am develop- 
ing one. 

Mr. Scher. 

Mr. Scurer. Were semiannual reports made available by certified 
public accountants of the institution to the Board ¢ 

Mr. Wyman. In some instances there may have been. I don’t be- 
lieve, as I recollect. it now, it was done with any particular regularity 
or consistency. 

Mr. Ronerrson. I think I can say this—they were not made semi- 
annually. 

Mr. Scner. On page 157 of the record we have a report. by certified 
publie accountants of the surplus accounts on the books of the as- 
sociation. 

I notice that on December 31. 1957, June 30, 1958, December dl, 
198, June 30, 1959, and December 31, 1959, it shows in each instance 
there was a $10 million surplus in excess of legal reserve. 

Are you familiar with that—roughly $10 million in each instance? 
In one instance, that of June 30, 1959, it drops down to $9,990,000, 
but in each other case it is in excess of $10 million. 
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Mr. Rosertrson. I think I am familiar with the spread that you 
have there. I saw it. 

Mr. Scuer. Is this a proper basis for the ascertainment of the re- 
serves in this institution ¢ 

Mr. Rosertson. Well, that is a question that would certainly be 
involved in the charges in the administrative hearing. 

Mr. Moss. Well, it is a question that was also involved all during 
the years, wasn’t it? It was a question which could have been settled 
by going into court. 

1s it the purpose of your Board to settle issues or to prolong them? 

Mr. Rosertson. If I am not mistaken, Mr. Chairman, that case js 
in court. 

Mr. Moss. Well, have you been cooperative in getting it decided? 

Mr. Rogertson. I don’t know that the Board, “itself, i is involved in 
that. 

Mr. Moss. I think the Board has to be involved. Who is involved? 

Mr. Ropertson. When you get into the question of this litigation, I 
must ask Mr. Creighton to help me out. 

Mr. Moss. Is the Board involved in the legal action involving Long 
Beach Federal Savings & Loan Association ¢ 5 

Mr. Creteuton. Mr. Chairman, the question whether the Board is 
involved or not involved is a question of whether or not the court has 
jurisdiction, and whether or not the pleadings filed—I want to say 
with respect to all of this litigation which has been going on for the 
past 14 years, long before I imew there was a Federal Home Loan 
Bank Board, that the Department of Justice acted as attorneys for the 
Board and has dictated the legal policies with respect to that litiga- 
tion. 

Mr. Moss. The Board has the power to employ other counsel if it 
desires, doesn’t it? 

Mr. Creicutron. Well, they did decide that the Department of Jus- 
tice should represent them. 

Mr. Moss. ‘They are attorneys for the Board, aren’t they ? 

Mr. Creicuton. They are attorneys for the Board. 

Mr. Moss. And the Board doesn’t avoid its responsibility by select- 
ing its attorney any more than I do. 

Mr. Crercuton. That is the position which the Department of Jus- 
tice takes, and long before this Board came—this present Board came 
in, the Department of Justice was handling this litigation, and they 
were handling the litigation for a long per iod of time when the Board 
did not have the power to have its own counsel to represent it. 

Mr. Moss. The Board has had the power for 6 years. 

Mr. Creicuton. Well, the Department of Justice was in there, and 
they have continued to be in there, sir. 

Mr. Moss. Well, you speak, now, when you say they will continue 
to be there, you speak for the moment. 

Mr. Cretcuton. I said they are in there now. 

Mr. Houtrrecp. Mr. Creighton, isn’t it true that Board after Board 
has sought to settle this affair, and that the attorneys for the Govern- 
ment have refused to let them settle or compromise it, and have more 
or less dictated to the Board the continuance of the litigation ? 

Mr. Creicuton. Well, now, I can’t say that, Mr. Holifield. 

Mr. Moss. They wouldn’t have the right to. The Board can’t shirk 
its responsibilities on that basis. 
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Mr. CrercutTon. I know, as you know, it is a fact that there have 
been negotiations and discussions with respect to this matter ever 
since 1 have been with the Board, and I understand long before I 
came with it. . 

Mr. Houtrtevp. I have talked to practically every Board chairman 
up to Mr. Robertson about this case, and I thought the case was about 
to be settled under Mr. Robertson. I talked to Mr. McAllister about 
it, and other Board chairmen before him, and they all said it should 
be settled, and that they wanted to settle it, but somehow or another 
they never got around to settling, they never have gotten around to 
letting this get into court and be settled on an equitable basis. 

Mr. Crercuton. It is a fact, it never was settled, and there has been 
g lot of negotiation and discussion with respect to it. 

Mr. Hoxirtetp. I have had many a Board member tell me he wished 
he could settle this, but the lawyers kept interposing objections to any 
kind of settlement. 

Mr. CreicutTon. I wouldn’t know about that, sir. 

Mr. Moss. Maybe we need stronger Board members. If they want 
to settle it, they should settle it. The attorneys are to advise them, 
not to dictate to them. 

Mr. Scuer. I would like to ask Mr. Robertson whether his January 
5, 1960, letter had any reference to the problem of the declaration of 
dividends ? 

Mr. Rosertson. Well, you have the letter before you. 

Mr. Scuer. Yes, sir. 

Mr. Rosertson. I havea copy of it. 

Yes, I think the first full paragraph on page 2 has reference to 
dividends. 

Mr. Scurer. You were referring there to the Bellehurst loan situa- 
tion, is that right, sir? 

Mr. Ropertson. Yes, it refers particularly to the Bellehurst loans. 

Mr. Scorer. Then the difficulty about dividends arises out of the 
Bellehurst situation ? 


Mr. Rozertson. If this does not come within the privilege, I would 
like to make this one general 

Mr. Moss. You determine the privilege. You are the only one who 
knows about it, you are asserting it. I don’t recognize it. 

Mr. Rozertson. I would like to assert my privilege in response to 
that question. 

Mr. Moss. Well, let’s have an answer. I am going to direct now, 
Mr. Robertson, that you answer the question. We have discussed the 
_— in great detail. The Chair orders that you answer the ques- 
ion. 

Mr. Rosertson. May I hear the question again ? 

Mr. Moss. The question was: Was it the practice mentioned in the 
January 5 letter to which you referred, the paragraph which you cited, 
— caused the concern over the payment of dividends by the associa- 
ion. 

I want to point out this is clearly pertinent and germane to the 
earings underway. The committee is directed to inquire into the 


circumstances surrounding the seizure, an action accomplished through 
the issuance of order 13372. 
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It goes to the question of whether or not the Board acted to cireyp. 
vent the intent of Congress when it passed the 1954 amendments to the 
act. 

Mr. Rosertson. Well, Mr. Chairman, that question involves mat. 
ters which in my opinion may be inv olved in the char ges in the pend. 
ing administrative proceeding, and I must respectfully request to 
decline— 

Mr. Moss. Oh, you have et panned the privilege now to cover items 
which “may be” involved— 

Mr. Rosertson. I should correct that to “will be” involved. 

Mr. Moss. No, I want it to stand. You can’t tell me they will b 
involved. You don’t know. 

If this is such an urgent matter, one of such great emergency, how 
does it tie to: 





This communication is not intended to be a formal supervisory letter, nor 
does it attempt to discuss point by point the many items mentioned in your 
letter of November 27. 

Mr. Roserrson. I have undertaken to explain that before: namely, 
to indicate to the association that it was not spelling out all of the 
things that had been discussed time and again, and more spec ifically it 
was referring to the things which we regarded as most important 
and most urgent. 

Mr. Moss. Now, then, let’s read it again. 


This communication is not intended to be a formal supervisory letter. 
That is the first clause, there, and then it goes on: 

Nor does it attempt to discuss point by point the many items mentioned in 
your letter of November 27, and all of the supervisory problems discussed at 
our conference in November. 

It seems to me you are saying that. while this might be a matter of 
concern, it certainly is not a supervisory letter, gentlemen—it is still 
open. You were not ordering them to do these things. 

You have a sort of tradition on these supervisory letters, this isa 
means employed to instruct or direct or order actions corrected which 
the Board finds to be in need of correction. 

But this is not that kind of a letter. 

Mr. Roserrson. I think what you say might well be true if these 
matters had not been discussed and talked about, written about, be 
labored over years. 

Mr. Moss. And many of them in court, the Board doing its best to 
delay ever getting them heard. 

Mr. Ropertson. I believe, sir, an analysis of the litigation will not 
indicate that the Board has been responsible for the delay. 

Mr. Moss. That is a matter of opinion. 

Mr. Ropertson. Well, I can assure you that the present Board has 

taken no action or done anything which could in any way delay these 
actions. Asa matter of fact—— 

Mr. Moss. Has it taken any action to expedite them ? 

Mr. Ropertson. Well, I w as going to say—— 

Mr. Moss. It hasn’t done very much except to keep looking at it. 

Mr. Rozertson. And working on it. 

Mr. Moss. Well, that is a matter of opinion, too. 
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Mr. Scurr. Mr. Robertson, if you were running a Federal building 
and loan association, would you depend upon your certified public ac- 
countants to advise you of what your financial status was / 

Mr. Roserrson. Yes. I think I would feel about them the same as 
[would feel about a lawyer that—— 

Mr. Scuer. Advised you ? 

Mr. Rosertson. I would feel the same way. 

Mr. Scuer. If your certified public accountants told you that you 
had on deposit under the requirements with the Federal insurance 
reserve more than enough to cover the 2 percent, would you fee! 
confident of it ? 

Mr. Rosertson. Any certified public accountant’s report is based 
on certain premises, and I would want to know what those premises 
are. 

Mr. Scuer. Well, you testified they had to have 2 percent on de- 
posit. I see here by the return of the association’s certified public ac- 
countants that there was at least $4 million in the period of account 
ing from December 31, 1957 to December 31, 1959, at least $4 million 
ineach of those semiannual periods, and I also notice that there is sur 
plus in excess of legal reserve of $10 million. — ; 

I take it that this accounting was provided to the examiners—I 
believe Mr. Wyman said he was familiar with this accounting that | 
am looking at. 

Mr. Wyman. Lamsorry, did you ask a question of me ? 

Mr. Scurr. Have you ever seen this accounting ? 

Mr. Wyman. I don’t recall having seen this particular accounting, 
no. I am rather confident we have seen the substance of it in our 
examination report. 

Mr. Scurer. The answer is he is confident he has seen the substance 
of it in the examination report. 

Mr. Chairman, I would like to read into the record the statement 
made by the accountants at the end of their statement that there was an 
excess Of $10 million in each one of these periods in excess of legal 
reserves. 

The undersigned does hereby certify that the above itemization of surplus ac- 
counts is in accordance with the accounting records of the association; that the 
amounts deducted for the legal reserve requirements are equivalent to 5 percent 
of the insured accounts as of 12-31-56 plus 10 percent of net income before divi 
dends since that date. 

On that basis, on that kind of accounting, would you say that the 
declaration of, say, 4.5 percent dividend is justifiable ? 

Tam not asking you about a pending case. 
aproblem in accounting. 

Mr. Roprrtson. If that statement were subject to no qualifications 
ormodifications, I would say yes. 

Mr. Scuer. Well, it is in the record, Mr. Chairman. and can be 
analyzed later. I won’t take your time now. 

Mr. Moss. Are there further questions on item No. 3? If not, the 
subcommittee will now adjourn until 10 o’e ing i 
thissame room. 


I am asking you about 


lock tomorrow morning in 


(Whereupon, at 6:12 p.m., the subcommittee recessed to reconvene 
it10a.m., Friday, June 17, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


FRIDAY, JUNE 17, 1960 
Hovuser or RepresENTATIVES, 
SpectaL SUBCOMMITTEE ON THE 
Home Loan Banx Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met at 10 a.m., in room 100—-B, George Washing- 
ton Inn, Hon. John E. Moss (chairman of the subcommittee) pre- 
siding. 
Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 


Also present: Herbert Roback, subcommittee staff; and Jacob 
Scher, subcommittee counsel. 


Mr. Moss. The subcommittee will be in order. 
Mr. Robertson, would you and your staff return to the stand? 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY WIL- 
LIAM J. HALLAHAN, BOARD MEMBER; THOMAS H. CREIGHTON, 
JR., GENERAL COUNSEL; EDWARD E. SLOANE AND SIMON H. 
TREVAS, ATTORNEY ADVISERS; JOHN M. WYMAN, DIRECTOR, 
DIVISION OF SUPERVISION; AND LAWRENCE M. WALTERS, AS- 
SOCIATE DIRECTOR, DIVISION OF EXAMINATION 


Mr. Moss. Yesterday afternoon, we had completed item No. 3 of 

order No, 18372. The next would be item 4: 

Said association during the month of December 1949 declared as a policy a 
current dividend rate of 4.5 percent per annum commencing January 1, 1960, to 
be credited on share accounts as of the close of business June 30, 1960, but its 
undivided profits and earnings were insufficient to justify such declaration of 
Wlicy or payment of such dividend. 

That is substantially the same as item No. 3, is it not ? 

Mr. Rosertson. Yes, it is a continuation of item 3. 

Mr. Moss. And the same items discussed in connection with 3 would 
be — to item 4? 

| Mr, Rosertson. I would say yes. 

Mr. Moss. Do you have any questions on item 4 in view of the na- 
ture of the charge and the material it encompasses? If not, I sug- 
gest We move on to item 5. 

| Mr. Scuer. Mr. Chairman, in order to save time, I just want to 

| lote for the record that the questioning would be along the same lines 
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as those under item 3 involving the accountings made by the associa. | 


tion showing the surplus. 

Mr. Moss. Mr. Robertson had just indicated that from a_ syb. 
stantive standpoint the items were more or less the same. 

Mr. Scuer. The accounting we were talking about yesterday goes 
through January 1, 1960. 


Mr. Stoanr. Could we go off the record for a moment, please, sir? | 


Mr. Moss. Off the record for a moment. 
( Discussion off the record.) 
Mr. Moss. Now, item 5, which is (e) of order 13372: 


Said association has taken into income and has used for the purpose of paying | 


expenses and dividends large amounts of proceeds of loans made for and neces. 
sary to finance to completion the construction of houses which were specified 
security for the loans, the construction of many of which houses has beep 
suspended or abandoned; and has refinanced and increased loans to seriously 
delinquent borrowers for the same purpose. 

Mr. Robertson, what is a seriously delinquent borrower? 

Mr. RogeErTson. I would say that a seriously delinquent borrower 
was one who had been in arrears for several months or more. 

Mr. Moss. Without any agreement covering the arrear age! Ip 
other words, in judging whether or not a person was in arrears, would 
you look to the original agreement, or to any arrangements which 
might have been made in the interim ? 

Mr. Roserrson. I would say that if there were a formal, or a clear 
arrangement for deferment, such as an arrearage would be, or could 
be, modified. 

Mr. Moss. Would you also look to the nature of the collateral of 
such a client—the protection atforded the institution on the loan! 

Mr. Rosertson. 1 would say as a practical matter that if there were 
adequate surplus, o ‘ample coll: iteral, that the justification for a modi- 
fication would be greater. The collateral, itself, however, does not 
necessarily affect the terms of the loan. 

Mr. Moss. But there is, then, a remedy available for the institution 
to protect itself from loss if the collateral 1s adequate ¢ 

Mr. Roserrson. If there is sufficient collateral, 1 would say that ; 
a practical matter an extension might be justified. 

Mr. Moss. And where you have a client indebted to you, and you 
have adequate collateral, you are inclined to be a little more liberal 
in the handling of his account if he experiences a period of temporary 
difficulty, aren’t you ? 

Mr. Roperrson. It might well be. 

Mr. Horrman. If I may interrupt, then I will ask to be excused. 

Mr. Moss. Mr. Hoffman. 

Mr. Flo FFMAN. For the record, I want to make a motion at the close 
of today’s hearings the committee adjourn these hearings until after 
they have held their he: aring on the 27th. 

~ Waxuiuauser. I second the motion. 

.. Moss. Well, the motion—— 

Mr Horrman. Will you note your final decision on the record! _ 

Mr. Moss. All right, we will take a vote on the motion. Those m 
favor of the motion vote “aye.” 

The record will show Mr. Hoffman and Mr. Wallhauser voted “aye. 

Mr. Smith ? 
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Mr. Smiru. The motion is to decide now what we are going to do 
jater / . 

Mr. Horrman. To adjourn at the close of today’s hearings. 

Mr. Smiru. I couldn't vote now on that kind of a motion; no. 

Mr. Hotrrrevp. No. 

Mr. Moss. Record the Chair as voting “No.” 

The motion is lost. 

Thank you, Mr. Hoffman. 

Mr. Horrman. Thank you, sir. 

Mr. Moss. Now I want to read into the record a telegram received 
from Mr. H. Chamberlain, superintendent of building, city of Buena 
Park, Calif., addressed to me as chairman of this committee: 

As requested by Mr. James A. Lanigan, the following is submitted. 

During period May to July 1959, this area affected by plasterers’ union strike, 
construction stopped on various buildings in various stages of completion, spe- 
cifically among these in Bellehurst were 74 dwellings under building permit 
which had reached the concrete slab and ground plumbing stage, ground plumb 
ing being that limited to below the ground and through the concrete slab. 
Up to this point inspection showed construction to be satisfactory. As no 
work has been done since and the requirement of work performance within a 
continuous 60-day period is necessary, building permits have become invalid. 
However, no condemnation of this construction is contemplated, no reason to 
doso. Determination of condition will be made when permit renewal requested. 

H. CHAMBERLAIN, 
Superintendent of Building, City of Buena Park, Calif. 

This will become exhibit F—1 in the record. 

(Exhibit F—l appears in the appendix on p. 1071.) 

Mr. Moss. Which houses were abandoned and where were they 
located ¢ 

Mr. Roperrson. May I ask a question, first? What were the dates 
inthat telegram / 

Mr. Moss. The date of the strike was for a 2-month period, May to 
July of 1959. 

Mr. Ropertson. As to your last question, the facts as to where the 
houses are, and the condition of their construction is a matter which 
will be developed in the administrative 

Mr. Moss. Mr. Lanigan, will you get in touch with the building 
inspector of the city of Buena Park and the building inspector of oe 
city of Fullerton, in which this tract is located, supply them with 
list of the properties on which Long Beach Federal holds loans, ahd 
ask them to give the committee a ‘Teport as to whether any of the 
houses are abandoned. 

Mr. Robertson, that again points up the ridiculousness of your claim. 
Itisso easy to establish whether an abandonment- abandonment has a 
precise legal meaning. 

Mr. Roperrson. The meaning intended 

Mr. Moss. You are being most une ooperative. 

Mr. Roserrson. May I say this: The meaning, or the intended 
meaning of paragraph (e) is not that the houses were abandoned, but 
that the construction had been abandoned. 

Mr. Moss. Well, abandonment, again, as I say, has a very precise 
meaning, and it would be easy to determine whether or noi there is 
thandonment in this instance. Abandonment is not something which 
wxeurs because of a temporary cessation of construction. If you lived 
out where I do, you would learn that there are many tracts where there 
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are periods of cessation of work for many reasons. I am not entire] 
unfamiliar with this matter. Iam a licensed real estate broker in the 
State of California, and have been for many years, so we are talking 
about something which is within the scope of my personal knowledge 
and it is also, as I say, a matter easily determined, whether or not you 
want to respond. 

I point out that I am not pressing the point with you because it jg 
so easy to get the facts from others, but in not pressing the point, | 
am not recognizing the slightest privilege. 

Mr. Scher. 

Mr. Scuer. Mr. Robertson, let us look to some hypothetical situa. 
tions here, and just forget about our present problems. 

Are you familiar with the practice of development in California 
of large tracts of land for housing ? 

Mr. Rozerrson. I am generally familiar with it. 

Mr. Scuer. Is that a practice which is comparable or similar to the 
practices in other parts of the country ¢ 

Mr. Rorertson. Yes, I would say so, but on a much more extensive 
scale, probably. 

Mr. Scuer. Isn’t it true that with the explosive population in Cali- 
fornia that a builder might go in, fairly usually, and put in a lot of 
foundations, do a lot of the concrete work over a large tract, and then 
start building a few of the houses, and sell them off, and then finish a 
few more, a few hundred, probably, more and sell those off—that 
these are tremendous subdivisions, is that true ? 

Mr. Rosertson. I assume that that would be true, yes. 

Mr. Scuer. Now this is a little bit different from the common prac. 
tice in other parts of the country, because of their tremendous popula- 
tion explosion, and the demand. 

Mr. Rozerrson. I would say so. 

Mr. Scuer. So that if a builder were to lay in a lot of foundations 
and basic plumbing and get the reduction in cost from such a major 
operation, and then complete and sell off only a portion at a time, 
would that be fairly good business policy for California ? 

Mr. Roserrson. It could be, I should think. 

Mr. Scuer. It would certainly be a better way of making a profit 
than building piece by piece, wouldn’t it ? 

Mr. Rosertson. I should think so. 

Mr. Scuer. Now if he were to let in abeyance for 3 to 6 months 
some of these houses which only have the concrete work done and 
some of the basic plumbing roughed in, that would not be an abandon- 
ment, would it ? 

Mr. Rozertson. Not necessarily. 

Mr. Scuer. No. It might not even bea suspension ? 

Mr. Rosertson. Well, 1 would say it would be a suspension. 

Mr. Scuer. Well, if he were operating, building in one part of the 
tract, after having roughed in another, he has not suspended the work. 

Under your theory, Mr. Robertson, if a person were building two 
houses and were to rough in both and then go back to finish one, would 
you say that there was a suspension as to the other house! 

Mr. Rozertson. It is a question of definition. 

Mr. Scuer. Well, sir, I am trying to get at your definition, trying 
to get at the thinking in your mind. Would that be a suspension! 

Mr. Rosertson. Again this is hypothetical. 
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Mr. Scuer. I assured you, sir, that we were talking about a hypo- 
thetical situation. 

Mr. Rozertson. I would say if the operation was moving right 
along that it would not be a suspension. 

Mr. Scuer. Are you familiar, roughly, with how many tracts for 
homes were involved in the Bellehurst operation, just roughly? Was 
it 500, 700, 1,000 homes? You might consult with Mr. Wyman. 

Mr. Roserrson. I think the number, as I recall it, was—what was 
the original, do you remember ? 

I am informed that the original number was approximately 773. 

Mr. Scuer. All right, let’s take anything like a thousand, just so I 
am not pinning you down on an opinion as to Bellehurst at this mo- 
ment, because I want to save time. 8 : 

Let’s say there are a thousand homes to be built in a certain sub- 
division, and this process takes place where you put in the concrete 
slabs, rough in the plumbing, and then you go to one area, and let’s 
say it takes 6 months to a year before this whole tract is ready for 
individual sale. Would you say at any time, any given time one part 
that is not finished is in suspension ? 

Mr. Ropertson. I would say yes. 

Mr. Scuer. In a tract of 700 toa thousand? Certainly the builder 
couldn’t finish them all at once, could he? 

Mr. Rosertson. Well, no. 

Mr. Scuer. In fact, he would have to wait until the concrete dries— 
you have to make sure the conerete work is good, solid, and dry before 
you even proceed. 

Mr. Rosertson. Of course. 

Mr. Scorer. How long does it take a concrete floor in California to 
bedry and ready for further work ? 

Mr. Ropertson. I don’t know. 

Mr. Scorer. Have you a guess ? 

Mr. Ropertson. No, I haven’t a guess. 

Mr. Scuer. Would you say a month or two? 

Mr. Rozertson. I would say a month or two would be a long time. 

Mr. Scuer. How long does it take to put up an individual house? 

Mr. Rosertson. Well, that again depends on the size of the 
house—— 

Mr. Scuer. These are houses of a minimum of $35,000 to $50,000 
homes. It takes a little while to build them, doesn’t it ? 

Mr. Rosertson. It always take longer than you think it should. 

Mr. Scuer. Now, what if there were more than one contractor in- 
volved, a number of contractors over such a large tract. Certainly 
the rate of development would vary, wouldn’t it? 

Mr. Ropertson. Probably. 

Mr. Scurr. Well, do you think 2 years is an unreasonable time for 
the development of so vast a tract, or hypothetical tract, let’s say, of 
1,000 homes ? 


Mr. Roserrson. Depending on all of the circumstances, I would 
think not. 

Mr. Scurr. During these 2 years, would you say that if some of 
the homes were unfinished, assuming they were completed in 2 years, 


that any of the homes were technically in what you have termed 
“suspension”? ? 
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There is certainly no abandonment, is there, under our hypothetica] 
situation ? 

Mr. Rosertson. If as planned, and if there is money available to 
complete them, and the financing has been arranged, and there jg 
nothing but operational or building difficulties, I would say—and the 
work were progressing—then I should say not. 

Mr. Moss. Now, under that, of course, you would rule out another 
practice which does occur in California. We sometimes have dlevel- 
opers start in on something on a grand scale, and maybe he doesn’t 
sell every house before it is completed, so he decides that maybe he is 
going to make a few bulk sales of some of his interest, so he decides 
to seek the opportunity for the bulk sale. 

He might also seek the opportunity in making the bulk sale to get 
the most advantageous tax treatment. 

While he is seeking that op portunity, has he abandoned his project? 

Mr. Roszerrson. Well, again that is a hypothetical case. 

Mr. Moss. That is right. 

Mr. Rozerrson. Which would have to only be decided when all of 
the facts were known. 

Mr. Moss. Well, I have given you these facts. He has decided that 
he is going to bring more people into this effort with him by selling 
part of his piece, whatever it is. He has shifted his plans. He js 
not going to undertake the full development originally planned by 
himself. He is going to invite others, and he feels t Is going to 
be to his advantage, that he is going to time this, if he can, as js 
quite common, to seek the best tax advantage pos Sle. 

Has he abandoned in arriving at that decision ¢ 

Mr. Roserrson. I would say that, taking all of the factors into 
consideration, which I don’t think have been deve loped in this hy- 
pothesis, that that might be a factor, yes. 

Mr. Moss. It might be an abandonment? If it is, I would say that 
we have many tracts in California which are abandoned, and I would 
like to know how to go out and pick them up, because that is not 
uncommon. It isnot uncommon for a subdivider, who doesn’t build, 
even, to go out and undertake a rather major subdivision and decide 
that it is best to sell off packages to other subdividers or to builders 
rather than going ahead with the whole thing himself. These are 
not uncommon occurrences. If they are abandonment, then we fol- 
low rather generally a policy of abandoning valuable properties out 
my way. 

‘You can understand a shift in plans to gain a tax advantage, can't 
you? 

Mr. Rosertson. Well, I can understand that the tax advantage 
might have a bearing on a change in plans. 

Mr. Moss. Do you understand the shift in plans to sort of spread 
a risk, can’t you, or maybe to seek the chance to go on with something 
else over here with part of your capital which might prove equally or 
more productive? 

You can understand flexibility in the plans of any man who is 
engaged in the development of land or homes, can’t you? 

Mr. Rozerrson. I can understand that there would be, yes. 

Mr. Moss. I remember a tract in which I was interested a long time 
ago where we were positive we were going to build a shopping center, 
and it was 10 years before we did, but I would assure you that we did 
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not abandon ~ center. It is now a very good one, but we 

‘J change our plans. 

a vast like to get from you what you feel is an abandonment, 
+her of construction or of property. 

Pe Bonexreow. I would aye -and again this is hypothetical—that 
an abandonment might well be when the const ruction had been started, 
and the money ran out, or if it required new financing, or a new 
arrangement to continue the operation. . 

Mr. Moss. Well, on that basis there are across this country many, 
many miles of freeways which are abandoned. Through my city of 
Sacramento, we have all of the overpasses completed sitting out ina 
big swath cut through the heart of the city, with no streets leading up 
tothem. They were financed, they were built over 2 years ago. 

Now, has my State abandoned its freeway because it is not currently 
building? Isn*t an abandonment an act of finality—you leave it wit! 
no intention of going back, with no intention of continuing? Isr 
that an abandonment ¢ ' 

Mr. Rosnertson. That would be an abandonment of the property, 
but whethe1 ce a 

Mr. Moss. Oh, I might start a house and say, “W ell, heck, I will 
never finish this, I am going to give up any idea of finishing it. Some 
day I may sell it to somebody, but at least I have determined finally 
that Iam not going ahead with it, and that I regard as an abandon 
ment, but if I say, “Instead of doing it this year, I am going to do this 
next year,” it is to my advantage to do it then, I don’t think I have 
abandoned it. I have changed my mind. Would you disagree with 
me! 

Mr. Rosertson. No; I would agree with you. 

Mr. Scuer. Continuing with the hypothetical situation, if there had 
been suspension of part of these homes you are talking about in this 
large tract of land, and new purchasers of portions of this, at the rate 
of, say, three to four hundred lots with unfinished homes at a time. 
were to come forth and buy them, would that be evidence that there 
had been abandonment ? 

Mr. Rorerrson. That would be evidence in my opinion that there 
had been a revival. 

Mr. Scuer. There had been an abandonment and a revival. 

Mr. Roperrson. I would have said that that would be a revival of 
construction. 

Mr. Scuer. If a sound financial organization, or some person of 
sound judgment and financial backing were to make an offer to buy a 
portion of this, wouldn’t it indicate that in his judgment it was a 
worthwhile investment, and that it was not a bad risk / 

Mr. Rosertson. Oh, I think that would speak for itself. That would 
bea new deal. 


Mr. Scurr. Usually there is abandonment as a bad risk, isn’t there ? 

Mr. Rozertson. Or there could be abandonments for many reasons 
that I can think of, and again we are in a hypothetical 

Mr. Scuer. Inability to proceed, you mean financially ? 

Mr. Roserrson. Yes, or overbuilding, or inability to sell what had 
already been built. I mean there are many factors in this hypo- 
thetical case. i 


Mr. Scuerr. Yes, sir, I am trying to get at all of them. 
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Mr. Rozerrson. I can’t give all of them, but I can think of some of 
them. 

Mr. Scuer. That is all right, we are doing very well. 

What if the value of the lots in this general area were to haye 
jumped in the period of 4 or 5 years, say, from 5,000 to 15,000 a lot? 
Would that indicate that it was a growing area? 

Mr. Ropertson. Yes. 

Mr. Scuer. It would also indicate that investments in this areg 
were good investments ? 

Mr. Rosertson. I would say so. 

Mr. Scuer. Is the function, is it the function of the Home Loan 
Bank Board or its subsidiary banks to regulate the builders, or to 
regulate the lending institution ? ve) 

Mr. Rozertson. To regulate the lending institution. 

Mr. Scuer. It has no contact with the builders, has it ? 

Mr. Roserrson. Ordinarily,no. I can think of—— 

Mr. Scuer. So that it is the rules and regulations that you are 
concerned with? 

Mr. Rosertson. And lending practices. 

Mr. Scuer. Yes, and their lending practices. 

Now, there is a question of judgment involved in that case, isn't 
that right, in any lending practice ? 

Mr. Ropertson. Yes. 

Mr. Scuer. Isn’t it a risk business? 

Mr. Ropertson. Yes. 

Mr. Scuer. That is, isn’t it true that always in this whole area there 
is some form of risk involved ? 

Mr. Rosertrson. Any lending of money involves a risk. 

Mr. Scuer. So that the problem is whether proper banking prac- 
tices are followed by the lending institution to minimize the risk? 

Mr. Ropertson. Yes. 

Mr. Scuer. If there is collateral besides merely the mortgage upon 
the land, itself, or the building, then that decreases or diminishes 
the risk, is that right? 

Mr. Rosertson. Well, the more security the less the risk. 

Mr. Scuer. Sir? 

Mr. Rozertson. The more the security the less the risk, everything 
else being equal. 

Mr. Scuer. Now, when you have a large tract of this type, is it 
true that each and every part contributes to the value of the whole, 
continuing our hypothetical situation—if you had a large tract of 
1,000 homes with an area set aside for a shopping center, for schools 
and churches, the grading of the land was all downhill so children 
went to school going downhill, you know, and the churches were 
within easy access, and the streets wound in such a way so that you 
avoided the gridiron pattern—every part of this tract contributed to 
the value of every other part, if it were well landscaped, if it were 
covered with trees and shrubs, and so forth, then the total ares 
becomes more desirable, doesn’t it ? 

Mr. Roserrson. Certainly the better the neighborhood, the more 
valuable the property. 

Mr. Scuer. If you had a country club and a swimming pool in the 
center of it, all downhill to a center, this is the dream of all planners, 
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as J am sure you know. That makes the locality more desirable, 
doesn’t it ? 

Mr. Rozertson. Well, as I said before, the better the neighborhood, 
the better the environment, the more valuable the property. __ 

Mr. Scuer. What if there were a beautiful hill overlooking the 
area and it gave you a wonderful view that overcame the flat, monot- 
onous, dull kind of landscape that we have in the Middle West, a nice 
hill—would that contribute to the value of the property, each and 
every other parcel? ; 

Mr. Ronertson. Well, again, we are talking of a hypothetical 

Mr. Scuer. Yes, sir, I am just keeping—— 

Mr. Ronerrson. I would say the better the topography, the more 
yaluable the property. 

Mr. Scuer. Now, if that hill were to be sold off as a borrow pit, 
would that depreciate the value of our hypothetical property ? 

Mr. Rozertson. I am now beginning to detect a merging of the 
hypothetical case with the case we have in mind, but as long as we 
stick to the hypothesis, I would say that a borrow pit—and I am not 
sure just what a borrow pit is, how it is spelled 

Mr. Moss. Might I acquaint the gentleman with what a borrow 
pit is? 

We have many of them up our way. We buy the borrow area, and 
use the materials we can get out of it for the construction of levees. 
We have an extensive levee system. You are borrowing material 
from this, it is a borrow pit. You transport the material to other 
areas to use in filling, or in construction. When it is used in con- 
nection with highways, they build ramps out of this borrow material. 

In my area, in connection with levees, we actually build the levees 
out of materials taken from the borrow area. 

Mr. Horirreip. Mr. Chairman, at this point would it be in order to 
ask some questions on this matter of the borrow pit—— 

Mr. Moss. No because we are dealing with a matter of hypothesis 
at the moment. 


Mr. Horirrerp. Then at the proper time, I would like to ask some 
questions. 

Mr. Scuer. Mr. Robertson, let’s come back to our hypothetical 
situation. We had agreed that a hilly view, landscaping would en- 
hance the total value of the investment, and I asked you whether a 
borrow pit and the leveling of this hill would in some way depreciate 
the value of that total tract. 

Mr. Ronerrson. Well, I would say that certainly the hill would 
be better than a hole in the ground. Now, may I finish? If, on the 
other hand, that grading were done in such a way—it might be done 
m such a way as to not detract from or depreciate the value of the 
adjoining property. 

Mr. Scuer. You mean the disappearance of a hill would make no 
difference in the value of any particular home as far as a purchaser 
were involved ? 

Mr. Rorerrson. Again we are pursuing a hypothetical question. I 
would say how much they took off the hill and what it looked like 
when they got done with it—I can understand very well how taking 


a top of a hill and rounding it off might not have a depreciating 
ellect, 5 
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Mr. Scurr. Assuming it was in a bad place, or that it didn’t con. 
tribute in any way to the esthetic value of the surroundings, is that 
right ¢ 

Mr. Ropertson. Let us say this. I don’t want to pursue—TI cap 
understand very well how excavating an attractive, well-located hil] 
could depreciate the value of the property. I don’t mean to argue 
that at all. 

Mr. Moss. Let’s throw another ingredient into this hypothesis of 
ours. This is located—we are talking of a hypothetical hill—in the 
typical arid areas of California where, during the majority of months 
of the year, there is no rainfall, and we are going to not remove this 
hill next month, but we are going to slice off sections for the next 
8 or 10 years, during which time we are going to have a fleet of trucks 
operating, we are going to have the usual power equipment out there 
getting this earth loose and loaded. 

Another characteristic of this dry area is that we sometimes get 
rather strong breezes. We don’t call them winds, but we get breezes 
that are rather strong, and you have some homes— oh, we will say 
for generalization, $50,000 homes. } 

Do you think it might have a depressing effect if those people w ere 
faced with the knowledge that for ° *x” period of time they were going 
to be faced with this loose soil blowing over on them { : 

Mr. Roserrson. If I were there, 1 wouldn’t like it at all. 

Mr. Moss. Neither would I. 

Mr. Scher. 


Mr. SCHER. Mr. Robertson, then there are intangible values in- 
2 hl ers ere me 

volved in real estate. Esthetics would be one, wouldn’t it? 
AT 


Mr. Roperrson. Yes, of course. 

Mr. Scuer. And these are all involved in the problem of selling 

nomes, building and petling Terece, one f that is the purpose of your 
re business, isn’t it, to make available to people homes ? 
Rovertson. That is the basic purpose of the business. 

Mr. Scurer. Now, does it sometimes happen that a builder may fall 
behind on his payments 4 

Mir. Roperrson. I am sure that is true. 

Mr. Scuer. On building loans—should he be foreclosed imme- 
diately ? 

Mr. Roverrson. I think that depends on a great many circum- 
stances, and I think ordinarily it is a very hard decision for a lender 
to make. 

Mr. Scuer. But the purpose of a lender in your particular busi- 
ness, if he isn’t just the old fashioned type of villian in the old plays 
we used to see in the American theater, if he isn’t just a “Scrooge,” is 
to try to get as many homes built as possible within all reasonable 
concepts of sound financing? 

Mr. Roserrson. Well, his purpose, the lender, is to protect his 
investment by the most prudent means. 

Mr. Scner. Well, sometimes a builder can’t pay for several months. 
Some of the homes he has built are going slowly, a certain condition 
comes along, it is a slack season in the purchase of homes, and he 
can’t pay all of the amount due for several months. 

What is the function of the association? What should it do? 
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Mr. Rozertson. Well, in my opinion its main function is to pro- 
tect its investment by whatever method seems best to it. 

Mr. Scuer. It must use its best judgment ¢ 

Mr. Rozertrson. Yes. 

Mr. Moss. ‘Talking of this investment, we talk of the intangibles in 
real estate values, are there any intangibles in this investment? Are 
there intangibles in this investment which is to be protected? 

Mr. Rosertrson. I think there are intangibles in-—— 

Mr. Moss. This is a highly competitive business. 

Mr. Rovertson. I think there are intangibles in most every invest- 
ment. 

Mr. Moss. But this building and loan business is a highly competi- 
tive business. You are not always dodging borrowe +rs—frequently 
you are having to promote the opportunity to get them, aren't you? 

Mr. Roper — 1 think at times, yes, sir. 

Mr. Moss. I understand some of them give away frying pans, bank 
accounts, and every sort of inducement to get people to deposit, and 
then they, probably at Christmas time, send out little gifts which we 
in Government are not supposed to receive but in business it is all 
night, in order to encourage people to continue to do business with 
them. So if they have a client, or a group of clients who over the 
years prove to ie good risks and produce profits for them—they must 
be interested in the profits , that is the very reason for the existence 
of any business, and all the good will in the world is of little value if 


you can't make profits so that as you look at a delinquent account, 
you don’t just say “Poor old Joe is delinquent 60 days, and we are 
going to cut him ‘off at the poc kets at 90.” You have to sort of look 


at Joe’s character, and you have to sort of look at Joe’s collateral and 
evaluate all of these factors, tangible and intangible, and determine 
whether you and Joe are going to do business in the future, or whether 
you are going to cut him off immediately to protect your investors 


4 


There is a great element of discretion and judgment which enters at 
this point, isn’t there ¢ 

Mr. Rosertson. I would agree with that. 

Mr. Moss. Now, is this element of judgment developed, as a rule, 
by any means other than the experience of exercising it? You have 
exercised it. Would you feel you have better judgment in this area 
than the man, we will say, who has the finest background in economics 


but he has had no practical experience? Which would you place your 
faith in? 


Mr. Roserrson. I am going back to—— 

Mr. Moss. The hypothesis. 

Mr. Roserrson. I am drawing on my own experience. I observed 
a great many bank failures in the thirties where the basis of credit 
was the general knowledge and confidence in the character and ability 
of the borrower, with no supporting evidence, and a great many of 
those old-time bankers—— 

Mr. Moss. I carefully mentioned that you look to the collateral, too. 

Mr. Roperrson (continuing). Got into trouble. 

Mr. Moss. Well, let’s see if we can’t agree on this, that in the period 
of the 1930's. the e 2arly 1930’s, you were having to fly blind, because 
conditions were different than they had been, and much different than 
they are now. You could have men with assets which you would 
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regard at this moment as giltedge who couldn’t pay their milk bil] 
and it wasn’t their fault, and you couldn’t accuse them of bad judg: 
ment, you couldn’t accuse them of anything except being victims of 
circumstances, and if the banker in that bank that folded had exer. 
cised the judgment and the rules of a Scrooge, he couldn’t protect 
himself, could he, in many, many instances ? 

Mr. Roserrson. That is true, but I would like to go back even 
further, to the land boom which occurred in my state of Iowa in 
the 1920’s, in the late 1920’s, where there was no depression—ag 
matter of fact, there was the contrary. 

Mr. Moss. Didn’t we have depressed agricultural income through- 
out the 1920's? 

Mr. Rosertson. I think if you would look at the record, I am sure 
that my memory is correct on that, there were in the late 1920’s, pre- 
ceding the stock market boom, what was called in Iowa, the land 
boom. Many of those loans went bad, many of them, and those were 
secured loans. What I am trying to get at is there are both factors, and 
that the primary factor in any credit is the ability to pay. 

Mr. Moss. That is right. Remember that I said in this hypothetical 
question that we look to the collateral, but we also look to some in- 
tangible factors, and as we protected the investment of the institu- 
tion we could not look only to whether he was delinquent or not, but we 
had to look to his value to the institution as a client, to his collateral, 
to some intangible as well as tangible factors in arriving at a de- 
termination as to whether we would cut him off at the pockets or ride 
along with him. 

Mr. Roserrson. I think there is one factor that you have left off, 
and that is his ability to service the loan. 

Mr. Moss. Well, I didn’t intend to leave it off. I have restated this 
on two or there occasions. 

Mr. Rosertson. I think, Mr. Chairman, we are in no basic dis- 
agreement. 

Mr. Moss. I just wanted to establish that there is a value to be 
protected which is not purely a tangible value, and in any business 
in which you extend credit in the form of loans or otherwise, this 
becomes an important consideration which management must carefully 
evaluate if it is to continue to generate the good will which permits 
it to have the opportunity for profitable operation. 

Mr. Rogertson. I would agree with that. 

Mr. Scuer. Mr. Robertson, you said that credit is the ability to 
repay. 

Mr. Rozertson. I don’t think I said that. 

Mr. Scuer. You said credit is the ability to repay—your precise 
language, I noted it. 

Are you saying, sir, that you don’t extend credit except when every 
cent of that loan is immediately realizable ? 

Mr. Ropertson. Oh, no; I didn’t say that. 

Mr. Scuer. You didn’t mean that ? 

Mr. Ropertson. Oh, no. 

Mr. Screr. Because credit is a form of investment, is that right, 
in the hope that it may appreciate something. It is a form of en- 
hancing values, or our great Nation wouldn’t have been built if our 
people didn’t have the basic confidence to extend credit in the hope 
that the operation, itself, would be increased in value. 


prope 
sal 

Mr. 
tion i 

Mr. 
from 
be con 
or not 
the br 
be a 
I don 


r 
‘ 


ill, 


of 
er- 
tect 


ven 
» In 
$a 


gh- 
sure 


and 
vere 
and 


‘ical 


itu- 
t we 
ral, 
de- 
ride 


off, 
this 
dis- 


o be 


ness 
this 
tully 


mits 


eCISe 


very 


ight, 
f en- 
f our 
hope 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 48] 


A piece of land, for instance, is not worth the total value of the 
amount of money a banker might put into it. It could never, if sold 
on distress upon foreclosure, realize the amount of the loan, could it? 

Mr. Rozertson. I don’t know why not. If it were a good loan to 
start with, I would say so—if I understand the question correctly. 

Mr. Scuer. Let’s take the building of a factory. A banker lends 
a million dollars for the construction of a factory. That factory is 
99 percent complete, 1 percent less than complete, but it is not usable 
until it is 100 percent complete. Does that factory represent the 
total amount of the loan ? 

Only its completion would give it that value, or even more, is that 
right ¢ ; 

Mr. Ropertson. I am afraid I don’t understand the question. 

Mr. Scner. There is a certain amount of faith and speculation 
involved in credit, isn’t there ? 

Mr. Rozertson. There shouldn’t be any speculation. 

Mr. Scuer. Well, I guess we would have to determine what we 
mean. Let’s say faith that it will be completed to 100 percent—let’s 
say risk, instead of speculation. You said, yourself, that this is a 
risk business. 

Mr. Rosertson. That is correct. 

Mr. Scuer. Well, then, if a banker makes a loan for the construc- 
tion of a factory, his assumption is the factory would be complete 
and represent the total amount or even more than the value of the 
Joan, is that right ? 

If it stands there 99 percent complete, it has no utilitarian value 
yet, does it? 

’ Mr. Ropertson. But a prudent banker would be sure that there 
was enough money available to complete the factory ? 

Mr. Scuer. Now what if the request turned out to be insufficient 
todo the 1 percent more to completion, would the banker give him 
the 1 percent more to complete it, or would he say that is all there 
is, and we are going to sell it for what we can get for it? 

Mr. Rosertson. Well, I think we have two other factors there. 
I don’t think that any banker lending money on a factory, which 
would be an industrial property, would rely on the brick and mortar 
value of that factory. He would rely on the value of that factory 
in producing income which would pay off the loan. The factory 
might be worth the brick and mortar value, it might be worth half 
the cost, yet the earning power could be a great deal higher. 

I think we are talking about two different things when we talk 
about an industrial property, and when we talk about a residential 
property which is not ordinarily regarded as income property. It 
is a home. 

Mr. Scuer. But it is true that this is analogous to the home situa- 
tion in the sense that brick and mortar doesn’t make a home, either. 

Mr. Rosertson. I don’t follow it. I think the answer you want 
from me is that if a property were almost finished, the banker would 
be confronted with the problem of which is better—to finish it up, 
or not, and I would say that depended on a great many things. If 
the building were only 5 percent finished, then I think there could 
be a grave question whether he would want to put in the other 95. 
I' don’t know how you can answer that except that a banker would 
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use his best judgment. There is an old saying in the banking bug. 
ness, or used to be, that your first loss is your best loss. 

Mr. Moss. Now let’s take another approach here. What is the 
best test of the adequacies of a judgment, or of the judgment of g 
management of an institution engaged in the loaning of money? Js 
the best test its cumulative experience under that management, the 
profits it has made and the losses it has incurred ? 

Mr. Ropzertson. Well, I would say again in this hypothetical cage 
that the best ultimate test is the success 

Mr. Moss. Of the institution ? 

Mr. Rosertson. Of the institution, yes. 

Mr. Moss. Now I have a question for Mr. Wyman. 

Mr. Wyman, has Long beach Federal had a record of a number of 
losses resulting from the loans it has made during the some 14 years 
it has been under your close inspection, or 12 years ? 

Mr. Wyman. I know of no such losses reflected by the books of the 
association as reported to us. 

Mr. Moss. Do you know any losses reflected as a result of the exami- 
nations of those books made by your people ? 

Mr. Wyman. I need to ask a question. I am not sure that I under. 
stand whether you are referring to the matter of the net worth of the 
association, or losses on its assets. 

Mr. Moss. Losses on loans made by the association. 

Mr. Wyman. I am not aware of any losses reported to us by our 
examiners from their examination of the association’s records. 

Mr. Moss. The committee is going to have to recess for 20 minutes 
because of a rollcall in the House. We will be back as quickly as 
possible. 

(Whereupon, a short recess was taken.) 

Mr. Moss. The subcommittee will come to order. 

Mr. Scher. 

Mr. Scuer. Mr. Robertson, is the loan given to a builder based upon 
the assessed valuation of the tract ? 

Mr. Rozerrson. Is this again our hypothetical question ? 

Mr.Scuer. Yes. 

Mr. Rogerrson. Well, I think it would be a factor, but it would be 
a very minor one. 

Mr. Scuer. What would be a major one? 

Mr. Rorerrson. The actual value of the property and its ability 
to be sold. 

Mr. Screr. Would collateral security also be involved in the de 
termination of the loan ? 

Mr. Rozertson. Well, I think that depends upon what the collateral 
is. 

Mr. Scuer. But if the collateral had value, obviously. 

Mr. Roserrson. Well, I think I said earlier that the greater the 

ralue of the collateral ordinarily the better the loan. Collateral, how- 
ever, by itself does not make a good loan. In the farmland boom m 
Iowa, the so-called value of the land didn’t pay the loan. 

Mr. Scuer. You raise a very interesting question, which we wont 
take time to pursue here, but that is a question of general philosophy 
on home loans as to whether or not we are using a philosophy of the 
1920's, early 1930’s, or whether the act under which you operate wasnt 
really a change in philosophy of investment ? 
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Mr. Rozertson. Mr. Scher, I am trying now to go back to a period 
which was a boom period, as you will recall, the stock market was at 
the highest point it had ever been, land values—it was what we called 
in Iowa the silk shirt era. There was no evidence of depression 
whatever. 

Mr. Hottrreip. Do you consider this a boom period ? 

Mr. Ropserrson. | don’t consider it a depressi on period. 

Mr. Hotrrretp. Well, do you consider it a boom period ? 

Mr. Rosertson. I think that—— 

Mr. Hotirrexp. In which there is a scarcity of goods and a plethora 
of money. All the boom periods I have ever known have been periods 
in which there was a shortage of goods, and dollars were chasing 
goods. 

Now do you feel at this time dollars are chasing goods? 

Mr. Rozerrson. I would say now, at this particular time, there is 
probably a pretty good balance. 5 yt 

Mr. Horirretp. A pretty good balance at this time. If a situation 
exists which is balanced, it applies generally, does it not, in the same 
area ? 

Mr. Rosertson. Well, we have certainly been—— 

Mr. Hovirterp. And if it is unbalanced, it also applies generally, 
does it not? In a region or area, if the situation is in lech ance, it 
applies pretty well over the whole area, and if it is unbalanced, it ap- 
plies pretty well over the whole area. Jam speaking about the general 
economic situation now. 

Mr. Rosertrson. Well, I would think that there are areas of greater 
prosperity than others. 

Mr. Howierenp. Within every region there are variations, but gen- 
erally speaking the situation is in balance. 

Mr. Roserrson. I think we do recognize this, that land values and 
home values have been rising steadily almost since 1937, each year— 

Mr. Houirtevp. That is right, and the population has been rising 
steadily, hasn't it? And our produc tive ¢ apac ity has been rising 
steadily, is that not true ? 

Mr. Ropertrson. Yes. 

Mr. Moss. Well, I think in southern California one should look at 
the various charts reflecting growth, growth of all type, ine ee 
growth of values and you will see that from about 1890, certai inly : 
least from 1900, that there has been a steady pattern of crowth. 

Mr. Roverrson. That has been true in many areas. 
has, however, not always been sustained, 
isnot necessarily a foregone conclusion. 


Mr. Wautinavser. Mr. Chairman, what number are we talking on 
now ? 


Mr. Moss. 5 or (e). 

Mr. Watinavuser. And what particular point are we pressing for 
on this? 

Mr. Moss. This goes to the question of substantial delinquency, 

abandonment of homes, delinquent borrowers. 

Mr. Scorer. Mr. Robertson, if a particular tract of land involved 
200 units, the original amount of the loans was $10 million and some, 
the unpaid balance was $6 million, the appraised value of the secur ity 
remaining was $8 million, the percentage of the loan to the appraisal 


That growth 
it. is continued growth, which 
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was 75 percent or more, would you consider that a sound investment? 

Mr. Rosertson. I would like to have the reporter restate all of those 
conditions. 

Mr. Scuer. The original amount of the loan was $10 million. The 
units involved were 200 units. The unpaid balance of that was 
million. The appraised value of the security remaining was $8 
million, and the percentage of the loan to the appraisal was about 75 
percent. Is that asound investment ? 

Mr. Rosertson. Well, I would say that it had the ingredients of 
soundness, but I don’t think you have covered all of the points that 
might also go into it. 

Mr. Scuer. Mr. Chairman, in order to save time, I should like to 
introduce for the record a summary of all of the deals involved in 
the Bellehurst properties under these categories, with explanatory 
notes. I think it ought to go into the record to be a basis for analysis, 

Mr. Moss. Is there objection? It becomes exhibit F-2. 

(Exhibit F-2 appears in the appendix on p. 1072.) 

Mr. Scuer. Mr. Chairman, also this was in response to a request 
by Mr. Smith that such a breakdown be presented. 

Mr. Moss. Are there other questions on item 5 or (e) ? 

Mr. Watinauser. Mr. Scher, does this breakdown also cover the 
question I asked of Mr. Gregory as to the number of conventional 
loans, FHA loans, interest rates, and so forth ? 

Mr. Scuer. No; that is another exhibit, sir, and I believe that is 
going to be produced. We are checking—as a matter of fact, the staff 
is checking that list which he has presented to the staff, and we are 
doing a double check on it, sir. 

Mr. WatiHavser. Thank you very much. 

Mr. Moss. If there are no further questions on (e), we will go now 
to item 6, which is (f) of the charges in order 13372. 

“Said association”—oh, before I do, was a supervisory letter written 
on item (e) ? 

Mr. Rosertson. That was a matter which was discussed fully in our 
conference of November 1959, and restated in our letter of January 5. 

Mr. Moss. In your letter, which was to be regarded not as a super- 
visory letter. Was there a supervisory letter written on this item! 

Mr. Rosertson. Not as such. 

Mr. Moss. Was there an order issued to change policies or 
procedures? 

Mr. Ropertson. Not a categorical order, but the matter was dis- 
cussed with sufficient vigor so that there should be no reason for—— 

Mr. Moss. And what was the suggestion of the Board in these 
discussions ? 

Mr. Ropertson. The suggestion of the Board was that it was im- 
proper, unsafe, and unsound practice to invade funds that were set 
aside for construction to pay interest, and subsequently dividends. 

Mr. Moss. Well, having the responsibility for these institutions, and 
the authority to direct actions by them, if this was a matter of such 
grave concern why was not some formal action taken by the Board! 

Mr. Roszertson. To restate: It shouldn’t have been necessary be- 
tween any people of experience. 

Mr. Moss. What rule or regulation do you have on this subject? 
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Mr. Rosertson. You mean a rule or regulation that you shouldn’t 
pay interest out of principal ? 

Mr. Moss. Yes. 

Mr. Rosertson. I don’t think there is any. That seems to me so 
fundamental that a rule shouldn’t be necessary. 

Mr. Houtrretp. Mr. Chairman, may I ask a question at that point? 

Mr. Moss. Yes. 

Mr. Howirtetp. Now there has been a sale of some property to a 
school district. for some $370,000. Is that money available for the 
paying of interest, or is it not ? 

Mr. Rosertson. In the first place, Mr. Holifield, I don’t think there 
has been a sale. 

Mr. Hotirtetp. There hasn’t been a sale? 

Mr. Moss. It has been condemned, and the condemnation affirmed 
by the supreme court. 

‘Mr. Hotrtetp. The supreme court has agreed to a price. 

Mr. Rosertson. But I think it is not quite that simple. 

Mr. Creighton, will you explain it? 

Mr. Creiguron. My understanding is that there was a condemna- 
tion proceeding for some approximately 11 acres for a school site 
brought by the school district of Buena Park. 

The court awarded a judgment for $325,300, and provided that that 
judgment should draw 7 percent interest aes ee 

An appeal was taken by the school district from the amount of that 
award, and it went to the appellate division and then I believe they 
asked the Supreme Court to review, the review was denied, and the re- 
mittitur came down in March 1960. 

Now, then, I am told that when the remittitur came down, the school 
district had to accept and pay this amount with 30 days’ time of the 
filing of the remittitur. 

The school district went to the owners-in-fee of the property and 
said to them: “Unless you give us additional time, we can’t raise the 
money in order to acquire this land. Furthermore, unless you give 
us some monetary concession, we will not take the land.” 

The owners of the fee agreed to give them a 90-day extension of 
time, and agreed to waive the interest. 

Thereafter, there was tendered a check or voucher, of the school 
district I presume it was, in the amount of $325,300 with a satisfaction 
of judgment to be signed by the attorneys of record. 

Now also the attorneys in this case—there were two defendants in 
the case, Title Service Co. and the Long Beach Federal Savings & 
Loan Association. The voucher was made payable to the association. 
Iam advised that at the time the agreement was made for the exten- 
sion of time and the monetary consideration of waiving the interest, 
neither the Title Service Co. nor Long Beach Federal Savings & 
Loan Association was a party to that or knew anything about it. 

Now, then, the question is now whether or not the association and 
the Title Service Co. are willing that this award be accepted for 
the amount less the interest. 

Mr. Horirteip. There is no doubt on the part of the association. 
Mr. Ault is a creature of the Board; the Board can require Mr. Ault 
tosign that. 

Mr. Creicuron. That is right, sir. 
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Mr. Horntrrerp. And now the Title Service Co., that is another 
matter, but you have had no mibientions from them as to what they 
will do? ; 

Mr. Cretcuton. Mr. Chapman, who was attorney for the associa. 
tion at that time, all sorts of charges were made, they got 2 stock. 
holders committee, and I suggested that they ask the Title Service 
Co. if they were willing to accept this amount, and that is the situa. 
tion. 

Mr. Houtrretp. You have no doubt it is going through—it is for 
school purposes, the school is needed in the community. 

Mr. Creicnron. If you want to know what my recommendation 
will be, I will tell you quite frankly I think it should be accepted, 
yes. 

Mr. Hortrtevp. All right, let us now assume that it has been ae. 
cepted and that the money is in hand. Could that be used under the 
rules and regulations to pay interest on deposits That is the anes. 
tion at point. 

Mr. Crerenron. I would say this, subject to being corrected. 

Mr. Houirretp. Who would correct you, sir/ You are the General 
Counsel of the Board. 

Mr. Cretan ton. I am really not a savings and loan man, but I would 
say that the amount, whatever the valuation of those seven lots for 
reconveyance purposes, would have to be credited to the prine ipal 
amount of the loan, and whatever remained after that could be cred- 
ited to the interest still due. 

Mr. Hottrretp. So the answer is that 

Mr. CreraH Tron. Parts of it could. 

Mr. Houtrrecp. Parts of it, an undetermined amount of it could be 
used. 

Mr. Cretenton. I assume 

Mr. Houtrreip. Now this gets to the 66 acres, which is similar, al- 
though not exactly identical. We had the Buena Park people before 
us, as you know—you have had access to the transcript- 

Mr. CreteuTon. I haven’t had a chance to read it vet. 

Mr. Houtrreip. Well, they were before us, and ‘the ‘vy are parties to 
a suit on the part of the State of California to acquire 66 acres of 
this subdivision for highway fill purposes, and they are defending 
th: at condemnation suit. 

lhe association is also a party to the suit, and prior to the seizure 
of the institution it was also defending itself against the attempt to 
take this property. 

Now there have been allegations before this committee that Mr. Ault 
in his capacity exercising the full power of the Board out there as 
supervisor in charge, has approved this $980,000 sale. 

Mr. Creitecnron. That is absolutely not correct. 

Mr. Houtrrerp. That is not correct. All right, let’s take a hypo- 
thetical case, then. 

If he does approve this, and it comes to the Board and the Board 
approves it, then does this not in effect liquidate for all intents and 
purposes the equity of the association as a codefendant in the con- 
demnation suit, and does it not constitute, so far as the association 18 
concerned, a sale ? 

Mr. Creicuron. It would be in my opinion, insofar as the con- 
demnation suit is concerned, it would be a negotiated settlement of the 
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condemnation suit, and it would be necessary either to have a judg 
ment based upon that stipulation entered into by the parties, or it 
would have to be a reconveyance made of the property by the asso- 
ciation. 

Mr. Hourrrevp. But if the Buena Park—the city of Buena Park and 
the association have heretofore been joint defendants in this con- 
demnation proceeding, if that unity of defense is broken, and if the 
association defaults or withdraws—— 

Mr. Moss. Mr. Holifield, may I correct a point? The city is not at 
the moment a defendant. 

Mr. Cretenron. That is correct. 

Mr. Moss. ‘They are opposed to the condemnation, and I think have 
sought the right to intervene. 

Mr. Hourrrerp. They have taken legal s teps, haven't they ¢ 

Mr. Moss. They have taken ste ps to try to intervene in the matter. 

Mr. Creicuron. At the time we had the conversation with the peo- 
ple of Buena Park, members of the council, in which Mr. Lanigan 
partic ipated, I suggested to them myself, ‘ ‘Tf you have any legal rights 


- 


and have a right to intervene in this proceeding, I suggest that you do 
80. 

Mr. Moss. That rig] il would be prejudiced, tho ih, if the Board 
should go ahead and settle by negotiation on a price which would 
permit the immediate sale or conveyance of the property. 

Mr, Crercuron. I assured them that nothing like that would be done 
until they had had an opportunity to file their petition. 

Mr. Hoxirretp. I would like to ask Mr. Robertson on this point: 
Ts it your understanding, then, Mr. Robertson, that there will be no 
conclusion of this negotiation of sale of this property, which is assessed 
at $4,250,000 by competent appr users, for a sum slightly in excess 
of $900,000 until the defendants have their d: ay in court ¢ 

Mr. Roserrson. Well, may I say this? 1 met with the group from 
Buena Park, and they were under a misapprehension that the Board 
was that morning going to complete this sale. 

Mr. Houtrieitp. They expressed the same appre +hension to us. 

Mr. Roserrson. I had never heard of it and we had not completed 
thesale. It was not before us—— 

Mr. Houirretp. And there was no recommendation from Mr. Ault 
that a negotiated sale be accomplished ¢ 

Mr. Roperrson. Not tomy knowledge. 

Mr, Hotrrtep. Was there to your knowledge, Mr. Wyman? 

Mr. Wyman. No, sir; none whatever. 

Mr. Hotitrtetp. Was it to your knowledge, Mr. Creighton ? 

Mr, Creiguron. There was submitted to Mr. Ault by Metrim C orp. 
a suggestion that we sit and approve the negotiated sale for the 
amount of $950,000. They were advised we were not in any position 
at this time to make any considered judgement. Our counsel, counsel 
for the association—I understand there were two legal problems pend- 
ing in this litigation at this time. 

First, there was a legal issue raised with respect to the validity of 
the resolution passed by the department of public works, or whoever 
it was, whether or not that is a valid resolution, a legal resolution, 
which gives them the right to condemn. 
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There is another legal defense raised which raises the question of 
the necessity for this ‘condemnation, whether or not under the facts 
and circumstances for which the property is being taken, there js 
necessity for and therefore should be condemnation “which w ould re. 
quire, I assume, if those defenses go forward, a trial lasting probably 
some period of time. 

Now I don’t know—I am not familiar with the California law—] 
am not familiar with the California law, but that is to the best of my 
knowledge the status of this matter now. 

Mr. Hourrtenp. This area of Bellehurst adjoins—it is in the Buena 
Park Township which adjoins the township of Lamerada, which ig jy 
my congressional district, the homes practically blend together. There 
is a division of a boulevard and an underpass, or overpass—an under. 
pass of the highway, at least, and this matter is apparently of great 
concern to the city of Buena Park. 

While this committee has no jurisdiction over what you do in this 
particular case, I want to assure you that as a Congressman of an 
adjoining district, 1 am going to watch this matter very closely, Mr 
Creighton. 

Mr. Creieuron. I certainly think if your constituents have an in- 
terest in it— 

Mr. Hoxtrmxtp. And I am talking about the jurisdiction. They 
have the administrative power to sell, if they want to exert it, but] 
want to say this, that the deprec iation of assets that would be involved 
in selling for 25 percent of its appraised value would be in the natur 
of a distress liquidation and not a conserving of assets in my opinion. 

Mr. Creieuron. Mr. Congrssman, I think you are entitled to that 
opinion, and I don’t think this Board is going to take any action 
which they think is to the detriment of the assoc lation, of its assets, 
the security which the association has upon the property. 

Now, then, I don’t know what the final outcome will be. I can as- 
sure you and I say to you our lawyers are now looking into it, and | 
knew nothing about the validity of these legal defenses. I know noth- 
ing at this time about the real value of that property, and, of course, 
I do realize that in a condemnation proceeding there will be two 
issues arise; namely, the value of the property itself, and the sever- 
ance, so-called severance damage, and that would be matters which 
would have to be determined by the jury based upon the evidence 
that was presented. 

Mr. Moss. If it goes to a jury, I am not too concerned, but if the 
Board acts to negotiate a settlement, or supports a negotiation which 
results in a substantial depreciation of this asset, then I would kk 
very much concerned. 

Mr. Houtrrevp. There is industrial acreage in this Bellehurst tract, 
and if it is necessary to sell any property, industrial acreage can be 
sold without the esthetic detriment and the financial detriment to the 
tract as a whole. 

Mr. CretcuTon. There may be a lot of factors like that which we 
have not had a chance to consider yet, Mr. Holifield. Iam just trying 
to give you the truth of the situation as it now is, and I say to you 
that we have made no considered judgment, and we have not ‘accepted 
the offer at all, and that is the situation today. 

Mr. Houirrevp. You reassure me. 
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Mr. Moss. Mr. Robertson, we will ask that the Board advise this 
committee in advance of taking a final action on the disposition of the 
66 acres. 

Mr. Rozertson. Mr. Moss, it was necessary for me to leave that 
conference to keep another previous appointment, but whatever Mr. 
Creighton tells you as to our understanding with those people is mine. 

Mr. Moss. Well, the understanding as I get it is that you will not 
act until they have had an opportunity to petition the court and be rec- 
ognized as intervenors. 

Mr. Cretcuton. I understand the petition has been filed. 

Mr. Moss. It has become a technical question as to whether it will 
be permitted. 

Mr. Creicuton. Whether they have any standing, that may be true. 

Mr. Moss. And I am still concerned with the action the Board finally 
proposes taking, and I would like to have the committee informed in 
advance of taking a final action on this matter. 

Mr. Roperrson. Yes, sir. 

Mr. Cretcuron. I don’t know—I can’t see how the people who 
talked to us from Buena Park got the idea, if they did so state, that 
we had negotiated a settlement and had agreed to accept it. 

Mr. Houtrievp. Well, rumors fly pretty fast in the case of an ap- 
ointment of a supervisor in charge and the liquidation of a $96 mil- 
jon institution. You can get all kinds of rumors, and it is no wonder 
that these people were alarmed, knowing some of the facts that have 
developed, and it would seem to me that it was prudent on the part 
of the city council to pay the fares of their city councilmen back here 
totry to ascertain whether or not a move was going to be made which 
would be of detriment to their community. 

Mr. Creieuton. I can understand that. 

Mr. Hortrrevp. I think they showed due prudence on that. 

Mr. Cretcuton. I don’t want to be presumptuous, and I don’t mean 
this in a critical manner whatsoever, but the committee has, as you 
say, deep concern in this borrow pit, and I have gathered from what 
the committee has said here that they think it would be practically a 
crime to accept the $950,000—it would just be contrary to the in- 
terest 

Mr. Horirretp. The committee can’t take the position. The only 
thing we have before us is the testizaony of the Buena Park people, 
and your testimony on this subject, and we can only make a very lim- 
ited observation on it. It is your administrative responsibility, sir. 
Mr. CreiguTon. Yes, sir. 

Mr. Houirreicp. And I have already said that this committee can’t 
aflect your administrative decision in this particular matter. We 
have no power to do it, but the plea of the Buena Park councilmen is 


enough to cause this committee to have concern, and we do not direct 
you to sell or not to sell. 


Mr. Crercuton. I grant you that. 

Mr. Horirietp. We would be presumptuous if we did. 

Mr. Creicuton. Do I understand the committee also has deep con- 
erm in making available the school site for the Buena Park people? 

Mr. Hoxirtetp. There is no protest against that that I know of. 
There has been no protest presented to this committee. Certainly a 


xhool in a community is a completely different esthetic point of value 
than a dirt pit. 
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Mr. Moss. I think we have a different set of facts. If the schoo] 
board wants to pay the amount ordered by the court, the owners haye 
no alternative but to go ahead and convey. 

Mr. Creicuron. They don’t want to do that. 

Mr. Moss. So we are faced here with the fact that there is a means 
of forcing you to deliver title here. 

Mr. Creiguron. That is right, and they say that they will not pay, 

Mr. Moss. I would not be critical of the Board if it were to, under 
an order of a court in a condemnation matter, do what it is legally 
compelled to do, and that is to convey title in the 66 acres. 

Mr. CreicuHtTon. We would have to if the condemnation was rend- 
ered, the condemnation judgment was rendered. In the school matter 
there has been interest running at 7 percent which makes the amount 
the school district would have to pay in order to take the property 
about 38 or 39 thousand dollars over and above what they have offered, 

Mr. Hottrretp. Well, may I just say—this may not be relevant, but 
you have saved over $600 ,000 in interest to the depositors by se aring 
them to death and having ‘them withdraw their money, so you havea 
little fund there to work on, you see. 

Mr. Cretenton. Thank you. 

Mr. Scuer. Mr. Chairman, I just want the record to note that it 
wasn’t just on the basis of rumor that the Buena Park people came 
here. They came here because a statement was made by the attorney 
for the Bank Board, Mr. Ray E. Dougherty, that a tentative out-of- 
court agreement to sell this particular borrow pit area for $900,000, 
for more than $900,000, already was in the process of negotiation. 
That was not just a rumor—the Bank Board attorney specifically 
made that statement during a California court proceeding. That is 
more than a rumor, Mr. Creighton. 

Mr. CretcuTon. As I tried to tell you quite frankly, the owners of 
the fee did say—— 

Mr. Houiriecp. But you can understand the alarm. 

Mr. Creiguron. Oh, yes, 1 am not criticizing the Buena Park 
people at all. 

Mr. Hottrretp. When the attorney for the Board makes a state- 
ment to that effect 

Mr. Creieuton. I am not criticizing the Buena Park people at all. 

Mr. Moss. I might point out that it is one of a number of state 
ments made by Mr. Ray Dougherty. I don’t know the gentleman, but 
he seems to be a free wheeler in making observations, and if he is not 
speaking with the authority or approval of the Board, I think that 
should be made clear both to him and to the interested public in this 
area. 

Mr. Ropertrson. It has been made clear to him. 

Mr. Hoxtrrerp. Mr. Chairman, can I ask at this time a question, 
before you go to the next point, though it isn’t on 5 or (e) ? 

Mr. Moss. All right. 

Mr. Hortrretp. Do your rules and regulations, Mr. Robertson, call 
for the reserves to be established in relation to total accounts, or to 
total insured accounts? 

Mr. Rosertson. I must ask Mr. Wyman. 

Mr. Wyman. Are you talking about the regulations for insurance 
accounts ? 
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Mr. Houirtetp. Yes. Does the regulation requir ing reserves apply 
to the total account, the total amount on deposit in the institution, or 
to those accounts which are insured under the $10,000 limit ¢ 

Mr. Wyman. On the insured accounts, I believe. 

Mr. Trevas. Only insured accounts. 

Mr. Howtrrevp. I understand that there were some substantial de- 
positors in the Long Beach assoc iation, and when you computed — 
reserves, did you compute them against the $96 million on deposit, 0 
that sum lower than $96 million which would be included in en 
accounts under $10,000 ? 

Mr. Wyman. In the computation of the required reserve, as re- 
quired by the regulation—that is to say the percentage of reserves to 
all insured accounts—it is computed on that basis. 

Mr. Hottrrevp. It would be computed on only the insured ? 

Mr. Wyman. On the basis of the insured accounts, that is correct. 

Mr. Houirretp. Now Mr. Gregory in his testimony before us said 
as follows, on page 644 of the transcript, volume No. 4: 

Mr. Gregory. In every written report we have had from the Home Loan Bank 
Board, we had sufficient funds to—well, let’s say it this way: 

In the 1958 examination report, on the analysis of it, it showed that we had 
better than a 5 percent reserve based upon the amount of insured accounts— 
5.45 on the total amount of accounts. It could have been a higher rate than 


that on the accounts insured. 
Now we do not have their 1959 report of examination. 


You are aware of that, are you? You are aware of that statement 
of Mr. Gregory ? 

Mr. Wyman. No; I did not attend that session, Mr. Holifield. 

Mr. Houtrrecp. Well, we are talking about reserves here. 

Mr. Wyman. I didn’t know until you read it. 

Mr. Hourrmeip. Now Mr. Gregory said on page 640 of the tran- 
script, volume 4, in answer to Mr. Moss’ question: “What were the 
Board’s figures of profit in 1959” 


I do not have their figures for the profit in 1959. I have never received their 
report. The association, however, made a profit on 1959, so that whatever they 
are, if we take the time to sift it out, I am sure we would come up with the result 
of a profit. 


Now he reads from a certified public accountant’s report, and he 
says—Mr. Gregory—on the same page: 


This is dated January 30, 1960, in which he had made the audit for 1959, and 
attached to it an interim report dated May 19, 1959. I am reading from the 
interim report, now. 

“In comparing the two reports, one as of January 31, 1957"°—that is the Home 
Loan Bank Board report—‘and the other as of November 7, 1958, considerable 
improvement in both the total reserves and surplus and percentage to net assets, 
withdrawal capital, and insurance account may be shown by inference but not 
by comment in the examiner’s report. It is evident that even after the ex- 
aminer’s arbitrary adjustments, exceptions to which are hereafter indicated, 
the total general reserves and undivided profits of the association increased in 
excess of $2,300,000 from July 30, 1957, to November 7, 1958, and that the per- 
centage of general reserves and undivided profits to net assets increased from 
3to5 percent.” 


That was the end of the quote from the certified public accountant’s 
comments, and now Mr. Gregory continues: 

Now, the reason that that increase is there is because the association sold some 
assets that the Board had attempted to write off as income, and not allow as 
come, so we sold them and took in enough cash that they could no longer claim 
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it was not a proper reserve of the association, but they had to admit in their 
report, as of this point, that we had at least matched what the minimum lega) 
reserves were and a little more, even with all of the arbitrary adjustments, 


Mr. Scher asked whose report that was, and Mr. Gregory said: 


This is by Smith & Glenn. I should like to file it with the committee, if the 
committee would like. 

And this report was filed with the committee. (See exhibit D-9h 
p. 965.) 

This has relation, Mr. Chairman, to the comment on the reserves, 

Now I ask you, Mr. Robertson, if the Board, through Mr. Ault, an- 
nounced a June 30 payment of interest on deposits, would that haye 
a tendency to stop the run? 

These depositors have their money in savings deposits, they have it 
there for the purpose of earning interest. A great many of them 
have drawn their funds out, some $40 million, I believe, and I would 
like to have the figure you were going to give me on that at this point, 
and you can be thinking about the question while he gives me the 
figure as to what the withdrawals were up until Friday, the last date 
of accounting by Mr. Ault. 

Mr. Wyman. I believe you have it in the record through June 3, as 
I recollect it. 

Mr. Hotrrtetp. Will you refresh our memory on the June 3 amount, 
_ you have it there—the withdrawals, I believe, were over $30 mil- 

ion. 

Mr. Wyman. Cumulative withdrawals through June 3, $36,380,893, 
rounding off the dollars. 

Mr. Hottrrevp. All right, what is the next date of report ? 

Mr. Wyman. Then the next was June 6—do you want it day by day, 
or do you want it at the end of the week, through June 10? 

Mr. Hortrtevp. Let’s have it for the 10th, give us the total. 

Mr. Wyman. Cumulative through the 10th, $36,721,673. 

Mr. Houtrietp. Then you are telling the committee there has only 
been a change of approximately $19,000 in the last week—did you say 
36 million or 46 ? 

Mr. Wyman. Thirty-six. 

Mr. Houirrevp. You gave a figure on June 3 of $36 million. 

Mr. Wyman. Total withdrawals through that week. 

Mr. Houtrtetp. Then the last figure is to be added to the first? 

Mr. Wyman. No, I gave you the cumulative through June 10, 
$36,721,673. 

Mr. Ho.irtevp. Now, you said on June 3 that was $36,380,893. 

Mr. Wyman. That is correct. 

Mr. Hotirrecp. Then you are telling the committee that there has 
only been $19,220 depletion in the last week ? 

Mr. Moss. Over $300,000. 

Mr. Houirretp. Roughly $341,000 additional. 

Mr. Wyman. Whatever the difference is. 

Mr. Houirrevp. All right. 

Now I renew my question. If the Board, through Mr. Ault, an- 
nounces that they are going to pay the interest rate on deposits on 
June 30, would that have a tendency to stop this run? 

Mr. Rozertson. It would have a reassuring effect on the share- 
holders, certainly. 
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Mr. Houirtevp. And if the Board announced a competitive rate for 
the last half of 1960, would that have a beneficial effect in maintain- 
in de osits ? 

Mr. topeRTSON. Yes, I think it might. 

Mr. Hotirre.p. If the Board fails to pay the interest payments due 
depositors on June 30 according to the advertised pledge of the com- 
pany, will that increase the withdrawal rate at that time, and I want 
you to keep in mind that January 1 and June 30 are the two big 
withdrawal and deposit dates in California, and I renew my question. 

If the Board fails to pay the interest payments due on June 30, from 
January 1 to June 30, 1960, will that increase the withdrawal rate? 

Mr. Rogertson. I would expect it to. 

Mr. Houir1retp. There will be a wholesale withdrawal rate at that 
time, will there not ? 

Mr. Ropertrson. That I don’t know. 

Mr. Ho.tri1etp. You don’t know, of course, but it would stand to 
reason there would be, because people naturally want their money 
to draw interest, and they would take it out and put in some competi- 
tive institution that was not under receivership at that time, would 
they not ¢ 

Mr. Ropertson. I would expect so. 

Mr. Ho.irtetp. Now, if the Board fails to announce a competitive 
rate of interest on deposits for the last half of 1960, will that not 
cause an accelerated withdrawal of deposits, and for all practical 
effect liquidate the deposit accounts ? 

Mr. Rosertson. I can’t answer that, sir. 

Mr. Hottri1etp. Do you mean you can’t answer it because you don’t 
know, or you can’t answer it because in your judgment you can’t 
speculate as to what would happen in a savings institution which 

ays interest for the hire of money, and if it fails to announce that 
it will continue to pay interest, you can’t express your best judgment 
as to what would happen ? 

Mr. Ropertson. I can say this: It has been the practice in Cali- 
fornia, and in some other places, to announce a dividend before it is 
earned, which, of course, is contrary to the concept of the system. 

Mr. Houtrieip. It may be contrary, but it is customary, and there 
has been no order of the Board to prohibit this, has there? 

Mr. Rosertson. I understand no. 

Mr. Houtrretp. So it is not relevant as to whether they do it in 
other parts of the country or not, they are doing it in California, 
all the institutions are doing it, both the State and federally chartered 
institutions, and if a person stays in business he must meet competi- 
tion. 

So if it is against the policy of the Board for prior announcements 
of interest rates to be paid during the ensuing 6 months, then it is the 
responsibility of the Board to notify the institutions and to order them 
tocease and desist such practices, is 1t not ? 

r. Rosertson. Of course, the Board has tried in many ways 

Mr. Houtrietp. How has the Board tried? Just tell us how the 
Board has tried. 

You have the power to make rules and regulations. You have the 
power to promulgate show-cause orders as to why they can’t or should 
hot come into court to resist a receivership or conservatorship. You 
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have the power to issue regulations to correct any unsafe or unsound 
practice. 

Now, is this a matter of importance to you, this +.5-percent an. 
nouncement, or the 4-percent announcement prior to earnings, or jg 
it an unimportant matter ¢ 

Mr. Roserrson. Well, itis an important matter. 

Mr. Houtrrerp. Hasthe Board adopted a policy on it / 

Mr. Rete The Board has recently proposed a regulation, 

Mr. Hourrietp. Whom have they proposed it to—themse Nee 

Mr. Ronerrson. Will you explain that regulation, Mr. Creighton! 

Mr. Crerenron. I haven't the regulation with me now, but what the 
Board has done; it has published a proposed regulation and set a date 
within which interested parties shall furnish their comments with 
respect to whether or not the regulation should or should not be 
adopted. 

Mr. Hotrrterp. Is that published in the Federal Register? 

Mr. Cretenron. That is published in the Federal Register, sir, but 
I want to make one comment, if I may, to clarify my thinkis 12 from 
what you said, Mr. Congressman. 

It 1s my understanding that gener: ally spe: ak ing the a soclations 
announce an anticipated dividend. They don't announce that they 
are going to pay a certain dividend. 

Mr. Houtrrevp. I am aware of that, and then they put up on the 
outside, “Rate 414 percent,” in letters dbiaeor them 6 feet high, illumi- 
nated, that this institution pays 4.5 percent, some of them annually, 
some semiannually, some of them quarterly, and, of course, this is an 
offer to the public, and a public offer like that, vou know, might even 
be collectible in court. So this is a normal procedure in California, 
and if a company doesn’t do it—and I know of no association that does 
not publish an anticipated payment, and certainly the big ones— 
Pioneer, Home, or let’s take Long Beach before seizure 

Mr. Cretauton. I think if memory serves me right, under the Cali- 
foria statute a State association has an absolute right to declare and 
announced a dividend rate 6 months before it is payable 

Mr. Hortrrecp. That is right. 

Mr. Cretentron. I think the State associations 

Mr. Houtrreitp. And the Federal chartered institution has to follow 
suit. or they will be outraced in the competitive race. 

Mr. Crereuton. Well, that 1s 

Mr. Howirrerp. This is the judgment of the industry, not my judg- 
ment. They all do it, and they must do it for a reason. 

Mr. Cretciron. I can’t say I personally agree with all the practices 
the industry engages in. 

Mr. Moss. Well, would you say—have you ever had any experience 
in running a business of any kind ? ¢ 

Mr. Creicuton. No, sir; I have not. 

Mr. Moss. Isn’t one of the important elements in management that 
of meeting competition ! 

Mr. Creienron. There is no question about that, Mr. Chi airman. 

Mr. Moss. And if your competition is able to state a rate of pay- 
ment on deposits, then isn’t it reasonable to assume that those who do 
not will not be competitive ? 
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Mr. Crercrrron. Well, I think there are some areas where that might 
be true. 1 think, however, it is a question of the association, itself, 
and the public relations which it has. I realize this is a great com- 

ive busil: ess. 
Pas Moss. I wish you could tell me, sir, how I could go into a busi- 
ness, even that kind of business, and borrow my money cheaper than 
my neighbor. I would have a tremendous advantage, wouldn’t I‘ 

‘Mr. Cretcrron. I know there have been associations where other 
associations in the area have raised the dividend rate and some asso- 
cations have not and stood the battle, and they survived pretty well. 

Mr. Moss. I observe a little lag time on occasion, but inevitably 
the — builds. 

Mr. Cretcu'ton. We are getting into philosophy here now. 

Mr. Hotiriretp. We are getting into a procedure which exists. 

Mr. Moss. You have a rulemaking procedure which is very intet 
esting. Suppose you have a rule which would place the Federal 
chartered institution at a distinct disadvantage competitively with 
the State chartered institution, of which there are quite a number? 
You might even have more emergencies created where you wouldn’t 
want to see them convert. 

Mr. Creicu Ton. I don’t think the Board would take action wapien 
would result in lhquidation of all the Federal associations, if t 
what you are saying, Mr. Chairman. 

Mr. Hortrtevp. I would hope not. 

Mr. Crricuton. Well,so would I. 

Mr. Houtrreip. For all practical purposes, Mr. Robertson, you have 
said if no interest is pila on June 30 and no interest is announced 
for the ensuing 6 months, there will be a wholesale withdrawal of 
accounts—these are my words, not yours, but I am asking you in your 
practical judgment as a businessman and as a banker of experience, 
would you not be able to estimate that this is what 

Mr. Rozertson. I would expect that. 

Mr. HouirteLp. This would mean the liquidation of the Long Beach 
Savings & Loan, would it not ? 

Mr. Rovertson. If it occurred. 

Mr. Houtrrevp. If it occurred on June 30, it would mean the liqui- 


dation of this. This institution was not seized for liquidation, you 
have testified. 


Mr. Ronertrson. That is right. 
Mr. Horirretp. It was seized for the purpose of conservation of its 
assets. 

Mr. Ronertson. Yes, sir. I would like to address myself just a 
little to this matter of dividends. 

We have spoken on this many times. We recognize that each asso- 
ciation does not have exactly comparable earnings. Some of them ean 
ean more than others. Some of them are better man: iged than others. 
Some of them take riskier loans, and are able to get a higher rate of 
return. 

Mr. Hortrteip. Some of them get higher points than others. 

Mr. Roverrson. Some of them do, that is right. But we feel that 
if we accepted the philosophy that every association should pay out all 
it earned, that would not nee essarily be a uniform amount, and if 
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rate of dividend in any community, taking the money out of others— 

Mr. Horirretp. Out of the other what ! 

Mr. Rosertson. In the area. 

Mr. Hottrtevp. The other associations? 

Mr. Rozerrson. In the area, and would have, in our opinion, g 
very bad effect on the whole industry. It would result, carried to its 
logical conclusion, in monopoly. 

Mr. Houtrrevp. If association A offered 5 percent, and everyone 
else in the industry was offering 4 percent, the funds would natural] 
flow out of the 4 percent institution to the 5 percent institutions, and 
this would be as you say—then there would be a cutthroat war he. 
tween the financial institutions in the payment of higher rates, and 
the first thing you would have an unsound situation. 

Mr. Rosertson. They wouldn’t all flow out, but there would be an 
attraction. 

Mr. Hourtrrevp. But that particular institution, if it were allowed 
to pay five when all the rest of them, or the big majority of them were 
paying four, would accrue an undue advantage ? 

Mr. Rosertson. And it is conceivable that the one—and it is purely 
hypothetical—that is paying five could better afford to do it than 
those that were paying four. 

Mr. Ho.irretp. We have had testimony that one institution, and 
maybe you can refresh my mind, Mr. Wyman, had a portfolio of 4+ 
percent GI and low-rate FHA bonds, and it just wasn’t making any 
money. This was one of the associations which—was it Greater 
Delaware Valley ? 

Mr. Rosertson. I was talking about Beacon. 

Mr. Ho.trtetp. In other words, they had a portfolio of GI which 
paid around 4 percent, and other low-rate loans. They had loaned 
their money out too cheaply, in relation to what they had to pay for 
their savings deposits, and therefore they were in trouble, is that not 
right ? 

Mr. Rosertson. That was one of their difficulties. 

Mr. Hotirtetp. Now, in this particular instance of the Long Beach 
association, did they or did they not have a heavy portfolio of GI in 
relation to total deposits ? 

Mr. Rosertson. That I don’t recall. 

Mr. Hotirtevp. Mr. Wyman, you will recall, because the reports 
would show the percentage of GI. 

Mr. Wray. I think it was a rather low percentage. I don’t recall 
exactly. 

Mr. Hottrtetp. Most of the loans were conventional. 

Mr. Wyman. Most of them. 

Mr. Houtrretp. They were in the high bracket, 6, 6.2, 6.5, along 
that line, were they not? 

Mr. Wyman. That is correct. 

Mr. Hottrrevp. This was an institution that was charging, you 
might say, the going rate for conventional loans in the southern Cali- 
fornia area, was it not? 

Mr. Wyman. Yes. 

Mr. Horirrerp. And therefore that point of unsafeness and un 
soundness could not be charged against them, could it, that they had 
too great a portfolio of low interest rate loans? That is not parto 
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the unsound and unsafe charge, is it? That element does not enter 
intoit, does it? You can say yes orno, Mr. Wyman. 

Mr. Wyman. The interest rate on the loans I would say is 
com etitive. 

Mr. Howirtevp. They paid a competitive rate for their savings, they 
didn’t go above or below the norm for southern California, is that not 
right ? - he oy 

Mr. Ropertson. They have been paying the competitive dividend 
rate on savings. 

Mr. Houtrrecp. And they loaned at a competitive rate, at a normal 
rate for the community in which it operated the same as its competi- 
tors for conventional loans, and most of its portfolio, was conventional 
loans ? 

You have already testified to that. 

Mr. Wyman. I would say the interest rate was approximately com- 

titive. I don’t have the exact amount. 

Mr. Howirrevp. But you have already testified that the portfolio 
was not burdened with low interest rate loans, but they were conven- 
tional loans of 6 percent or more, so there was at least an element of 
potential profit between the loan rate and the savings deposit interest 
rates to depositors. ‘There is nothing abnormal about that particular 
part of the operation, was there ? 

Mr. Wyman. Not in the sense of the spread between the dividend 
rate and the rate that they were generating. 

Mr. Howirtetp. So this is not a part of the unsafe and unsound 
practice, was it?) Thisis no element of that ? 

Mr. Wyman. Not the interest rate, itself. 

Mr. Roserrson. I would like to add one thing more, and this would 
be interesting to you, Mr. Holifield. You may recall that last Jan- 
wary one of the associations in southern California raised its rate to 
4, 

Mr. Hottrrevp. I seem to remember something like that. 

Mr. Rozerrson. Which caused a good deal of consternation in the 
industry, but the other associations did not follow suit, and so far as 
Iknow that increase did not have any widesperad bad effect. 

Mr. Hoxirretp. Would it not be wise for you to have a policy of 
wiformity in the federally chartered institutions, and then if they 
couldn’t earn enough money to pay that uniform rate, that would cer- 
tainly be a valid reason for saying “Gentlemen, you are inefficient, 
you are not needed in the community, and you can’t pay the going rate 
of interest, and maybe you should show cause why you should not get 
a different management.” 

If you had a valid reason like that, to stabilize the industry, you 
might have some kind of relationship between the Federal institutions 
aid the State institutions. It couldn’t be perfected, possibly, but 
certainly if there was knowledge on the part of the State institutions 
that they couldn’t get away with a high competitive rate, that they 
a have to face it, it might be salutory for the stabilization of the 
Industry. 


, Mr. Rozerrson. I think that is too involved a subject to get into 
rere, 

Mr. Hortrrerp. Well, I will withdraw the question. 

Mr. Roserrson. But it could only be done by legislation. 
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Mr. Ho.irretp. We were talking about a proposed regulation jp 
regard to one factor of announcing a rate in advance, and I am not 
going to quarrel with the merit of that at all. I can’t pass judgment 
on it, I don’t know enough about that particular phase of it. I would 
like to know more about it, but it is your responsibility to set policy, 
and once policy having been set, it is to notify and enforce the policy 
with rules and regulations, is it not? 

Mr. Rosertson. We do not have the statutory authority to—— 

Mr. Hottrrmetp. Oh, Mr. Robertson, I have never seen an organi. 
zation, I have never seen a Government bureau that had the wide 
latitude of power that this Board has, a power that is so great 
that you can go into a community and seize a $96 million institution, 
not on the ground of insolvency, but because in your informal con. 
versations there is something you don’t like about it—not on the 
grounds of a formal order to cease and desist or to comply, but just 
on the determination, by your Board, that you want to do it. I don’t 
know where in the Government you can find power like that, and 
I say to you that it gravely concerns me that the Congress should go 
default in its duty as to allow that latitude of power in any burean. 
cratic agency, and particularly when it takes 14 years for an institu. 
tion to try to get in court a decision on the merits. It alarms me, sir, 

Mr. Rosertson. I can’t comment on the legal posture. 

Mr. Houirtexp. I assure you, I have been in this Congress 18 years, 
and I don’t know how long it is going to take me, but I am going to 
look into this Home Loan Bank Board law, and I am going to present 
legislation, and I will have others that will present legislation that 
will cure some of this, and this is a notice, sir, to your Board anda 
notice to this industry—it is a notice to the trade associations that 
shake in their boots every time you point a regulatory finger at them. 
They talk to me privately, but they haven’t got the guts to come out 
for legislation that is needed, corrective legislation, and I think we 
will have some of those people on the stand and put them under 
oath. We might not get to them in June of this year, but there is 
going to be another Congress, and there is going to be some inter- 
vening months between now and the end of the Congress, and we are 
not going to wait 3 years for the conclusion of an administrative 
determination, either. We don’t have to wait that long. We have got 
our own responsibilities in this case, and we are going to discharge 
them. 

The Chair sees that it is 20 minutes to 1. We will adjourn at this 
time for lunch and be back at 2 o’clock. 

(Whereupon, at 12:40 p.m., the subcommittee recessed until 2 p.m, 
the same day.) 

AFTERNOON SESSION 


Mr. Moss. The subcommittee will now resume its hearings. 
Mr. Scuer. Mr. Robertson, I refer you to the charge: 


The association has failed to make available to Federal Home Loan Bank 


Board examiners and has refused to comply with the request of the Board to 


obtain or make available to examiners credit reports or financial statements 
pertinent to said borrowers, 


Now, this may mean one of two things. It may mean either that 
the reports were in existence and the Long Beach Federal refused to 
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rovide them, or that they were not in existence and therefore could 
not be provided. 

Did you know that such reports and financial statements were in 
existence and that request for them was refused ? 

Mr. Rosertson. I think the only thing that I would be sure of is 
the statement here that they were not made available to the examiners. 

Mr. Scuer. Well, sir, that would assume that they were in existence. 

Mr. Rozertson. They might be in existence, but they were not 
available to the examiners. 

Mr. Scuer. Well, I am sorry to have to persist on this, sir, but 
either they are in existence and they were refused the examiners, or not 
made available, or else they weren’t in existence and therefore, could 
not be made available. We would have to determine which one it was, 
itcan’t be both. 

Mr. Rozertson. The thing was that they were not made available 
tothe examiners. 

Mr. Scuer. Well, what if they weren’t in existence? 

Mr. Rozertson. They still wouldn’t be made available to the ex- 
aminers. 

Mr. Scuer. Then that wouldn’t be a refusal to make a thing in 
existence available, it is just that certain things were not available to 
the examiners, is that correct ? 

Mr. Rosertson. That much I believe to be true. 

Mr. Scorer. Now, you know the banking business. If a borrower 
comes in to borrow for building purposes on a building loan, or a 
person comes in to make a loan on his home, just what kind of credit 
or financial investigation would be necessary ? 

Mr. Rorertson. I am acquainted with the practices in the bank 
in which I used to work, and every application for a loan embodied 
a financial statement and income account of the borrower. That was 
an integral part of the application. 

Mr. Scuer. Well, Mr Robertson, what if Mr. Moss introduced 
himself at your bank and came in and said “I would like to make a 
loan on my own,” and you had some knowledge of him as a business- 
man, and a legislator, and you said, “Well, 1 know you, I don’t need 
any more information on this, of course I will make you a loan.” 

ould that be sound business practice or banking practice? 

Mr. Rozertson. It would be an unusual banking practice. 

Mr. Moss. Unprecedented ? 

Mr. Scuer. Is it unprecedented ? 

Mr. Rozertson. Well, I would say that—every one of the loan 
files in the bank in which I worked had a completed financial state- 
ment. It might not have been a complete financial statement, but 
it would be complete to the extent that it showed the borrower’s 
liabilities. 

It might not have included all his assets, but it would be a suf- 
ficiently complete financial statement to allow the lending officer to 
make a judgment on the credit. 

Mr. Scuer. Well, what if the lending officer had been dealing with 
a builder for a quarter of a century, and knew all about him, and 
had many deals, as they are called, with him, and knew anything one 


ought to know about him, and thought he was a good risk. 
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Mr. Roserrson. How would he know about him without figures? 

Mr. Scuer. Well, is it the figures that makes a good credit risk? 

Mr. Roserrson. It is the basis—the figures themselves don’t make 
the credit, but they reflect the borrower’s financial condition. 

Mr. Moss. Now, let’s get this in a little clearer light here. 

Was there no financial information on these borrowers? Was there 
a refusal to make available any financial information on these bor- 
rowers? Did their files reflect no factual information as to the cop. 
dition of these borrowers ? 

Mr. Roserrson. Mr. Wyman says that he believes the examiners 
found—were unable to obtain any information. 

Mr. Moss. Any information whatsoever ? 

Mr. Rosertson. Credit information. 

Mr. Moss. Then how was the request of the Board delivered to the 
institution, this request with which they refused to comply? 

Mr. Roserrson. I am sure that it was requested by the examiners, 
and in our conferences we dwelt on that subject at length. 

Mr. Moss. Credit reports and/or financial statements ? 

Mr. Rosertson. Yes, sir. 

Mr. Moss. Both, in each instance? You buy a credit report, you 
secure a financial statement from the borrower. You get them from 
two different sources. 

‘he completeness of one is somewhat within the discretion of the 
borrower, the completeness of the other is within the ability of what- 
ever agency sells you the credit report. 

Mr. Roperrson. Well, I can’t comment as to which it was. AllI 
know is that we received no financial or credit information. 

Mr. Moss. Well, now, you said the examiners, but the complaint 
says: 

The association has failed to make available to Federal Home Loan Bank 
Board examiners, and has refused to comply with the requests of the Federal 
Home Loan Bank Board. 

Now, did the Board cause a supervisory letter to be issued on this 
matter ’ 

Mr. Rosertson. Except—I can’t speak of the earlier ones, but it 
was referred to in our letter of January 5. 

Mr. Moss. But that says specifically that this is not intended to be 
a supervisory letter. 

We had five supervisory letters identified for this record by Mr. 
Wyman. Did any of those letters contain a demand that credit re- 
ports and/or financial statements be supplied on borrower A, B, ©, 
or D? 

Mr. Rosertson. Mr. Chairman, there is a letter dated August 21, 
1958, which Mr. Wyman did not identify as a supervisory letter, 
yet 

Mr. Moss. Yes; he so identified it, August 21, 1958. 

Mr. Rosertson. Very well. 

In that letter we said, among other things: 





The association— 
well, I will just pick out that part— 


With respect to these matters, the Board would like to know the justification 
for the modification in granting of additional loans, and (B) the financial and 
credit data in the files of the association respecting Lloyd S. Whaley, Vulturon 
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Corp., and Acron Investment, Inc., at the time of the transactions referred to 
immediately above. 

Mr. Moss. Now this, then, is the request of the Board for informa- 
tion on the items discussed in the supervisory letter ? 

Mr. Rozertson. This was the letter, Mr. Chairman, requesting a 
meeting to discuss, among other things, the matters enumerated and 
spelled out in the letter itself. ; 

When the meeting occurred, those items were gone over, and the 
requests were repeated. 

Mr. Moss. Well, then, on November 10, 1958, you received a letter 
from Long Beach Federal, signed by Mr. T. A. Gregory, president, 
which goes into the matters raised in the August 21, 1958, letter. It 
contains this paragraph on the first page: 

It is our hope and invitation to your Board that should any further question 
arise concerning the association that we be again permitted to personally in- 
formally discuss such problems with all Board members, and to submit further 
documentary evidence as may be appropriate to substantiate the soundness of 
the association’s operations. 

Then it goes on and deals, point by point, with your letter of the 
2ist, running to a total of some 18 pages, going into a considerable 
amount of detail on the points raised in the August 21 letter. 

Was there a refusal to reply, or to supply information in that 
instance ¢ 

Mr. Roserrson. The information was not forthcoming. 

Mr. Moss. This letter has quite a bit of it. 

Mr. Ropertson. Of financial information ? 

Mr. Moss. Yes, it has quite a bit of information. 

Mr. Ropertson. Assets and liabilities? 

Mr. Moss. Yes. Haven’t you read this letter? 

Mr. Rosertson. Oh, of course I have, but I don’t remember. 

Mr. Moss. Would you like to look at it? 

Mr. Rozertson. Yes. 

Mr. Moss. This letter is already in the record? 

Mr.Scuer. Yes,sir. (See exhibit D-5ce, p. 872.) 

Mr. Moss. Incidentally, for the record, 1 want the record to show 
that in response to the previous question there was a conference of 
4 minutes and 22 seconds to come up with an answer. 

Mr. Rozertson. Well, that is interesting information, but that is 
not a financial statement. 

Mr. Moss. Well, did you specifically ask or direct—did you direct 
in your supervisory letter of the 2ist that a financial statement be 
produced, or did you discuss certain financial matters? 

Mr. Roserrson. We wanted financial statements, assets, and 
habilities. 

Mr. Moss. Did you respond to this? 

Mr. Rosertson. I don’t remember. 

Mr. Scuer. Mr. Chairman, in the absence of any evidence of a re- 
sponse, we would have to assume that there was no response to that 
letter, unless Mr. Robertson’s staff can provide him with the response. 

Mr. Ropertson. What was the date of that letter ¢ 

Mr. Moss. November 10, 1958. 

Mr. Rozerrson. I don’t find the response to it. 
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Mr. Moss. Well, you know, as I read this first item here, you people 
had raised the question of dual conveyances, and it turned out you 
people were wrong in your understanding of the nature of the title 
insurance which was issued, and the value of it. 

Mr. Rozertrson. I think that is correct. 

Mr. Moss. So in this demand, you were in error on one point, not 
‘knowledged in replying to this letter. 
Mr. Rosertson. It was acknow ledged at the time of the conference, 
Mr. Moss. This was a close supervisory problem. It seems strange 
to me there was not a response to a letter as detailed as this one, ex- 
pressing your disagreement with it, or detailing inadequacies in the 
information supplied. 

There seem to be many areas here where certain issues between the 
two of you, the institution and the Board, were matters which were 
really irreconcilable until certain decisions were made. 

To penalize a man for protecting himself seems to be rather high- 
handed. What regulation does the Board have on credit reports 
and/or financial statements ? 

Mr. Wyman. Shall I answer? 

Mr. Moss. If you have the answer, certainly, sir. 

Mr. Wyman. There is no specific regulation requiring credit re- 
ports or financial statements. It is considered as being among the 
customary, recognized, and elemental practices in the extension of 
credit, and so well recognized, as a matter of fact, that the regulation 
would seem to be redundant or superfluous on it, and therefore there 
is no regulation expressly dealing with that matter, or expressly 
requiring it. 

Mr. Moss. You make a statement there that is rather sweeping. 
You said in the granting of credit generally. 

Mr. Wyman. By associations under our supervision. 

Mr. Moss. There is a general trend in the granting of credit which 
does not follow that practice. 

Mr. Wyman. We are required by FHA, and VA, I believe. 

Mr. Moss. Yes, certain of the insuring agencies of Government re- 
quire financial statements. These were conventional loans, and no 
such requirement was laid down. 

Mr. Wyman. There is no requirement to that effect in our regula- 
tions. 

Mr. Moss. The requirement on management is to satisfy themselves 
as to the soundness of the risk covered ‘by the loan; isn’t it? 

Mr. Wyman. That is certainly one of his prime responsibilities and 
duties. 

Mr. Moss. And whatever you have before you as you undertake the 
role of approving or disapprovi ing a loan, you have to apply a very 
large measure of personal judgment. 

Mr. WYMAN. R great deal of judgment. 

Mr. Moss. Were you ever a loan officer ? 

Mr. Wyman. No; I have not been. 

Mr. Moss. Have you ever had any experience in one of these insti- 
tutions prior to coming with Government ? 

Mr. Wyman. Yes; I have. 

Mr. Moss. In what capacity ? 
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Mr. Wyman. For a brief period of time as branch manager of a 
savings and loan association—manager of a branch office. 

Mr. Moss. How long ago? 

Mr. Wyman. Well, it was in 1923. 

Mr. Moss. In 1923. That is before this Board was created ? 

Mr. Wyman. Oh, yes. 

Mr. Moss. Did you make loans? 

Mr. Wyman. No; I did not. 

Mr. Moss. Yet you sit in supervision and judgment over the com- 

tence of management in the exercise of discretion? Is that a fair 
statement ¢ 

Mr. Wyman. We endeavor to analyze the examination reports as 
they are made and delivered by our examiners to ascertain, in terms 
of general standards of operation, the character of their lending prac- 
tices and other practices. 

Mr. Moss. You are dealing with an institution which, by your own 
admission, you can recall no instance of a loss of a loan in an institution 
which has been operating for approximately 26 years, under the same 
management, and now because it hasn’t a particular scrap of paper 
ina particular file you say that it is incompetent, and yet it has made 
money and grown throughout all of those years. 

From your great wealth of experience in this business, you are 
sitting in judgment. There is no rule or regulation, then, that has 
been violated in this instance. 

What is a disproportionate share of a risk? 

Mr. Rozerrson. That would be a matter of 

Mr. Moss. Of judgment ? 

Mr. Ropertson. Of opinion. 

Mr. Moss. Are there any rules or regulations attempting to define 
a disproportionate share of a risk or laying down ground lines for 
the distribution of risks? 

Mr. Ronerrson. There is no rule or regulation, as such, in the sav- 
ingsand loan industry. 

Mr. Moss. Is there a statute? 

Mr. Rosertson. No; there is nostatute. 

Mr. Moss. It again becomes a matter of judgment and discretion. 

Mr. Roserrson. That is correct. 

Mr. Moss. Did you order a shifting of loans in order to reduce a 
concentrated risk ? 

Mr. Rozerrson. Again in our conferences we pointed out those 
large concentrations, and you asked if there was a standard, for in- 
stance, in a national bank. 

Mr, Moss. These operate differently than banks, don’t they ? 

Mr. Rozerrson. But the principle of the concentration of risk is 
the same whether it would be with an individual or a bank or insur- 
ance company. 

Mr. Moss. Well, let’s hear about the national banks, then. 

Mr, Roperrson. A national bank can only lend to one customer or 
telated customer 10 percent of its capital. 

Mr. Moss. Is that a rule or a regulation ? 

Mr. Rosertson. It is a law. 

Mr. Moss. It is a law? 

Mr. Rozertson. It isa law. 
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Mr. Moss. But you have no rule, regulation, or law in this instance} 

Mr. Rogertson. We have no law. 

Mr. Moss. If Congress spoke out in one instance and said you shal] 
not, but in this laid down no restrictions, are we to assume that the 
Congress intended that the policy governing national banks woulq 
control in this instance? 

Mr. Rosertson. No, not necessarily. 

Mr. Moss. On the contrary, we are to assume that that was not 
the intent, aren’t we ? 

Mr. Rozertson. Well, Congress didn’t do it. 

Mr. Moss. ‘That was not intended, was it? We are quite able to 
speak out. 

Mr. Rosertson. If it were ever considered 

Mr. Moss. Well, it must have been considered. This legislation was 
drafted in a time of economic stress. It must have been considered, 
because the very men who adopted it initially were the very same men 
who were passing on banking problems. It must have been considered, 
but it was not adopted. 

We can’t reasonably assume that that rule should apply to instite. 
tions of this type. In fact, there was a more liberal concept here, par. 
ticularly as it related to the financing of homes—an entirely different 
concept. 

Mr. Houtrrevp. Will the chairman yield on that point ? 

Mr. Moss. Yes. 

Mr. Howtrretp. Mr. Robertson, your background has been in bank- 
ing, hasn’t it ? 

Mr. Rosertson. Yes, sir. 

Mr. Hoxtrretp. Your background has not been in the savings and 
loan association work before you came to the Board ? 

Mr. Rozerrson. No, but as a banker, I was in charge of the mortgage 
loan department of the bank in which I worked. 

Mr. Ho.trretp. But you operated under different laws in the bank- 
ing business than under the savings and loan association, did you not! 

Mr. Rosertson. Yes. 

Mr. Houtrtetp. Are you aware that in the Journal of Commerce of 
New York, Monday, September 17, 1956, there occurred this news 
column entitled “A Staff Report,’ headed “Report to Businessmen.” 

You know what the Journal of Commerce is? 

Mr. Ropertson. Yes. 

Mr. Ho.wirretp (reading) : 





WASHINGTON, September 16.—Appointment of a commercial banker, Albert J. 
Robertson, to head up the Federal Home Loan Bank Board, which regulates 
Savings and loan associations, was no accident. 

A shudder went through the savings and loan business when the appointment 
was announced. Since savings and loans and the banks have been at war, there 
were questions raised privately as to whether the administration realized what 
it was doing when it chose Mr. Robertson for the job. 

It did. The choice was intentional, and the decision was made at almost 
the highest level in the White House. A number of key figures in the admin- 
istration, among them Budget Director Percival Brundage, an accountant by 
profession, and the assistant to the President, Sherman Adams, share the 
concern which has been felt by bankers that the savings and loans tend too 
aggressively to go after business, that their activities tend to push money rates 
up, and, in general, that they are just growing too fast. 

When the administration succeeded in getting the resignation of Mr. Robert- 
son’s predecessor, Walter W. McAllister, who had pursued his own policies 
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pretty much independent of administration ideas, it went looking for a man 
more to its liking. Mr. Robertson was chosen because it was felt that he would 
(1) follow a conservative policy in regulation of savings and loans, and (2) be 
generally amenable to following administration views on overall credit policy, 
which Mr. McAllister was not. 

The Home Loan Bank Board has sufficient authority so that a change in the 
jdeas of its Chief can have a real effect on the operations of savings and loans. 

Both the U.S. and the National Savings & Loan Leagues, though privately 
seething, are maintaining a prudent silence on the appointment. Unless Mr. 
Robertson takes some extreme action between now and January, they will not 
fight his confirmation when it is presented to the Senate then. His appointment 
runs only until June—just the unexpired balance of Mr. McAllister’s term. 
Depending on what Mr. Robertson does between now and then—and also 
depending on the political complexion of the Congress next year—they may 
fight a reappointment if it is proposed. 

Did you ever hear of that column ? 

Mr. Ropertrson. I don’t think I ever read it before. 

Mr. Horirrecp. You are the first man from the banking industry 
to ever be placed in the job of administrator of savings and loan 
institutions, aren’t you? The other men were savings and loan people, 
were they not? 

* Ropertson. I don’t know their background, certainly not all 

Mr. : 
of them. , 

Mr. Horirretp. You are the first Chairman that came from the 
banking business to the savings and loan associations, the Home Loan 
Bank Board, as Chairman. 

Mr. Rozertson. Perhaps I am. I don’t know differently. 

Mr. Horirtetp. Do you believe that your background in banking and 
the laws that you operated under, in the banking business, may have 
had some effect upon your attitude toward savings and loan devel- 
opment ¢ ' 

Mr. Rosertson. Well, I would say that my money lending experi- 
ence, which was not limited to commercial banking, but included in- 
vestment banking and mortgage banking, certainly has an effect. 

Mr. Hoxirrecp. But you do operate on a different basis in lending 
in banks. You operate on a more, let us use the word, advisedly 
conservative basis in that your loans are a smaller percentage of col- 
lateral, they are as a rule at higher rates of interest than savings and 
loans—long-term loans, I am talking about. 

5 ° = ° . ° . 

In other words, there is a completely different philosophy in bank- 
ing than there is in the savings and loans. 

Mr. Rosertson. I don’t think so at all. 

Mr. Houirreip. You don’t think so? 

Mr. Rosertson. No; I say my own experience was not only in com- 
mercial banking, but in investment banking, and in long-term loans, 
and I inspected every mortgage loan that was made by our bank, so I 
have had a very long, and I would say complete, experience in mort- 
gage lending. 

Mr. Hoxtrtep. I believe that you have, I understand that you have, 
but I point out again that you operated under different statutes than 
the savings and loans. The saving and loan statutes were set up for 
the express purpose of widening the base of credit into longer term 
loans at lower rates of interest, and higher percentages of loans in 
relation to appraisals than the banking business, and rightly so. I 
im not quarreling about the banking business. I understand the 
difference that is involved. 
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Mr. Roserrson. Certainly the laws are different, but the principle 
of extending credit remain the same. 

Mr. Hoxtrtetp. Oh, certain principles remain the same; others dp 
not. The principle of making longer loans on a residence, on the cop. 
struction of a residence in relation to the shortness of loans on com. 
mercial paper, the principle is directly opposed. 

Mr. Rozertson. Yes, but, Mr. Holifield, I did both. 

Mr. Houirrevp. You did both? 

Mr. Ropertson. Yes. 

Mr. Hoxirrevp. Yes, but you didn’t lend, you didn’t make banking 
loans for 30 years, did you, at 4-percent interest, or 41-percent inter. 
est, for construction ? 

Mr. Rozertson. No, but we made mortgage loans. 

Mr. Ho.irret. Oh, sure. I remember very clearly before we had 
an FHA or VA or savings and loan paying 11 percent to a bank ona 
mortgage for 3 years. The house I built when I first got married] 
had a thousand dollar loan on, and I paid 11 percent to the ba 
and it was renewable at the end of 3 years, and at that time I had to 
go through the whole gamut of paying to research the title, a fee to 
the bank for the reappraisal, and all of the little charges which you 
are so well acquainted with, I am sure, as a banker. But then later 
on the savings and loan associations received Federal sanction, and 
then it was possible to go in and borrow for 10 years, or 15 years, and 
20 years, and finally 30 years under certain conditions, and you didn’t 
have to pay these surcharges and premiums on bonuses for reappraisal, 
title search and renewal of insurance, and all that sort of thing. It 
was a different system that was set up, and it has resulted in millions 
of houses being built for people over the country that couldn't have 
built them under the banking system. 

Mr. Rozerrson. Well, your experience must have gone back ahead 
of my time 

Mr. Hoxtrterp. I was married in 1922, that is when it was. 

Mr. Rosertson. I didn’t have any such 

Mr. Ho.irtevp. In 1922, did you make mortgage loans for longer 
than 3 years before renewal ? 

Mr. Rosertson. I wasn’t making mortgage loans in 1922. 

Mr. Houtrreip. Do you know whether the banks were making them 
longer than 3 years without renewal ? 

Mr. Rozerrson. I would say some of them went to 5. 

Mr. Howtrieip. Some went to 5. Well, that is possible, so maybe 
my experience did go back a little further than yours, directly. 

Mr. Rosertrson. The loans that we made were monthly payment 
loans similar to the loans that are being made now. 

Mr. Horirretp. You say they were monthly payment loans? 

Mr. Rosertrson. Yes, amortized loans. 

Mr. Hotirimeip. When you were making construction loans, did 
you ever lose money on construction loans? 

Mr. Rozerrson. Yes. 

Mr. Hottrretp. I just happen to know that you had spoken at one 
time and you had made a speech and you had said that you had lost 
money on your construction loans. ‘ 

Do you think the fact that you had this unfortunate experiene 
would cause you to look at construction loans as practiced in Cali- 
fornia with a little bit of apprehension ? 
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Mr. Ronertson. Well, I don’t remember the speech in which I said 
we had lost money. 

Mr. Hotirretp. But you did say you had lost money ? 

Mr. Rosertson. Yes. 

Mr. Houtrretp. That was the main point. 

That is all, Mr. Chairman. 

Mr. Moss. Now, I was going to get a definition of what would be 
a disproportion: ute amount. You indicated under the National Bank- 
ing Act you were permitted to loan 10 percent to any one borrower? 

Mr. Rozertson. Ten percent of the capital and surplus of the bank. 

Mr. Moss. Ten percent of the capital and surplus of the bank. I 
haven't figured out what percentage any one borrower got here, but 
Idon’t think it runs 10 percent. 

In any event, that isn’t a rule or regulation, and there are no 
standards as to what concentration consists of. 

Mr. Rozertson. Just the standards of prudence. 

Mr. Moss. Well, now, those are not definable, are they? 

Mr. Rovertson. No, but they are historical. 

Mr. Moss. Would you say Chore’ is no other savings and loan as- 
sociation in California, under the jurisdiction of the Federal Home 
Loan Bank Board, a federally chartered institution that has not as 
much concentration in loans of comparable character ? 

Mr. Rozertson. To a limited number of borrowers, yes. 

Mr. Moss. You would say there is not another institution? We 
just might find out. Have you tried to find out? 

Mr. Rozertrson. What? 

Mr. Moss. Have you tried to find out? 

Mr. Rozertson. Well, I am sure it would come to Mr. Wyman’s at- 
tention if there were any such concentration. 

Mr. Moss. Well, Mr. Wyman, do you know whether that is true, that 
there are none? 

Mr. Wyman. Not to my knowledge. 

Mr. Moss. Not to your knowledge 

Mr. Wyman. That is correct. 

Mr. Moss. I think we will test your knowledge on this. 

Mr. Scuer. Mr. Chairman, may we clarify that question in this 
sense? 

Mr. Moss. You will remember there are a number of borrowers 
here—not one borrower, a number of borrowers. Concentration occurs 
inthe geographic avrea. 

Now, it is my understanding that there is no other savings and loan 
association in California with a comparable concentration in one geo- 
graphic area 

Mr. Wyman. Well, you are talking about the number of properties 
that are involved, and that is one thing. If you are talking about the 
number of borrowers, that would be another thing. 

Mr. Moss. Let’s talk about both. 

Mr. Wyman. Talking about the number of borrowers and the con- 
entration to a limited number of borrowers, to the best of my recol- 
lection—and I can only testify to the best of my recollection on this 
pont, because there are many hundreds of associations there—I don’t 


ow of any comparable concentration in relation to the size or assets 
of the institution. 


there are none? 














508 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Moss. Now, is this in the number of borrowers or in the geo. 
graphic area? . 

Mr. Wyman. Concentration in number of borrowers. 

Mr. Moss. Now, let’s take geographic area 

Mr. Wyman. Well, there may be instances, maybe, a number of 
instances where within the limits of a tract operation, you might say, 
you would have an equal number of houses, and perhaps instances 
where there might be more, others where there might be less, of course. 

Mr. Moss. And frequently those houses would be constructed by dif. 
ferent building corporations which might be substantially controlled 
by one or two borrowers? 

Mr. Wyman. Well, that might be. 

Mr. Moss. You don’t know about that ? 

Mr. Wyman. No, that becomes a matter of fact with respect to the 
particular institution, naturally, and I don’t recall to mind any spe- 
cific instance, now, that I could use to make any statement other than 
just the general statement on it. 

Mr. Moss. Well, that would be my judgment, too. 

Counsel said that lacking a regulation, it would be almost incun. 
bent upon you to undertake to ev: aluate practices before you could come 
to a conclusion as to whether this constituted unwise or an unsound 
practice, this particular concentration, but you didn’t make that eval- 

uation, and you merely determined that this was unsound, but no order 
was issued, and no regulation adopted. 

Now, are there other questions on item No. 6? 

(No response. ) 

Mr. Moss. If there are no other questions on item 6, we will now 
goto item 7: 

Said association in the period August through December of 1959 
Very recent, isn’t it ? 

Mr. Roperrson. Yes, sir. 

Mr. Moss (reading) : 

* * * made long-term construction loans aggregating approximately $6 million 
to a corporate borrower who was then substantially delinquent in payments 
due on other association loans. At the time such new loans were made, the 
association knew that the record owner of all the borrower’s stock had executed 
a trust agreement early in 1959 for the benefit of certain creditors, among whom 
was the association, and that in July 1959 all or nearly all the property of said 
record owner, including the stock in the borrower corporation, had been attached 
in a suit for approximately $2,800,000. 

And then you say that it has failed to comply with the request of 
the examiners of the Federal Home Loan Bank Board to make 
available for their inspection financial statements or credit reports 
pertaining to said corporation or the record owners of its stock. 

Now, on this matter of the suit, wasn’t that immediately reduced by 
the court to $1,500,000, and that amount placed under a bond? 

Mr. Rorertson. I don’t know. 

Mr. Moss. Well, it was done by a court, so I guess we can establish 
that. You didn’t know? 

It has so been testified under oath before this committee, and 
the committee will undertake to get the facts from the court, if there 
is any question about it, but that is the testimony under oath, and you 
didn’t know this? 
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Mr. Rosertson. I didn’t know it; no. 

Mr. Moss. The suit has now been settled. 

Mr. Roperrson. May I ask when it was settled ? 

Mr. Moss. I think it is shown in the record. 

Mr. Grecory. I don’t have the exact date. I have asked for it, but 
[haven’t gotten it. 

(Subsequently the subcommittee was advised that a settlement agree- 
ment was effected May 20, 1960.) 

Mr. Moss. Well, it is a recent settlement, but nevertheless the figure 
¢9.8 million was clearly incorrect at the time this action was taken, 
because it could have been established that it had been reduced and 
that there was a bond covering this item. 

Were you aware that a trust deed had been executed in 1956 which 
protected the association on all of the assets of this borrower? That 
is in the record of these hearings. We have it—the trust agreement. 

Mr. Rospertson. We do not know, sir. 

Mr. Moss. You do not know. 

It would be material to this point, would it not—item 7 or (g) of 
order 13372? 

Mr. Rogertson. I assume it can be established. 

Mr. Moss. Well, we will establish it. 

On this whole matter of Bellehurst, hadn’t the association informed 
you that even in the absence of any order or rule or regulation that 
they were acting to reduce concentration ? 

Mr. Rogertson. This is not the same deal. 

Mr. Moss. Well, this does not involve Bellehurst. 

Mr. Rozertson. No. 

Mr. Moss. In any way ? 

Mr. Rozertson. No. 

Mr. Moss. What did it involve? 

Mr. Gregory. Whaley’s stock, where the stock and additional col- 
lateral had been pledged to the association. 

Mr. Moss. Had you issued a supervisory letter on this matter? 

Mr. Rozertson. No. 

Mr. Moss. Had a rule or regulation been violated on this matter? 

Mr. Rogertson. The first question you asked was 

Mr. Moss. Was there a supervisory letter? 

Mr. Rogertrson. No; but it was referred to in the letter of August 
21, 1958—no, I am mistaken. The same borrowers were referred to, 
but not the same loan. 

Mr. Moss. Not the same loan. 

There was rather extensive discussion of the Whaley group in the 
November 10, 1958, letter ? 

Mr. Rogertson. Yes, sir. 

Mr. Moss. Which you did not respond to, even though this was a 
matter of great concern. It couldn’t have been on this particular 
point, because this was a 1959 item, but you apparently had some con- 
ceernon Mr, Whaley before. 

You were given the facts as to a trust agreement which existed, and 
onsiderable detail as to property holdings of the Whaley group. It 
showed, for example, that the Whaley loans, as of July 31, 1957, had 
ibalance of $4,385,494, and as of August 2, 1958, $4,048,000, or a re- 
duction of approximately $347,000 in the course of the year—not too 
bad in reducing principal. i 
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They also told you that the trust deed securing the loan contains 
an assignment of rents, and the association is therefore secured not 
only by Whaley’s note and physical value of the property, but by 
rentals on leases of the following partial list of the present occu- 
pants of the property—sort of a blue-chip list, too—Broadway De. 
partment Stores, very large, very substantial. Sav-On Drugs; F, W 
Woolworth—I hear rumors that they are substantial. : 

J. C. Penney—it would be nice to get a shopping center together 
and get tenants like that. : 

Latter-day Saints Church, and then a whole group of local chaing— 
Kinney Shoes. I don’t recognize all of these, but there are some I do, 
They look like good, solid tenants. The rents were also assigned, 

And it goes into considerable detail. They must have responded 
to you to give you something, but you were dissatisfied again. It 
seemed that a normal and fair method of supervision would have re. 
quired at least an answer to the letter. 

Mr. Howtrrecp. What is the date of that letter? 

Mr. Moss. November 10, 1958, in reply to the August 21, 1958, let. 
ter. It does not deal with the loan in point here because that loan, 
or that charge refers to August through December transactions jp 
1959. Nevertheless, it does give considerable background on the 
Whaley group. 

I understand in connection with this the examiner requested a 
credit report, a financial statement which had been in the files which 
was missing, and the examiner was informed it was missing, and the 
attempt was made to retrieve it for him. 

Mr. Grecory. That is correct. On the Bel-State Sixth there had 
been a financial statement in the file, and they had the file. 

Mr. Houtrretp. What file ? 

Mr. Grecory. In the loan file. 

Mr. Hourrretp. Your association’s loan file? 

Mr. Gregory. That is right. 

Mr. Houirrecp. When they seized it ? 

Mr. Grecory. No, during the course of examination. 

Mr. Hoxtrrerp. And the examiner asked you for it ? 

Mr. Grecory. After they had the file, they asked for the statement. 
We went to get it. It was not in the file. I don’t know what happened 
to it. I don’t know that it was in the file when we gave it to them, 
but it certainly wasn’t in the file when I went to get it. 

I told them I would get a duplicate. I did give them a financial 
statement of the Home Investment Co. on the same note. 

Mr. Howirretp. What is Home Investment Co. ? 

Mr. Grecory. Home Investment Co. is a company that is author- 
ized to refinance or to originate FHA and VA loans. Its businessisto 
originate FHA and VA loans, and standard type loans and service the 
paper for whomever they sell it to. Its statement shows about $2; 
200,000 surplus. 

The examiners did get that, and I have filed a copy with the com- 
mittee. 

Mr. Moss. Were you aware of that ? 

Mr. Rozertson. No. 

Mr. Moss. You were not aware of it. 
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Asa matter of fact, you haven’t had an examiner’s report since Au- 

st of 1959, have you ? 

Mr. Rosertson. No. 

Mr. Moss. How did you learn, then, that the examiners had not been 
able to secure the financial statement on this matter ? 

Mr. Ropertson. Will you answer that ? 

Mr. Wyman. That came from their reports to us. 

Mr. Moss. Did they give you the circumstances surrounding the 
inability to comply at that moment with the request ? 

Mr. Wyman. I don’t recall the detail of their report with respect 
to that, as to whether they recited all of the circumstances that were 
involved. I couldn’t answer that question, Mr. Chairman, at the 
moment. 

Mr. Moss. Well, I accept your answer that you can’t answer it, 
but this is perhaps one of the most recent items, and if it forms the 
basis in part at least for a seizure action under emergency conditions 
it would seem reasonable to me that you would have that information. 

Normally what length of time does an association have to comply 
with an examiner’s request ? 

Mr. Ropertson. Mr. Walters is head of the Division of Examina- 
tion. Will you answer that question ? 

Mr. Watters. Will you repeat the question, please? Is this the 
request of 

Mr. Moss. I say normally how long does an institution have to 
comply with the request of an examiner? 

Mr. Watters. Well, the institution takes any amount of time. 
There is no set regulation as to when the reply must be made. We 
expect to get it and usually get it almost immediately. In some cases 
there are reasons why there is a delay, which is explainable, and it 
may be forthcoming ina week. I don’t know that there is any definite 
regulation on that. It would depend upon the circumstances. 

Mr. Moss. Have you been sworn ? 

Mr. Watters. No; I haven’t, sir. 

Mr. Moss. Well, let’s swear you and identify you for the record. 

(Mr. Walters was duly sworn by Mr. Moss.) 

Mr. Moss. Identify yourself for the record. 

Mr. Watrers. I am Lawrence M. Walters, Associate Director of 
Division of Examinations, Federal Home Loan Bank Board. 


Mr. Moss. Do you reaffirm the answers already placed in the record ? 
Mr. Waurers. I do, sir. 


Mr. Moss. You may continue. 

Mr. Waurers. Merely summarizing what I said, there can be no 
regulation or definite policy that a particular document must be forth- 
coming within a certain length of time, because it will depend upon 
the circumstances, the nature of the document, the problems of getting 
the information together, or reproducing it, so that I do not believe 
that we can say there is any definite time. 

Mr. Moss. Do the examiners report to you? 

Mr. Waurers. The examiners report to the chief examiner of the 
district in which they are working. 

Mr. Moss. Do you get a report ? 

Mr. Waurers. The chief examiner in each district is responsible to 
the Washington office of the Director. 
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Mr. Moss. That isn’t what I asked you. I asked you if you get 
reports from them. at ds 

Mr. Waurers. We have the official report of examination trans. 
mitted to our office; that is right, sir. 

Mr. Moss. Well, does it come to your attention / 

Mr. Watters. That is right. 

Mr. Moss. Then you get a report ¢ 

Mr. Watters. That is right. 

Mr. Moss. Did you in this instance ? 

Mr. Watters. We have not received the report of examination on 
the last examination; no. 

Mr. Moss. How do you know that they did not comply with the 
request to make available for inspection financial statements on this 
transaction occurring in the period between August and December of 
1959 ? 

Mr. Watrers. There have been numerous memos, and so forth, that 
have come through—interim reports, or whatever name you might 
want to givethem. During the progress of any examination that sort 
of thing happens. 

Mr. Moss. You started to examine this institution in January of 
this year. According to the testimony received here yesterday from 
Dr. Husband, the Board was in a tentative frame of mind to seize 
along about February. It was seized in April. 

There couldn’t have been too many reports. 

Mr. Watters. Letters and memorandums. 

Mr. Moss. How many of them said that they couldn’t get this 
information / 

Mr. Waurers. Probably only one on this specific situation. 

Mr. Moss. Only one on this specific situation, and did it state the 
details surrounding the reasons why the statement was not immediately 
forthcoming ? 

Mr. Waurers. No details, as I recall. 

Mr. Moss. No details, and yet we received under oath the statement 
as to what the details were. 

Do they just make a note that we haven’t been able to get this, and 
let it go at that, or do they normally report details? 

Mr. Watters. Details would normally be reported in the report of 
examination. They don’t currently advise us of all the factual details. 

Mr. Moss. Wouldn’t you review that if it reached the point where 
you were going to seize on an emergency basis ? 

Mr. Watters. I had no part of that. I was not in on it, I was not 
asked for a recommendation, and is was not my responsibility. 

We obtain the facts to the best of our ability, those facts are sub- 
mitted 

Mr. Moss. Didn’t you ask for the current facts ? 

Mr. Watters. Does who ask ? 

Mr. Moss. Well, the Board acted. I assume the Board would make 
some effort to determine what the facts were on a current basis. 

Mr. Watters. The current facts which were available at that time 
were presented, and beyond that our responsibility of getting the facts 
ceased. 

If the Board wants facts, we get facts to the best of our ability. 
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Mr. Moss. But you don’t have as a matter of procedure, when there 
is a condition surrounding inability to do something that fact is re- 
ported to you—it may be ; reported. to the chief examiner in the dis- 
trict, but not necessar ily conveyed on to W ashington ¢ 

Mr. Waurers. That may be. 

Mr. Moss. Yet Washington is the office where the determination of 
emergency takes place. It would appear that the determination 
might be made on less than the full facts. 

In fact, it would seem to me reasonable, if this was approaching an 
emergency, there would be almost a direction from the Board to care- 
fully develop the current facts as quickly as possible, if they were 
such as to Warrant seizure. That doesn’t seem to be the case. 

Mr. Scher. 

Mr. Scupr. Mr. Chairman, as an illustration of the possibility of 
errors in communication, I would like to ask just a few questions 
about a missing trust deed. 

Does any one of you know about the testimony of a Mr. Keith in a 
California court about the fact that a major trust deed was not turned 
over to him ¢ 

Mr. Wavrers. Are you asking me that question ? 

Mr. Moss. He said any one of you. 

Mr. Trevas. Do you know about it ? 

Mr. Watters. Yes; I was aware of the testimony recently, and I 
also heard it referred to here in this hearing. 

Mr. Scuer. Did you know about that testimony in your official 
capacity before these hearings started ? 

Mr. Waurers. Yes. 

Mr. Scuer. They had reported to you that that trust deed was 
missing ¢ 

Mr. Watters. You asked if I were aware of the testimony. I was, 
because I read the court record on it. Maybe I misunderstood your 
question. 

Mr. Scuer. No; that is all right. 

Mr. Hourrrevp. That is the first time you found out about it, when 
you read the court record ? 

Mr. Watters. That is right. 

Mr. Honirretp. You hadn’t ascertained it from a memorandum, or 
a formal report from the regional examiner directly or indirectly to 
you in a memo from the examiner ? 

Mr. Watters. I heard nothing of the situation until I read it in the 
court hearing. 

Mr. Scuer. And now do you know from the hearings here that a 
receipt was furnished by Mr. Ault, and that it had been turned over 
tothe examiners ? 

Mr. Waurers. I understand that a receipt was furnished to Mr. 





Mr. Scner. Furnished by Mr. Ault. 

Mr. Watters. By Mr. Ault to Mr. Gregory, I heard that testi- 
mony. I know nothing more as to where that document at this point 
was held, or that it went to the examiner. The examiner stated that 
he had not seen it. I am quite sure the examiner was not about to 
perjure himself by lying in court. 

59258—60—pt. 134 
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Mr. Scuer. It might be that Mr. Ault didn’t give it to an exam. 
iner, or Mr. Keith. 

Mr. Watters. I know nothing about where that document went. 

Mr. Scuer. What is Keith’s official capacity ? 

Mr. Watters. He isa grade 11 examiner. 

Mr. Scuer. He isan examiner? 

Mr. Watters. That is right. 

Mr. Scuer. Mr. Keith, an examiner, says he wasn’t furnished with 
this trust deed. Mr. Ault gives Mr. Gregory a signed receipt for the 
trust deed. 

We have established that. 

Mr. Watters. That is right. 

Mr. Scuer. Now I am asking you this, sir. Is it possible that there 
is a failure of communication between one person and another in this 
operation which may be the basis for a charge of not supplying infor- 
mation that really had been supplied ? 

Mr. Watters. I can’t see why there would have been any partic- 
ular reason for lack of communication at all. That document had 
been receipted for. There certainly would have been nothing gained 
by the examiner in failing to record it, and, as a matter of fact, there 
may be a question as to whether it should be listed on the inventory, 
as such. : 

That is my own personal opinion. 

Mr. Moss. Who would decide that? 

Mr. Watters. Well, that would have to be decided by the person in 
charge of the inventory. 

The reason—well, you haven’t asked me why. 

Mr. Moss. Well, let’s get it. Who is the person in charge of the 
inventory ? 

Mr. Waurers. Mr. Keith was in charge of the inventory. 

Mr. Moss. A grade 11 examiner was in charge of the inventory 
and he would have to decide whether it should be listed in the in- 
ventory. 

Mr. Watters. The procedures of inventory work are rather def- 
nitely understood. It is a listing of the assets and liabilities and 
capital accounts of the association supporting the book general ledger 
accounts. 

In other words, it represents the supporting detail of those assets, 
liabilities, and capital accounts that are listed on the association's 
general ledger. 

Mr. Moss. Wouldn’t a trust agreement covering some of the loansof 
a major borrower be an asset in that instance ? 

Mr. Watrers. If you are referring to it as a book asset, as such, 
may I say that I am not familiar with that particular document, I 
have never seen it, but based on Mr. Gregory’s testimony he referred 
to it as a guarantee, as a cross pledge, as additional collateral—he used 
three different terms, I believe. 

Mr. Moss. It might be all three. 

Mr. Watters. It might well be, but in that case it would only bes 
supporting document to assets which were on the books of the associa- 
tion, and which were listed in the inventory, and therefore there would 
be no understatement of the assets of the association. 
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The document as I understand it, and I get that only from the 
hearing here and in the court record, is such that whatever value it 
has—and I am not familiar with it—might enhance the collection of 
certain assets that were recorded on the books and which were listed 
in the inventory. ; 

Mr. Moss. Well, then, it would be a document which would not be 
overlooked in consideration of the value of assets. 

Mr. Watters. That is true, except that we do not list every sup- 
porting document for every asset. The asset is listed. If there are 
certain documents missing, those documents are listed, but we do not 
attempt and could not in such time list every letter, every application, 
every appraisal, every supporting document, additional collateral and 
what not that supports each and every loan on the association’s records. 

Mr. Moss. Well, I think that sometimes an agreement which tends 
to protect an asset is as important, or more important, perhaps, than 
the asset, itself. 

Mr. Watters. Well, when I was explaining what the assets were 
that we listed, it is a matter of judgment, perhaps. I think perhaps 
in such instances there could be a qualifying footnote. It is not 
actually an asset of record of the association which we were listing, 
sir. 
Mr. Hourrretp. Mr. Walters, I have a house, let us say it is worth 
$10,000. ‘There is a mortgage on that house of $8,000, and the man 
who loaned the money to me says, “This isn’t sufficient collateral,” so 
Ihave another house that is clear, let us say, and I have signed a note 
putting up the other house as collateral to guarantee the payment of 
the $8,000 mortgage on the first house. 

Now, would not that note be an asset, and would it not form addi- 
tional collateral for the guarantee of the payment of the first one? 

Mr. Watters. Sir, if we are dealing in terms of assets as sometimes 
we speak of a pencil as being an asset for your use, yes; but as a book 
asset in the situation which you gave, the book asset is $8,000. 

Now, regardless, if there were $50,000 in collateral behind it, that 
$50,000 is not worth $50,000 to the association, it is worth only as ad- 
ditional collateral to the extent that it will enhance the collectibility 
of the $8,000 debt. 

Mr. Moss. That is correct. 

Mr. Houtrterp. I understand that. 

Mr. Moss. This is correct, but it becomes a very important docu- 
ment in undertaking to evaluate. In one instance you might be in- 
clined to write down an asset. In the other, you would be inclined 
to insist upon full collection because it was worth it; it was backed by 
an adequate collateral. 

Mr. Watters. I wouldn’t infer for a moment that it would not have 
value, Mr. Chairman, but as a book asset it would not be listed. It 
should not be lost track of, I grant you, and it should be looked into 
as to the value, and based on Mr. Gregory’s testimony, it has consid- 
erably value. 


Mr. Moss. And don’t you think it has value to the shareholders of 
the association ? 

Mr. Watrers. It certainly does, sir, and there was no intent on the 
part of the examiner—whether he saw it or not I don’t know, I haven't 
questioned the examiner since that time, but certainly there would 
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have been no point in trying to conceal its presence when Mr. Gregory 
had a receipt, and Mr. Ault and those others around there knew he had 
a receipt, I presume. 

Mr. Moss. You know, it is really too bad we don’t have a third or. 
ganization that can undertake an examination of the judgment of the 
handling of an institution when it is placed in the hands of a super- 
visor in charge. I think we might develop some very interesting facts 
there. It is unfortunate that we have given that supervisory respon. 
sibility to the very people who are involved in the original determina- 
tion. 

Mr. Houirteip. Do you or do you not know whether they have found 
the note at this date ? 

Mr. Watters. Found what note? I didn’t hear of any note. 

Mr. Houtrrevp. The trust agreement. 

Mr. Watrers. The trust deed you are talking about? 

Mr. Moss. It isa trust agreement. 

Mr. Houirtrecp. It is a trust agreement, in the nature of a note, 

Mr. Watrers. I understand that they have the document now. 

Mr. Houirrevp. They have found it? 

Mr. Watters. I don’t think it was ever lost. Mr. Keith, the exam- 
iner in charge, when he testified said he had not seen it, and that may 
have been true. In fact, if he said so, I believe him. 

Mr. Scuer. Mr. Chairman, we have a transcript of the testimony 
of Mr. Keith in this particular instance in which he didn’t know what 
a trust agreement was, he didn’t know the difference between a mort- 
gage and a trust agreement. 

The Court. My question is, Do you know the difference between a mortgage 
and a trust deed? 

The WirtngEss. I don’t know as I could explain it. 

He goes on to answer a number of questions showing that he has 
very little knowledge at all, to such an extent that I don’t think he 
could identify what the trust deed is. I don’t think he would recognize 
the animal if he saw it, from the testimony in the State court. (See 
pp. 15-16.) 

Mr. Moss. Now, was Whaley substantially delinquent ? 

Mr. Rosertson. He had to be substantially delinquent, or we would 
not have made these charges. 

Mr. Moss. I asked you if he was. 

Mr. Roperrson. Yes. 

Mr. Moss. He was substantially delinquent ? 

Mr. Rosertrson. We believe him to be substantially delinquent. 

Mr. Moss. And we tried to define “substantially delinquent” this 
morning on a matter of this type. Was he required to make monthly 
payments ? 

Mr. Rosertson. I can’t give you the details. 

Mr. Moss. Was he required to make monthly payments? 

Mr. Wrman. To the best of my recollection, the loans which he 
had from the association prior to that time were monthly amortizing 
loans. 

Mr. Moss. How many months delinquent was he? 

Mr. Wyman. That I can’t answer, Mr. Chairman, from this record, 
and I don’t have the record with me from which I could answer. 

Mr. Moss. You have no recollection at all of how many months de- 
linquent he was? 
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Mr. Wyman. No, I couldn’t answer. 

Mr. Moss. Was he delinquent on both principal and interest ? 

Mr. Wyman. I couldn’t answer that. 

Mr. Moss. How long would it take you to find out.? 

Mr. Rosertson. It seems to me, Mr. Chairman, that these are mat- 
ters that will be developed 

Mr. Moss. Oh, Mr. Robertson, I can subpena his books and find out. 
Iam not without power to get this information. You want to make 
it troublesome for me to get it? I can get it so easily. 

I want you to know you are not dealing with a group without power 
to get the informat ion it is after, sir. 

Mr. Gregory, how delinquent was Mr. Whaley ? 

Mr. Grecory. Not delinquent at all. 

Mr. Moss. Had he missed a monthly payment ? 

Mr. Grecory. We had total loans of $7,300,000. He had reduced 
the total principal to approximately $1,250,000 or $1,300,000, the exact 
dollars I don’t have, and prepaid the principal years in advance. 

Mr. Moss. How many years in advance? 

Mr. Grecory. It would have taken normally about 12 years to pay 
the loans off, and he had reduced that to about 3 or 4 years. 

Mr. Moss. Was he delinquent on interest ? 

Mr. Grecory. No, he was not delinquent on interest. 

Mr. Moss. Well, we will find out from Mr. Whaley what his records 
show. You people come in here, you were asked to come in and testify 
ona document, and you plead privilege, you plead privilege on facts 
that can be established independently by this committee. 

Of course, I want to point out that you are making us spend more of 
the taxpayers’ dollars to do it. To that extent you are contributing 
to a stepped-up expenditure of Government funds, but we have the 
funds, and it is important that we establish these facts, and the 
Board’s privilege—which, as I say, is so shot full of holes if it ever 
existed—is the flimsiest barrier I have ever seen erected, and I am 
confident you gentlemen in your hearts feel the same way. 

Mr. Scuer. Mr. Chairman, it has been testified 

Mr. Moss. Let us get from Mr. Whaley by whatever means we must 
employ to get it, the condition of his loans with Long Beach Federal at 
the time of seizure. (See exhibits H-1, H-2, and H-3, pp. 1107-1110.) 

Mr. Houtrrecp. Mr. Chairman, I ask that that information be fur- 
nished under an affidavit. 

Mr. Moss. Oh, certainly. We can probably get a GAO man to be 
assigned for the purpose of securing it, or the Board could supply it. 

In any event, we will get it. That fact will be established on this 
record, $2.8 million was not the case at the time of seizure, it was 
$1,543,000, subsequently settled, so that is in error. (See p. 509.) 

What rule or regulation was involved in item 7 or (g) of 13372? 

Mr. Rozertrson. There is no rule or regulation. It is a question of 
unsafe or unsound practice. 

Mr. Moss. Unsafe and unsound practice on faulty information. 

Mr. Scuer. Mr. Chairman, I want to submit that they did receive 
areport on the Whaley loans. If they claim they didn’t, their testi- 
monyisinerror. May I interrogate on that point? 

Mr. Moss. What are you using asa basis? 
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Mr. Scuer. These are the receipts of the material turned Over, ag 
I understand it- 

Mr. Grecory. It is amemorandum. 

Mr. Scuer. A memorandum of receipts of material furnished. 

Now, one of those, item 30, photostatic copies of financial reports of 
the Home Investment & Real Estate Mortgage Co. of March 21, 1969 
which showed the situation as to the Whaley loans. ’ 

Mr. Hourrrerp. What did it show ? 

Mr. Scuer. They were the guarantors, you see, of the Whaley 
loans, and this was furnished to them, and the report was made ag 
of March 21, 1960. 

Mr. Hottrretp. Whose report ? 

Mr. Scuerr. Perhaps Mr. Gregory can explain it. 

Mr. Moss. You have the report there. 

Mr. Houirrerp. Whom was that furnished to? 

Mr. Grecory. To the examiners of the association. 

Mr. Hoxirrmip. Home Loan Bank Board examiners? 

Mr. Grecory. Yes, sir. 

Mr. Houtrrevp. Under that date? 

Mr. Grecory. That is the date. 

Mr. Moss. This is a financial statement, on a form supplied by the 
Security First National Bank, of the Home Investment Co., head 
office at Long Beach, reflecting the financial condition of the institu- 
tion as of the 31st day of October 1959. 

Mr. Scuer. I submit, sir, that the statement that such financial 
statements were not provided 

Mr. Moss. This portion of the Whaley interest was supplied. 

Mr. Scuer. That was supplied. May I proffer this in evidence, 
Mr. Chairman ? 

Mr. Moss. Yes. (See exhibit E—5, p. 1006.) 

Mr. Scuerr. May I continue for just a minute, Mr. Chairman? 

Mr. Moss. Yes. 

Mr. Scuer. Is it true that 44 documents listed in the inventory are 
now missing? 

Perhaps we had better recall the chief examiner. 

Mr. Moss. Mr. Walters. 

Mr. Watrers. Shall I answer that, Mr. Chairman ? 

Mr. Moss. Certainly. 

Mr. Watters. I might explain that situation in this way: that, in 
any running of the accounts or any inventory, regardless of any 
takeover, in any examination, we attempt to account for all docu- 
ments. 

If documents are missing at that point, they are so listed. That 
does not mean that those documents have disappeared once and for 
all—it means at the time that the listing was taken from the record, 
and the files were checked, those particular documents were not in 
the specific files supporting those particular loans or assets. There 
fore, in any case, there would be certain documents that certainly 
would not be immediately available in the particular loan file. 

In other words, it would be a perfect filing situation if that existed, 
and in any large institution you will not find that sort of perfect 
setup. 
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Attempts are made immediately then to locate those documents, 
wherever they may be, in the association or outside of the association. 
Sometimes they may be in the hands of attorneys, or elsewhere, but 
in this particular case the inventory was completed. The court had 
asked that it be presented at a particular date. I think the in- 
yentory, as I recall, was finished about 24 hours before it was due in 
court. That did not mean those documents were permanently miss- 
ing, or that no attempt was being made to locate them. I do not 
have a final report on each and every document, but I understand 
that most of the exceptions have been eliminated. 

Mr. Scurr. Mr. Walters, don’t you use the normal system in which 
any business, short of having no controls, receipts for documents, and 
so forth? How could any document be missing under any normal 
business practice 4 ] 

Mr. Watters. It is missing from the file immediately, you 

Mr. Scuer. There is a receipt in the file saying you took it? 

Mr. Waurers. In every association you mean every document is 
in the spot it is supposed to be at the moment ? 

Mr. Scuer. It doesn’t have to be, but there is a piece of paper 
which says file number so and so, or a description of it, is in another 
file? 

Mr. Watters. In some cases it is, In some cases it isn’t. There 
isn’t always that complete control. 

Mr. Scuer. And 44 documents in this case were missing at the time 
of the hearing. 

Mr. Watters. At the moment they were completing the inventory, 
those were not immediately available in the file and could not be im- 
mediately reached, but, as I say, in any normal examination it takes 
a day or two, probably, or maybe several days, depending on the na- 
ture, to locate that document. 

Mr. Moss. Have you found them yet 4 

Mr. Watters. I said I have not had a specific report up to date on 
each and every one of the 44. I understand that most all of the ex- 
ceptions have been eliminated, but I can’t state flatly that all 44 have 
been eliminated. 

Mr. Houtriecp. Mr. Chairman, on that point, are you aware that 
Mr. Ammann, conservator in 1946, also had a problem of missing 
documents ? 

For instance, the Willhoit documents have never been produced; 
they disappeared in 1946. 

Mr. Watters. I know nothing about that, sir, except what I heard 
in the hearing. 

Mr. Houtrieitp. That is a matter of court record, that documents 
did disappear during the 19 months’ conservatorship. No receipts 
were given to the board of directors in that instance. In this instance, 
only a few receipts were given, and many documents were not re- 
ceipted for. 

Now, do you think if the institution ever got its association back 
that they, too, would be able to start on a firm basis of accounting, 
with documents missing, and assets missing ? 

Mr. Waters. Based on my understanding of it, most of the excep- 
tions have been eliminated, and perhaps all of them are by now. I 
can’t state positively on that point. 
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Mr. Horrrretp. You mean in 1946? 

Mr. Watters. No; I am talking about the current situation, | 
know nothing about 1946 except what I read in the record. 

Mr. Hortrrmeip. You were a little more careful this time. You did 
give a receipt for the money and for the bonds this time, and you gaye 
receipts for notes in 1946. You had a little experience with not giving 
any receipts, but you still didn’t give receipts in time for all of the 
assets and all of the documents. 

Mr. Watters. So far as the examiners are concerned, I am sure they 
tried to be careful. The giving of receipts is a matter which is within 
the jurisdiction of the legal authority on the job at the time. I don 
believe the examiners made that decision, sir. 

Mr. Ho.irtretp. Oh, I understand that. When the examiners are 
questioned, it is the legal people; when the legal people are questioned, 
it is the ieee or the insurance Corporation; when the Board is ques. 
tioned, it is the administrative court, and when the administrative 
court is etuniondt I understand the step-by-step defense which js 
involved. I have studied it for hours. 

Mr. Watters. On that specific point, sir, I believe it was stated that 
Mr. Dougherty—it is in the record here—had contacted Washington 
on that receipt question, and therefore I think that speaks for itself, 
that the examiner didn’t make that determination. 

Mr. Howirrevp. He testified in court. He was the man responsible; 
wasn’t he? Who gave the receipts ? 

Mr. Watters. Mr. Keith did not give receipts. 

Mr. Horrrrecp. He made the inventory. Did Mr. Ault give the 
receipts ? 

Mr. Watters. I presume Mr. Ault gave the receipt as supervisory 
representative in charge. Mr. Keith certainly had no responsibility on 
that score at all. 

Mr. Horirtevp. Your defense is that your department, the depart- 
ment you are concerned with, is not at fault in this instance ? 

Mr. Watters. No; I am not making any defense at all. I am just 
repeating the facts, sir. 

Mr. Ho.trrevp. It is all a part of the regulator y apparatus. 

Mr. Moss. Are there other questions on item 7 / 

We now go to item 8: 

Said association’s books and records fail to reflect its true financial condition 
and the Board is unable to ascertain therefrom whether its assets are more or 
less than its obligations to its creditors and others, including its members. 

Does the issue of amounts in litigation enter into the inability to 
make this determination ? 

Mr. Rosertson. To some extent, yes. 

Mr. Moss. Well, if it enters into some extent, then it would be a sub- 
stantial sum of money; wouldn’t it ? 

Mr. Rozertson. Yes. 

Mr. Moss. So a substantial sum of money in litigation is involved 
in the question as to whether or not books reflect the true situation; 
then this has been a matter hanging over since the institution was 
returned to the management back in "1948? 

Mr. Ropertson. Yes. 

Mr. Moss. A matter which with propriety can’t be settled until the 
court has spoken and handed down a decision, if we believe in due 
process. A settlement of certain litigated matters must take place 
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before these books can finally be brought down to where both sides 
agree that the assets reflected therein are proper, isn’t that correct 

Mr. Rosertson. That would be part of it. 

Mr. Moss. An important part because of the sum of money involved. 
There was no new development in this area ‘ 

Mr. Rosertson. Those are matters, Mr. Chairman 

Mr. Moss. Oh, we are going to determine that, too, Mr. Robertson. 
You can state your privilege or decline to answer, or anything else. 
I still regard it, as I said, as a bureaucratic fifth amendment. Again 
it is easily ascertainable from the facts that are now presently before 
the committee and which we will evaluate, but it is a fact that the 
litigation is involved here very definitely. Once settled, then there 
could be a common understanding as to the true condition of the books 
of the corporation. 

It also makes it difficult for the association not having those matters 
settled, doesn’t it? If you were running this association, you would 
find this troublesome, wouldn’t you, not having this matter settled ? 

Mr. Ropertson. Yes. 

Mr. Moss. So would I. I wouldn’t feel, however, in all fairness, 
that it was a point to seize me and take me over body and soul and 
assume my personality and my rights, and be in a position to com- 
promise me. 

Mr. Scuer. Mr. Chairman, may I proceed ? 

Mr. Moss. Yes. 

Mr. Scuer. Mr. Robertson, I show you an exhibit facing page 156 
of the transcript. I have already shown it to your counsel for their 
examination to expedite matters, and I ask you whether that statement 
by the certified public accountants reflects the true and accurate 
accounting of the financial affairs of Long Beach Federal ? 

Mr. Rosertson. The certificate, itself, says that the undersigned 
does hereby certify that the above itemization of surplus accounts is 
in accordance with the accounting records of the association, and goes 
on with a further qualifying statement. 

Mr. Moss. Did you ever issue an order directing a change in 
accounting ¢ 

Mr. Ronertson. Mr. Wyman tells me that in 1954 there was a letter 
requesting a change of the accounting, but there was no directive in 
the sense—— 

Mr. Moss. What did you say in that letter of 1954? 

Mr. Wyman. Do you want me to read the letter into the record? 

Mr. Moss. The pertinent portion, yes. 

Mr. Wyman. Well, I think I can perhaps describe it. 

Mr. Moss. I would like to see what words you used. 

Mr. Wyman. The substance of it. 

The examiners in the examination report in 1953 had made certain 
adjustments for examination purposes to show, for example, bor- 
rowed money as a liability rather than as a reserve account, and vari- 
ous other types of adjustments. 

We sought to have the association, itself, adjust its books so as 
properly to reflect those items. 

There also was a matter of some unrecorded liabilities for attorney’s 
fees, in particular, the amount of which we did not know, and the 
amount of which I presume had not been determined by the associ- 











522 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


ation at that time, but we endeavored to have them effect a determi. 
nation of that and reflect it on their books, pay the bill, or else ap. 
propriately reflect the obligation on the books, the purpose being 

simply to get the books so adjusted, and thereafter maintained z 
would clearly reflect the true financial position of the association with 
respect to those matters. 

Mr. Moss. Now, you mentioned two items, borrowed funds which 
you say were allocated to a reserve account, and attorney’s fees which 
you wanted to have them set up as what—owing? 

Mr. Wyman. No, we asked that an effort be made to determine the 
amount of them and either pay them, or else reflect them and make 
provision on the books for them. 

Mr. Moss. What would it require to determine the amount of at. 
torney’s fees ? 

Mr. Wyman. Oh, I presume to get a bill from the attorney. 

Mr. Moss. These were the two items in 1954. What did they say, 
then? Did they reply to you? 

Mr. Wyman. Yes, they did reply at quite some length, and ex- 
plained why they felt it would not be feasible to do what we had asked 
at that time because of various and numerous involvements in the 
litigation, and I am sure they must have been perfectly honest about 
it at the time, but anyhow the net result of it was that the adjustments 
were not made at that time as requested. 

Mr. Moss. These matters then were matters involved in litigation. 
You were trying to instruct them—did you instruct them? You sug- 
gested—you said “suggested”—to them that they should set up their 
books in‘a manner which in their judgment would be inconsistent with 
the facts until those facts were properly determined in judicial pro- 
ceedings. 

Why didn’t you order them to change? 

Mr. Wyman. We were advised by our attorneys at the time that 
the status of the litigation was such that such a request could properly 
be made at that time, and it was made accordingly. 

Mr. Moss. If it was felt to be so important, why wasn’t an order 
made directing that they do this? Would they have been able to 
challenge such an order in the courts? 

Mr. Wyman. Well, I couldn’t answer that question, Mr. Chairman. 

Mr. Moss. Mr. Creighton, why wasn’t an order made if this was 
important ? 

Mr. CretcHron. I wasn’t with the Board at the time. 

Mr. Moss. Would they have been able to challenge such an order 
in the courts ? 

Mr. Creicuton. I have serious doubts whether they would have 
been able at that time under the then existing statute, Mr. Chairman. 

Mr. Moss. Well, it was in 1954, that was 6 years ago. Did you 
issue an order or a suggestion in 1955? 

Mr. Wyman. I don’t believe we did, sir. 

Mr. Moss. Was this matter ever discussed in negotiations for set- 
tlement of the issues between the Board and the institution? 

Mr. Wrman. I believe it was included as a part of the proposal 
which they submitted, I believe, in October 1957, is my recollection. 

Mr. CretonTon. The matter was discussed when discussions were 
had with respect to it. 
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Mr. Moss. The chairman will have to terminate the hearings. I 
had hoped to complete item 9. It will not be possible to do so, I have 
no other member present. Congressman Holifield has just left, and 
the rules of the House clearly provide that a committee may not sit 
and take testimony unless there are at least two members present, 
and I will not place myself in a position of going contrary to the 
rules of the House, so I make a point of order against myself that 
there is not a quorum present for the purpose of taking testimony. 

The hearings are adjourned until Monday morning at 10. 

(Whereupon, at 3:55 p.m., the subcommittee recessed to reconvene 
at 10a.m., Monday, June 20, 1960). 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


MONDAY, JUNE 20, 1960 


Hovsr or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Homer Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met at 10 a.m., in room 100-B, George Washing- 
ton Inn, Hon. John E. Moss (chairman of the subcommittee) 
presiding. ; iil 
Members present: Representatives John E. Moss, Neal Smith, and 
George M. Wallhauser. ' 
Also present: Herbert Roback, subcommittee staff; and James A. 
Lanigan, associate general counsel of the full committee. 
Mr. Moss. The subcommittee will be in order. 
Mr. Robertson, will you come forward, please? 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY WIL- 
LIAM J. HALLAHAN, BOARD MEMBER; THOMAS H. CREIGHTON, 
JR., GENERAL COUNSEL; EDWARD E. SLOANE AND SIMON H. 
TREVAS, ATTORNEY-ADVISERS; JOHN M. WYMAN, DIRECTOR, 
DIVISION OF SUPERVISION; AND LAWRENCE M. WALTERS, AS- 
SOCIATE DIRECTOR, DIVISION OF EXAMINATION 


Mr. Moss. On Friday, when I adjourned the hearings because of 
the lack of a quorum under the rules for the purpose of taking testi- 
mony, we were on item 8, and I had inquired at that time whether 
any order was issued in 1955 instructing the management of Lon 
Beach Federal to change its accounting procedures to conform with 
the policy the Board desired them. 

Mr. Rosertson. Mr. Chairman, when 
Wyman, because that was before my time. 

Mr. Wyman. Not to my knowledge. 

Mr. Moss. Has any order ever been issued instructing that they 
conform to, or that they meet the objections of the Board ? 

Mr. Wyman. The matter was covered by a letter in 1954 to the 
association. 

Mr. Moss. I realize that, and it has been previously testified that 


“i of the items were items which were in dispute, and in dispute in 
the courts. 
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The Board has the power to require an institution to change its pro. 
cedures in order to conform to the Board’s wishes. I think it is jp. 
portant here to determine whether the Board has ever directed such 
action. I believe such a directive, after the 1954 amendments, would 
be one which the Long Beach officials could challenge in court. 

Mr. Wyman. I know of no formal order which was issued. 

Mr. Moss. Do you know of any informal order issued ¢ 

Mr. Wyman. The matter was discussed. 

Mr. Moss. A discussion is not an order. 

Mr. Wyman. I know of no order in the formal sense that was 
issued. 

Mr. Moss. Well, I asked you if you knew of any order. Informa] 
order issued. 

Mr. Wyman. I am not clear just how you could have an informal 
order. 

Mr. Moss. Mr. Wyman, you can have a formalized order, or you can 
informally order a person to do something. 

Mr. Wyman. May I ask for counsel ? 

Mr. Moss. Let me ask this question: Does counsel have any knoywl- 
edge as to whether or not an order of any kind was issued ¢ 

Mr. Stoane. No, sir; I was merely trying to refresh his memory 
and ask him. I donot know. I was not in any of the conferences— 

Mr. Moss. Let the Chair then proceed with the witness, if you have 
nothing to contribute. 

Mr. Wyman. I know of no order that was issued, Mr. Chairman. 

Mr. Moss. The Board has the authority to issue an order, to direct 
an action; don’t they ? 

Mr. Wyman. Iso understand. 

Mr. Moss. And yet, in this instance, a matter hanging fire for quite 
a number of years was not dealt with in that fashion. 

Mr. Wallhauser, do you have any questions on item (h) ? 

Mr. WatiHAvser. No; I have none. 

Mr. Moss. Mr. Lanigan. 

Mr. Lantean. Yes, Mr. Chairman. 

As I recall, Mr. Scher, who was acting as counsel Friday, had shown 
Mr. Robertson and perhaps Mr. Wyman a statement of surplus and 
reserves of the association which had been submitted by Mr. Comes 
and which appears following page 156 of volume 1 of the transcript, 
and had asked if they could state that this statement, which was cer- 
tified to by the certified public accountants for the association, subject 
to the matters in litigation, whether they could say this is not a direct 
statement of the reserve. 

I don’t think that question was answered, so I will show it to them 
and see if they can answer one way or the other. 

I think that he handed this to you, Mr. Robertson, so you and Mr. 
Wyman both could look at it. 

Mr. Rozsertson. Mr. Chairman, I think when this was submitted to 
me I started to read the certificate on the statement, which says: 

The undersigned does hereby certify that the above itemization of surplus 
accounts is in accordance with the accounting records of the association, that the 


accounts deducted for legal reserve requirements are equivalent to 5 percent of 
insured accounts as of December 31, 1956. 


Mr. Moss. The question was, Is it incorrect ? 
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Mr. Roserrson. That is a question, Mr. Chairman, which will have 
to be developed at the administrative hearing. 

Mr. Moss. Oh, you didn’t develop this before you made the charge? 
You said it has to be developed at the hearing, and I assume, then, that 

ou didn’t bother to develop it before you made the charge, 

Mr. Rosertson. Well, our statement, as stated in order 13372, says 
that the association’s books and records fail to reflect its true financial 
condition, and the Board is unable to ascertain therefrom whether its 
assets are more or less than its obligations to its creditors and others, 
including its members. 

That we believe to be the case. 

Mr. Moss. When was the last examiner’s report given the Board 
after a complete examination of the association’s books? 

Mr. Rosertson. The last report was of November 18, 1958, and that 
is the report we referred to in calling the conference for November 
1959. 

Mr. Moss. And in the conference of November 1959, did you instruct 
the management that it would have to change its accounting pro- 
cedures / 

Mr. Rozerrson. I don’t believe we gave it as a mandate, but we 
discussed 

Mr. Moss. Did you state that you would be happier if they did ? 

Mr. Ropertson. I am not sure that we used that language, but we 
certainly made it clear 

Mr. Moss. What did you make clear? 

Mr. Rosertson. That we felt that there were items, that the surplus 
accounts could very properly be reconstructed. 

Mr. Moss. And did the reconstruction require that the association 
adopt a different attitude toward items in controversy in the courts? 

Mr. Rozertson. I don’t recall the details, but, of course, those were 
part of the discussion. 

Mr. Moss. How could you reasonably require an association to 
change its books in a manner which would reflect an attitude which 
it did not hold regarding certain items in controversy in the courts 
until the courts had properly adjudicated the issues? 

Mr. Rozertson. As I recall the conference, there were other items 
besides those. 

Mr. Moss. For instance? 

Mr. Rosertson. I don’t recall now what they were. 

Mr. Moss. What would it take to refresh your memory ? 

Mr. Rosertson. Well, I think it would take a conference with my 
associates to answer that question. 


Mr. Moss. But as Chairman of the Board, you do not recall, then, 
the basis ? 

Mr. Rozertson. I do not recall all of the factors, no. 

Mr. Moss. Do you recall any ? 

Mr. Roserrson. As I recall it, there were liabilities which were not 
shown on the statement. 

Mr. Moss. What type of liability ? 

Mr. Rozerrson. Those again, Mr. Chairman, I think are matters 
which will have to be developed at the administrative hearing, on 
which we should not testify at this time. 
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Mr. Moss. Now, let me get this straight. You had a conference at 
which you and other members of the Board were present. Was Mr, 
Creighton present ? 

Mr. Creicnron. I was present at the November 1959 conference. 

Mr. Moss. Was Mr. Wyman present ? 

Mr. Wyman. Yes 

Mr. Moss. Was Mr. Gr egory present ? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. Were other officers of the association present ? 

Mr. Roserrson. Other representatives of the association were 
present. 

Mr. Moss. And you held a discussion, and now you are telling 
me that the items discussed at that time are cloaked with privilege? 
I must say, Mr. Robertson, that that impresses me as a ridiculous 
assertion. ‘Think it over cé arefully before you answer, and consult 
with counsel, and if you decide it is privileged, then I want you to 
tell me the type of privilege. 

Mr. Roperrson. May I discuss 

Mr. Moss. Why, of course, I said consult. 

Mr. Rosertrson. Mr. Chairman, in addition to those matters which 
were in litigation there were unrecorded liabilities, such as attorneys’ 
fees and other items which I do not now recall. 

Mr. Moss. Had the attorneys’ fees been determined upon as to 
amount ¢ 

Mr. Roserrson. Apparently not. 

Mr. Moss. If no amount had been determined upon—had a bill 
been sent to the association ¢ 

Mr. Roserrson. That was one of the things we thought should be 
done, and that that be shown on the financial statement as a liability. 

Mr. Moss. At what point do you owe for a service ? 

Mr. Rosertson. That is hard for me to answer, but I would say 
once the service has been rendered. 

Mr. Moss. Well, is a service rendered when it is commenced, or 
completed ¢ 

Mr. Rozerrson. My observation with lawyers is that you pay as 
you go along, particularly if it isa protracted case. 

Mr. Moss. Do you pay when you are billed? At what point do you 
pay as you go along? 

Mr. Ropertson. You would pay when you were billed, but in our 
opinion there was a very substantial accrual of attorneys’ fees. 

Mr. Moss. How did you determine that ? 

Mr. Rosertson. We determined it by the length of time the litiga- 
tion had been going on. 

Mr. Moss. Do you have a fee schedule from the firm employed by 
the association so that you could determine the amount owing? 

Mr. Ropertson. I didn’t have his fee schedule, no. 

Mr. Moss. Did you have a detail of the work the firm had placed 
on the case? 

Mr. Rozerrson. No, but we had a very good idea of the amount of 
time that had been spent. 

Mr. Moss. How did you gain the idea ? 

Mr. Roserrson. By the length and duration and extent of the 
litigation. 





B® at 
Mr, 


vere 
ling 
ge | 
lous 


sult 
u to 


, bill 


ld be 
ility. 


1 say 
d, or 
ay as 
0 you 


n our 


itiga- 


ed by 


laced 


unt of 


of the 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 529 


Mr. Moss. Do you know whether the association had tried to se- 
cure a billing from the attorneys? 

Mr. Rozertson. No, but we told them we thought they should get 
q bill and find out what was owed and set it up on their books. 

Mr. Moss. Have you determined whether they tried ? 

Mr. Rosertson. I don’t know whether or not they tried. 

Mr. Moss. Do you have a rule or regulation on this? 

Mr. Roperrson. No. 

Mr. Moss. Did you issue an order? 

Mr. ROBERTSON. No. 

Mr. Moss. Well, attorneys’ fees, then, are one of the liabilities which 
you felt should be reflected in the books of the corporation. What 
others ? 

Mr. Rozertson. I do not now recall. 

Mr. Moss. How long would it take to determine ? 

Mr. Ropertson. Well, we would have to reconstruct our whole con- 
ference, and I don’t know how long it would take. 

Mr. Moss. Did you receive a letter from the management of Long 
Beach following this conference where they discussed—wherein they 
discussed the items raised in the conference ? 

Mr. Ropertson. We may well have, but I don’t have it before me. 

Mr. Moss. Let us see if our records reflect it. Did you write any 
letter between the period of the conference and January 5, or is the 
January 5 letter the only one? 

Mr. Roserrson. I don’t find one, Mr. Chairman. 

Mr. Moss. I think it has been previously testified that this was the 
only letter. Am I incorrect in that assumption ? 

Mr. Roserrson. I believe that is correct. But you will recall from 
the January 5 letter that we said in the third paragraph— 


At our conference held November 2 and 3 


of 1959, a number of questions 
bearing directly on such considerations were explored with yourselves and Mr. 
Chapman and Wells. Perhaps all of the matters need not be mentioned in this 
letter, but among the most obvious were— 


And so forth. 

Mr. Moss. I have read that through, and I find in reading on 
through to the end there is no mention of this matter of liabilities. 

Mr. Roserrson. We didn’t attempt in that letter to mention all 
the things that had been so thoroughly discussed, feeling that that 
would be redundant and unnecessary. You must bear in mind, Mr. 
Chairman, that this was not the only conference on these subjects, 
that they had been going on for years, not only by the present Board, 
but by its predecessors. 

Mr. Moss. Yes, I recognize that. I also recognize that many of 
the questions dealt with matters in litigation, and that your own Board 
had failed to render an accounting on the previous seizure, the actions 
taken by the conservator during that period where the Board con- 


| trolled the institution, and that that accounting has a direct impact 


upon the issues which were in controversy in numerous conferences 
between the Board and the management of Long Beach. 
Mr. Rozertson. That failure to render the accounting is alleged, 
but I do not know that it isa fact. 
| Mr. Moss. Mr. Roback, would you refer to some correspondence 
| onthat question of rendering an accounting ? 
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Mr. Rozacx. What is the position of the Board with regard to the 
accounting of the original conservator ? 


Mr. Roserrson. 1 would have to ask counsel, because this was be- th 
fore my time. th 
Mr. Rogsackx. Well, you don’t know what the position of the Board | 
is? 
Mr. Rosertson. The Board’s position, so far as I understand it, js th 


that there was an accounting rendered. 
Mr. Rosack. Do you understand that the Board has approved the 


accounting ? al 
Mr. Rosertson. Well, I think that is a matter of question. I can} 

tell you. This was a Board long before my time. lis 
Mr. Moss. A matter of current business, however, before the Board, 
Mr. Ronacx. Do you remember a letter you sent to C ongressman th 

Utt in 1958, in which you replied, among other things, to a question qu 


on the accounting? 
Mr. Rorerrson. I remember receiving a letter from Congressman 


Utt to which I replied, but I don’t remember what we said. fr 
Mr. Rosacx. You said, among other things, that you believed the ) 
transactions of the conservator had been properly accounted for, but ac 
you also said that there has never been any formal approval of the 
accounting. fe 


I don’t know what that means. Can you enlighten the committee! 
Mr. Rogertson. I would like to have Mr. C reighton comment oi | 


that, because—— sel 
Mr. Rorsack. You didn’t know what you wrote at the time? of 
Mr. Rosertson. I knew what I wrote, yes. ma 
Mr. Moss. Would you read the exact language to him / fee 
Mr. Rorack. I won’t read the whole letter, Mr. Chairman. 
In response to a question, item 7 in reply reads as follows: 
We find there was not spread on the record a formal approval of the account: dey 
ing of the conservator for the Long Beach Federal Savings & Loan Association. the 
We find the conservator is not and never had any property or documents of the ] 
association or of its customers except as he was in technical charge thereof as ] 
conservator. All of his transactions have in our opinion been properly accounted ) 
for. } 
What do those statements mean ? ) 
Mr. Roserrson. Just what they say, that they have been properly— | go¢ 
we believed they had been properly accounted for. pos 
Mr. Moss. But not approved to ¢ 
Mr. Rozerrson. The detail of the approval—I never understood \ 
what constitutes an approval of them. | tha 
Mr. Roracx. Your failure to recollect or to understand, Mr. Robert- | — 
son, raises serious questions about the nature of your testimony. | you 
Now, you have made a statement about attorneys’ fees. What at- | ant 
torneys’ fees are you referring to? | 
Mr. Ropertson. Primarily those of Mr. Chapman. M 
Mr. Rozack. In what part of the litigation ? Gre 
Mr. Rozertson. I would assume in all parts. M 
Mr. Ronack. Did you ever know, or was it ever called to your at- | M 


tention, that the Attorney General’s office, representing the Home Loan 

Bank Board, insisted that the attorneys’ fees be determined in adver: | stip) 

sary proceedings ? | 
Has this ever come to your attention ? 
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Mr. Rozerrson. Would you say that again ? 

Mr. Ropack. Do you know, or was it called to your attention, that 
the attorneys’ fees were to be settled in adversary proceedings upon 
the insistence of the Attorney General ¢ 

Mr. Rozertrson. No. 

Mr. Ropack. You are not aware—you don’t know whether that is 
the case or not / 

Mr. Rosertson. No. 

Mr. Ropack. You don’t even know whether the point you made 
about attorneys’ fees is a valid point here in regard to the accounting ? 

Mr. Rozerrson. Well, we know that the attorneys’ fees would be a 
liability. 

Mr. Ronack. Well, if it is the case that the Attorney General wanted 
these fees determined in adversary proceedings, how could you re- 
quire the association to designate the fees on the books ? 

Mr. Rozertrson. That is a technicality of which I am not aware. 

Mr. Rosackx. That is a technicality which may cut the ground out 
from under the point you are making. 

Mr. Rozerrson. All I know, as a prac tical matter, that there was an 
accrual of substantial attorneys’ fees. 

Mr. Ropack. Do you know anything about the problem of attorneys’ 
fees in this litigation ? 

Mr. Roserrson. What do you mean, do I know anything about it ? 

Mr. Rosack. Do you know what types of problems have been pre- 
sented, what kind of determinations have been made, and what kind 
of stipulations have been made, and what kind of awards have been 
made? Do you know anything about the problems of attorneys’ 
fees? 

Mr. Rosertson. Only as they have been related to me by counsel. 

Mr. Rosack. So that your complaint about the accounting here 
depends upon what somebody told you about the attorneys’ fees, is 
that your testimony ? 

Mr. Roperrson. That would be true, yes, as to attorneys’ fees. 

Mr. Ropack. That is all at this moment. 

Mr. WatiAvser. Might I ask a question ? 

Mr. Moss. Mr. Wallhauser, certainly. 

Mr. Watiuavuser. The Board’s position, I take it, was that the as- 
sociation should set up some kind of reserve, a reserve liability against 
possible attorneys’ fees; was that in effect what you were trying 
todo? 


Mr. Roserrson. Set it up on the books in some way or another so 
that it would be discernible. 
Mr. WatiHavser. Even though the amount may not now be known, 


you felt there was some obligation on the part of the association to 
anticipate that there would bea liability ? 


Mr. Ronerrson. We firmly believe that. 


Mr. Watunauser. And it was on that account that you asked Mr. 


Gregory and his associates to set up a liability of some kind ? 
Mr. Ronerrson. Yes, sir. 


Mr. Watimavser. Thatis all, Mr. Chairman. 


Mr. Rozack. Has there been at no time any contingent liability 
stipulated on the ace ounting ? 
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Mr. Roserrson. I don’t recall. Have any contingent liabilities been 
set up in the accounts of the association ? 

Mr. Rosack. Has there been any specification of the contingent 
liabilities in any way on the reports of the association ? 

Mr. Moss. In the books of the association ? 

Mr. Wyman. I couldn’t answer the question in those terms. I am 
thinking of it in terms of any liability for attorneys’ fees, or con. 
tingent liabilities for attorneys’ fees. 

Mr. Rosack. What is the status of the items in litigation in the 
sense of liability? Is it your position that an estimate should be made 
of the liabilities, and that estimate carried in the books; is that what 
you are saying, Mr. Robertson, or do you want the litigation to be 
litigated before it is litigated / 

Mr. Rosertson. W ell, certainly not the latter. 

Mr. Ropack. Well, let me ask you, what is—what part of the con. 
tingent or other liabilities would be supplied by the bonding com. 
pany, that is, would be an obligation of the bonding compay. 

Mr. Wyman. I couldn’t answer that question. 

Mr. Rogpack. Was the conservator bonded ¢ 

Mr. Wyman. Yes. 

Mr. Rosack. Was there any obligation against his bond that would 
include in part the attorneys’ fees ? 

Mr. Rosertson. I don’t know. 

Mr. Rosack. The Chairman of the Board has testified that he did 
not know, and I do not think horseback opinions from counsel would 
add anything for the record. 

Mr. Moss. The Chair would just like to state that it seems indeed 
strange to him that in determining that this was a substantive matter 
in the list of char ges which formed the basis for the summar y seizure, 
that the Board adopting those charges should have had an under- 
standing of the exact situation; it should have evaluated carefully 
any protection afforded by bond, and it should have determined the 
status of litigation involving this item before |: aying down the manda- 
tory requirement that such reserve be established, or that failure to 
establish would reflect an unsafe and unsound management practice, 

That apparently was not the case. 

Are there other.questions on item (h) ? 

Mr. Lantaan. I have one or two. 

Mr. Moss. Mr. Lanigan. 

Mr. Lantaan. First, in order No. 2015 of September 9, 1949, one of 
the charges was: 

The books of said association do not correctly reflect the financial condition 
of the association. 

Could you tell us what the items in the charge in 1949 referred to, 
in what manner they did not reflect the financial condition of the 
association ? 

Mr. Wyman. I don’t know that I could tell you all of them. As! 
recollect it now, among other things was the liability, or contingent 

liability for attorneys’ fees, which even then we believed to be substar- 
tial. As I further recollect it, and I have to testify here from my 
recollection of it, at that time—that was in 1949, wasn’t it? 

Mr. Laniagan. Yes. 
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Mr. Wyman. I am not sure whether at that time they had trans- 
ferred the borrowed money account into the reserve account, or 
whether that came later. I couldn’t testify as to that for sure. 

Mr. Moss. Will you supply that information for the record? 

Mr. Wyman. Yes; I will be glad to. 

Mr. Moss. We will hold the record at this point to receive it. 

(Subsequently Mr. Wyman submitted the following excerpts from 
a statement he had made to the Holifield subcommittee on June 28, 
1951 at a hearing, entitled “Investigation of the Home Loan Bank 
Board,” p. 841.) 


4, The only information available to the Home Loan Bank Board as to the 
condition and operations of the Long Beach Federal Savings & Loan Association 
since it was returned to its management and directors January 24, 1948, is con- 
tained in an examination of the association as of July 16, 1949, by the Home Loan 
Bank Board’s examiners. The report of that examination discloses, among other 
things, that: 

(c) At some time between January 24, 1948, and the close of business June 
90, 1948, the association transferred $200,000 from its reserve for contingencies, 
which is a reserve required by the association’s charter to be established for 
the sole purpose of meeting capital losses, to the association’s undivided profits 
account where it would be available for the payment of the association's expenses, 
dividends to shareholders, and for other corporate uses. 

(f) The association was carrying in its accounts receivable more than $304,000 
which had been paid as attorneys’ fees and other litigation expense out of funds 
in court and which the association might ultimately be required to charge against 
its reserves or surplus, particularly since the court had already ordered that 
of that amount more than $163,000 be paid specifically out of the association’s 
funds in the custody of the court; and that the association had not made any 
provision for a special reserve to meet this and similar future costs and con- 
tingencies. It appeared that the association was ignoring completely the possi- 
bility that it might not prevail in the litigation or, even if it did prevail, that 
its costs for attorneys’ fees and other litigation expenses might have to be borne 
by the association. The Home Loan Bank Board concurrently had before it 
advice from the Department of Justice that the Long Beach Association would 
not prevail in the litigation. 

This serious contingent liability of the association for litigation expense, plus 
the fact that during the period between January 24, 1948, and June 30, 1949, the 
association had paid out in dividends to its shareholders approximately $112,000 
more than its net income, raised with the Board the very urgent and important 
supervisory question as to what might be the ultimate effect of the course being 
pursued by the association upon the association’s solvency and upon the Federal 
Savings and Loan Insurance Corporation. 


Mr. Lanican. Between January 25, 1960, when your examiners 
entered the association, and April 19, 1960, when order 13372 was 
issued, did you receive a report from your examiners that no adjust- 
ment had been made in the books to take care of attorneys’ fees? 

Mr. Wyman. I don’t recall receiving any statement or report from 
the examiners to that effect. I don’t believe there was such report, but 
Icoudn’t say positively. 

Mr. Lanican. Would you check that, and let the committee know, 
and in response to the previous question also make a check of this and 
let us know whether there was any such report ? 

Mr. Moss. Are there any further questions on item 8 or (h) of the 
charges ? 

(No response. ) 

Item 9 or (i), the last of the charges. 

Said association has a management which is unsafe and unfit to manage a 
Federal savings and loan association in that its management has caused the 


association to violate law and regulations and engage in unsafe or unsound oper- 
ations. 
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Now, in connection with that, let’s briefly go back to item 8. Under 
8 or (h), of the charges, what ‘rule or regulation was Violated ? 

Mr. Rozertson. Regulation No. 545.20 on accounting says: 

A Federal association shall maintain a complete record of all business trang. 
acted by it, and shall use such forms and follow such accounting practice as the 

3oard may from time to time require. 

Mr. Moss. All right, it shall follow such practices, and use such 
forms as the Board m: Ly from time to time require. If you are going 
to require it, you have to direct, don’t you—you have to tell them this 
is what you have got to do? 

Mr. Rozerrson. Mr. W yman tells me that the association has failed 
to file the required reports. 

Mr. Moss. What report was required which the association failed 
to file? 

Mr. Wyman. They have failed to file an annual report to the Board 
and to the Insurance Corporation of the Federal Home Loan Bank 4s 
required by a regulation—I can’t cite the section number offhand, 

Mr. Moss. Was their ability or inability to file this involved in liti- 
gation ? 

Mr. Wyman. They contend that that is the reason for it. 

Mr. Moss. Are there cases pending in the courts which would tend to 
substantiate their contention ; cases not yet decided ? 

Mr. Wyman. I am not sure, Mr. Chairman, that I understand fully 
the involvements in some of that litigation 

Mr. Moss. Mr. Wyman, in order that we will know exac tly what 
your role is in this management—— 

Mr. Wyman. I believe that the association could have advised the 
Board monthly, as required by regulation, in monthly reports, and 
could have done so annually as required by the regulation, with such 
reservation as it felt it was obliged or should make. 

Mr. Moss. Did they supply you with nothing ? 

Mr. Wyman. Nothing in the nature of any monthly report or annual 
report as required by the regulations. 

Mr. Moss. What kind is required by the regulation ? 

Mr. Wrman. It is a form prescribed, showing the assets and liabil- 
ities—the annual report—showing the income and expense accounts, 
the reconcilement of reserves and undivided profits, and certain gen- 
eral information as to the lending activity, and the number and amount 
of accounts which are insured and those which are in excess of the 
insured amount, a list of the directors and officers of the association. 

The monthly report is merely a balance sheet, what amounts toa 
trial balance, really, together with certain supplemental information 
as to the number and amount of mortgage loans made during the 
month covered by the report, also the number and amount—the num- 
ber of savings account holders, the amount of share capital received 
during the month, the withdrawals paid out during the month— 
essentially. 

Mr. Moss. Did you ever issue a supervisory letter instructing the 
association to supply this material ? 

Mr. Wyman. I don’t recall what the record would show on that, 
Mr. Chairman, as to the actual letters. 

Mr. Moss. You read five supervisory letters, or listed five super- 
visory letters which have been issued. 
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Mr. Wyman. There might be some other correspondence with re- 
spect to that matter. :, ' 

Mr. Moss. But your regulation says as required by the Board. 

Mr. WyMAN. It is required. 

Mr. Moss. Over how many years have they failed to give you this 
information ? 

Mr. WyMAN. Since January 1948. 

Mr. Moss. Since January of 1948, and you have never acted to 
require them to give them to you. 

Mr. Wyman. Well, it was called to their attention clearly enough 
inOrder 2015. Item 1 of Order 2015, dated September 9, 1949, makes 
it quite clear that they had failed to file monthly and annual reports. 

Mr. Moss. Eleven years ago and nothing since ¢ 

Mr. Roserrson. Mr. Chairman, I think I should add here that in 
all of the conferences we have had on this subject, the matter of the 
failing to file reports has been discussed. From the nature of the 
reports, there is a great deal of information that could have been 
supplied that had nothing whatever to do with the litigation, and 
almost every corporation of any size has litigation of some kind 
pending, and it is mentioned, or there is a footnote, or there is some 
reference to it which would permit a creditor to evaluate the im- 
portance of it. : 

Mr. Moss. Well, I think when you mention other businesses and cor- 
porations, I think it is the pattern of the Securities and Exchange 
Commission that when the 10(k) and some other reports required by 
them are not filed, they take action almost immediately to force the 
filing, but you people, in all of these matters, appear to have been 
carefully avoiding doing that. 

Mr. Gregory, in his testimony at page 885 of volume 5 of these 
hearings (see p. 397), in answering a question by the Chair, said: 

No, sir; of course the understaff of the Board have contended that we should 
fle monthly reports and attempted to get us to do that, but each time we have 
talked to the Board and to their legal counsel they have gone away from the 
conference without any instruction, and with apparently an understanding why 
we couldn’t, and were unwilling to make a direct order because should they make 
the order it would give us an opportunity to try the issue as to whether it was 
a justified order or not. 

I then asked what were the issues involved in these instances, and 
Mr. Gregory said: 

Monthly reports, annual reports, and the publication of our statements which 


we were unable to do until they approved the accounting, or until the court 
approved the accounting. 


lasked a further question : 


In other words, you contend that all these other areas forming disagreement 
are dependent upon the Board permitting an accounting by the previous con- 
servator of Long Beach? 

Mr. Grecory. That is right. 

_ I believe that there was an order by the court that such an account- 
ing be made. The fact is that you did discuss these matters and that 
you did not issue an order to Long Beach directing that they take steps 
to supply this information, and you had the authority to make such 
an order. 
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Mr. Roserrson. I must get back to our original or earlier state. 
ment that these things were discussed so thoroughly and so emphati- 

sally that to have issued an order seemed redundant. 

Mr. Moss. No. sir: I am going to disagree with you, because up to 
the point of all this discussion. we can discuss many things, and leaye 
with each party his own impression as to the attitude of the other, but 
had you issued the order, then the question could have been taken 
into a court. 

There is a very substantive difference between a discussion which 
resolves nothing and an order issued under the authority of the Board 
which is reviewable, a most important difference, and I submit it 
would not be redundant. 

You were given authority to supervise and to require compliance 
with your orders, and you did not use that authority during an 11- 
year period, and then in response to the proper requests of this com- 
mittee, you come in and plead a privilege in discussing the issues in- 
volved in the order which you finally did issue, where you said the 
things reached such an alarming stage that an emergency existed, and 
I note that the emergency was not reviewable. 

There seems to be one common characteristic of the pattern of sup- 
ervision here, to avoid a review of the Board’s position just as long as 
it could be possibly put off, and then only to permit it when you were 
in effective control of the institution, and where the management at 
that point for all practical purposes was badly crippled in undertak- 
ing a defense. 

Mr. Rosertson. I do not acknowledge that to be the case. Our 
concern is the safe and sound operation of the association, the protec- 
tion of the shareholders, and the Insurance Corporation, and the 
public interest. So far as I know, and again I must mention the fact 
that I am not a lawyer, but I am sure that from my own knowledge 
the intent in this situation, was not to avoid any court review. What 
we wanted, not only this Board, but its predecessors, was to resolve 
these issues and have a normal operation at Long Beach. 

Mr. Moss. I am not an attorney, and there is no requirement in the 
Constitution that I be one. There is no requirement in the statute that 
yoube one. Youcan hire all of them you require. 

Your responsibility placed on your shoulders is there whether or 
not you are an attorney, and whatever your intent, you succeeded in 
avoiding a review of the issues in cour t, and if these were in fact 
unsafe and unsound practices as alleged in 1949, now 11 years later 
after a most remarkable show of patience, you have acted. If you in 
fact were convinced—and I speak of you, sir, as the chairman of a 
board with continuing life and authority—if the Board was in fact 
convinced, then it has been seriously derelict in not acting earlier, if 
it was convinced of unsafe and unsound practices 11 years ago. 

No order issued, not one, in that long period. 

Mr. Rozerrson. I can’t speak of the orders that were issued before, 
but I know that my associates, my immediate predecessors and myself 
have undertaken by discussion, conversation, every reasonable means 
to correct these situations. 

Mr. Moss. Isn’t it more reasonable to deal with the matter before 
it reaches a crisis stage? Isn’t it more orderly, isn’t it a better policy 
of supervision or regulation to take care of problems as they emerge 
rather than to permit them to continue on and on, ad infinitum? 





M 


asso 
dire 
M 
M 
ther 
chat 
M 
M 
occa 
ach 
M 
M 
M 
M 


tate- 
hati- 


Ip to 
leave 
. but 
aken 


rhich 
oard 
lit it 


lance 
n ll- 
com- 
es In- 
the 
|, and 


* sup- 
NE as 
were 
ant at 
rtak- 


Our 
rotec- 
d the 
e fact 
ledge 
What 
esolve 


in the 
te that 


her or 
ded in 
n fact 
s later 
you in 
n ofa 
in fact 
lier, if 


before, 
myself 
means 


before 
policy 
emerge 
i? 


| 
| 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 537 


If each of the agencies to which this Congress has delegated its 
authority or specific regulation should act in the same manner, all 
regulation would break down, all of it. We empower you to issue 
orders, we empower other regulatory bodies to issue cease and desist 
orders, and there are many thousands issued, but you people seem to 
be shy. You talk, and talk endlessly, but never act, and then when 
you act, you act in such a summary fashion as to raise a serious ques- 
tion as to the true intent of the Board in so acting. 

Mr. Rozertson. The true intent of the Board 

Mr. Moss. Mr. Robertson, you have stated it, that you had but the 

urest of motives. Sitting on the other end of this table, and review- 
ing your actions, I have grave doubts as to the intent of the Board, 
and of its staff in this matter—very grave doubts. 

The more I look at it, the more significant becomes the last para- 
graph on page 2 of your January 5, 1960, letter where you stated: 

You mention a plan to convert to a State-chartered mutual association, and 
state that this Board approval is not necessary for this conversion. 





I make those statements, sir, most reluctantly. 

Now we will goon to 9. 

Has the Board ever expressed the desire that the management 
replace its board of directors in whole or in part ? 

Mr. Rosertson. Not to my personal knowledge, during my term of 
office. 

Mr. Moss. Has the Board ever expressed to any other regulated 
association that it act to replace in whole or in part its board of 
directors ¢ 

Mr. Ropertson. Yes. 

Mr. Moss. In other words, you do have a policy, on occasion, where 


there is a question as to the competence of the management, suggesting 
changes in management ? 


Mr. Rosertson. Is that a question ? 

Mr. Moss. Yes; I said, in other words, you do have a policy, on 
occasion, of suggesting changes in management where you feel such 
a change is desirable ? 

Mr. Roperrson. Yes. 

Mr. Moss. Where you feel it is in fact unfit management ? 

Mr. Rozertson. Yes. 

Mr. Moss. Or unsound management ? 

Mr. Ropertson. Yes. 

Mr. Moss. But you didn’t so act in this instance. 

Mr. Rozertson. Well, I think again it gets back to the background 
of this case. 

Mr. Moss. Wouldn’t such a demand have also been reviewable? 

Mr. Rozertson. I don’t know—would it? Counsel tells me that an 
informal request would not have been reviewable. 


Mr. Moss. A formal request would have been, though, a formal 
order ? 


Mr. Roserrson. A formal order would have been. 

Mr. Moss. But you didn’t informally, or formally, request such a 
change ? 

Mr. Roserrson. No. Our idea was—as I say, I have to get back 
again to this long and puzzling and unusual history. There is no such 











538 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


case ever been before the Federal Home Loan Bank Board so far as J 
know. 

Mr. Moss. And no case involving so many items in litigation? 

Mr. Rospertson. That is true. 

Mr. Moss. Where so many actions were more or less in suspension 
until the litigation was decided ¢ 

Mr. Rogerrson. I assume that is correct. 

Mr. Moss. How long has the present president of Long Beach beep 
with the association ? 

Mr. Rosertson. I heard him say since 1934. 

Mr. Moss. Has it grown and prospered ? 

Mr. Roserrson. It has grown. 

Mr. Moss. Well, could it continue to grow if it didn’t make money? 

Mr. Roserrson. Yes. : 

Mr. Moss. How long could you sail along in insolvency—26 years? 
10 years? I don’t think you feel that you could, and I don’t think 
you could, either. 

Did it in fact grow from about $13 million when it was returned to 
the present management to approximately $96 million when it was 
seized ? 

Mr. Rosertson. Those are the figures that I understand, but J 
think I should also point out that the whole industry has grown in 
that period. 

Mr. Moss. Has it grown at a rate less than that of the average 
of the industry ? 

Mr. Rozerrson. I couldn’t answer that definitely, but I would say no, 

Mr. Moss. It has grown at a rate about that of the industry / 

Mr. Roserrson. That is a figure, Mr. Chairman, which I cant 
state definitely, but I can find out what the whole size of the industry 
was in 1947 and tell you what—I know what it is now, and whether 
or not the growth of Long Beach Federal was any greater or less 

Mr. Moss. Well, we will ask for that for the record at this point. 

(Subsequently the following information was supplied :) 





Rate of growth of Long Beach Federal Savings & Loan Association as compared 
to other Federal associations from Dec. 31,1947 to Dec, 31, 1959 


{Millions of dollars] 


Withdrawable capital 
Percent of 


| Increase 
| Dee. 31, 1947 | Dee. 31, 1959 
Long Beach Federal Savings & Loan Association 13. 6 06. 4 608.8 
All Federals, metropolitan Los Angeles area_.---- 284. 2 2, 253. 2 692. 8 
All Federals in United States L ; 4,601.9 29, 478.8 540. 


} 


Mr. Moss. Isn’t it a fact that it has been fairly well known in the 
community that there were difficulties with the Federal authorities! 

Mr. Rosertson. Well, I can’t speak for the general public. The 
industry was probably aware of it, but I doubt it was a matter m 
which the general public was much concerned. The general public, 
from my observation, relies more on the insurance of accounts than 
any other single factor in the whole picture. 

Mr. Moss. Well, that is where again we would part company. | 
think some institutions grow, and some don’t, because of many other 
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factors. It is a highly competitive business, and when you get into 
a competitive business, you have to look to those aspects of manage- 
ment programs which are not common to all institutions as the basis 
for determining why one grows and the other one doesn’t. 

Mr. Ropertson. I think that is true. An aggressive sales policy 
and aggressive promotion policy all have a bearing on it, and, of 
course, the industry, as you know, has grown very rapidly in Cali- 
fornia, particul: ily in southern California, and particularly in the 
last few years, the greatest growth in our whole system has been in 


Californi: Le 


Mr. Moss. Are its directors men of substance and reputation in the 
community, or not ¢ 

Mr. Rosertson. I don’t know the personnel of its board of directors. 

Mr. Moss. Well, aren’t the directors an important part of man- 
agement ¢ ¢ 

Mr. Rosertson. Of course they are. 

Mr. Moss. And you don’t have familiarity with the background of 
its directors / 

Mr. Roserrson. I think we can get that. 

Mr. Moss. Yes, I think you can, too, but in passing judgment on 
unfit—you say that a group of men in a community are unfit. That 
is a Very serious indictment. I would resent it bitterly if anyone 
called me unfit, and yet I assume that these must be—because you 
never asked for the removal of any one of them—they must be men 
of substance and of standing in their community. 

Wouldn’t you resent being c alled unfit ? 

Mr. Rozerrson. Yes, I would. 

Mr. Moss. Don’t you think there should be something back of that 
if you are going to take a group of men—both unsafe and unfit—to 
manage a Federal savings and loan association ? 

Mr. Rozvertson. This order referred primarily to his management. 

Mr. Moss. Well, I asked you if directors aren’t an important part 
of management. 

Mr. Rosertson. They should be. Sometimes they 
times they are not. 

Mr. Moss. Do you have reason to believe that this board of direc- 
tors has been derelict and has not exercised its proper responsibility, 
or accepted its proper responsibility in the overall management 
picture / 

Mr. Ronerrson. That would be inferred; yes, sir. 

Mr. Moss. You would infer that. Have they failed to hold direc- 
tors’ meetings ? 

Mr. Roserrson. We have no information that they failed to hold 
directors’ meetings. 

Mr. Moss. Well, 
its directors ? 

Mr. Roperrson. We wouldn’t know. 

Mr. Moss. But you made the finding of unfitness. 
Mr. Rozertson. We don’t know what action- 
Mr. Moss. Do you know whether or not any of the positions taken 


by the man: igement were directed by action of its board of direc tors, 
or of its shareholders ? 


are and some- 


has the management acted without authority of 
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Mr. Ropnerrson. Well, I would assume in their ordinary corporate 
practice that they would follow the ordinary corpor ate procedure 
of acting under the authority of their directors. 

Mr. Moss. If they did that, they wouldn’t be too unsafe or un- 
sound, would they ? 

Mr. Rosertson. It depends on the results. 

Mr. Moss. You say the practice of the board and the management 
has probably been an unorthodox relationship ? 

Mr. Rorserrson. I was referring to their corporate routine, their 
corporate practice. 

Mr. Moss. You would say that has been more or less an unorthodox 
relationship bet ween the board and the management ? 

Mr. Rozerrson. I don’t know what the personal relationship was, 
nor to what extent the board might or might not have been dominated, 
I don’t know that. 

Mr. Moss. Mr. Wallhauser ? 

Mr. Watiuauser. Are we finishing with Mr. Robertson ? 

Mr. Moss. I want to know if you have any questions on this point. 

Mr. Watiuauser. No, I have none, except a general question, Mr, 
Robertson. 

The functioning of your Board—you are a three-man Board, do you 
hold regular conferences or meetings, or are they formal and informal 
meetings, or what is it ? 

Mr. Rosertson. They are formal meetings, and we are in meeting 
I would say 5 hours out of every day. 

Mr. Watiuavser. And you have supervisory staff and counsel pres- 
ent at most of these meetings ? 

Mr. Roserrson. It depends on the subject under consideration. If 
there are no legal questions involved, we don’t call counsel. If there 
are no supervisory problems involved, we don’t call in the supervisor. 

Mr. Watinavser. Your general policy is to avoid encroachment on 
the management of savings and loan associations ? 

Mr. Rosertson. We have great consideration for management, but 
we can’t get away from the fact that these Federal savings and loan 
associations are not proprietorships. The management is a trustee 
for other people’s money, many of them the life savings of individuals, 
and those savings are backed up by the Federal Savings and Loan In- 
surance Corporation. 

Yes, we have a great regard for management, and I think in this 
particular case the amount of time that we spent with management, 
the efforts we made to reconcile our views showed that consideration, 
but I get back to the fact that these associations are not proprietor- 
ships, that the officers and directors are acting in the capacity, not 
legally, but as trustees for other people’s money, and our concern is 
for the saver more than the management. 

Mr. Watiuavser. Your contention is that you have had difficulty 
with the present management of Long Beach over a long period of 
time, your Board and its predecessor Board ? 

Mr: Roperrson. Well, I think the record shows that clearly. 

Mr. Watinavser. Does your Board before it takes action have to 
have a unanimous agreement among its members ? 

Mr. Ropertson. Well, our general practice is to have a unanimous 
decision. It takes a lot more time and trouble, but we—— 
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Mr. WattHauser. Do you have differences of opinion among the 
Board members 4 

Mr. Rozertson. Well, you are speaking now generally ? 

Mr. Watiuavuser. What I am trying to get at, Is it dominated by 
one of the three individuals, or is there a free, open discussion 

Mr. Ropertson. There is a free, open discussion in an effort to 
have a unanimous meeting of the minds. 

Mr. Watuuavser. In this case, was there a unanimous agreement 
to proceed ¢ 

Mr. Rosertson. I would say, sir, yes, there was. 

Mr. WatiHauser. This was after advice by counsel and the super- 
visory staff, and all of the other procedures to which your Board 
has access ¢ 

Mr. Rozerrson. It was after months, if not years, of discussion. 

Mr. WactiHavser. How can you reconcile the fact that Mr. Gregory 
in his testimony indicated that he thought that all of the matters were 
to be adjusted after a conference—is that approximately what Mr. 
Gregory testified to? 

Mr. Grecory. I am not quite sure, Mr. Wallhauser, that I got your 
question. 

Mr. Watiuauser. My recollection of your testimony is that after 
the last conference you had an impression that differences of opinion 
were to becleared up. 

Mr. Grecory. As I expressed in the letter I sent to the Board in 
November, I was under the impression that we were fairly close to a 
meeting of the mind, even in reference to the litigation, and in 
reference to conversion. 

Mr. Watinavuser. That was my recollection of your testimony. 

Mr. Grecory. That is right. 

Mr. Wattnavser. Thank you. 


Was that your recollection, was that your understanding of the 


conference ? 


Mr. Rosertson. Apparently the whole history of these conferences 
and deliberations has been to reach an agreement which is never 
reached. 

Mr. Watinavser. In other words, you felt after that conference 
that the management was supposed to take certain steps, or make cer- 
tainmoves that would clear the atmosphere ? 

Mr. Rorertson. Yes. 

Mr. Watiuavser. And your judgment is that the emergency which 
you decided had occurred came about because there was an accumula- 
tion of acts rather than one quick movement that required immediate 
seizure? In other words, it was an accumulation of various differ- 
ences of opinion, or nonconformity with the rules and regulations, and 
so forth, over quite a period of time so that the crisis or emergency 
which caused you to issue the order appointing a supervisory repre- 
sentative in charge came about because you felt that you had gone 


about as far as you could go in getting management to cooperate—is 
that a fair statement ? 


Mr. Rozertson. Yes. 
Mr. Watinavser. That is the position of the Bank Board ? 


Mr. Roperrson. Yes, plus other matters, detailed facts, which will 
have to be developed at the hearing. 
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Mr. WatiHaAuser. And you are going to have a hearing June 27? 

Mr. Rogertrson. One week from today. , 
Mr. WatiuHauser. And that hearing is held before a hearing exam. 
iner ¢ 

Mr. Ropertson. Yes, sir. 

Mr. WatiuHaAuser. This hearing examiner, is he connected with your 
department ? 

Mr. Rozertson. No, sir. 

Mr. WatiuaAvser. How is he chosen ? 

Mr. Rosertson. Oh, we have to borrow them from other agencies 
that have qualified heari ing examiners. 

Mr. W ALLHAUSER. Is it a matter of public record that this hearing 
examiner’s name is now known to anybody? Has he been chosen? 

Mr. Rozerrson. Yes. It is in one of the orders. 

Mr. WaAutitHAvser. And where will these hearings be held? 

Mr. Rosertson. In Los Angeles. 

Mr. Watiuavuser. And how long will they take, approxim: itely, 
have you any idea? 

Mr. Roserrson. I couldn’t answer that. 

Mr. Wauinauser. And after he finishes with his hearing, it is then 
referred back to the Board for review, or decision ¢ 

Mr. Rogerrson. He will make a recommendation. The other de- 

tails I don’t know, if you will excuse me just a moment. 

After the oral testimony, both sides may file briefs, and after con- 
sidering the evidence and the briefs, the heari ing examiner will make 
a recommended decision to the Board. The Board will then have to 
accept or reject that recommendation. The Board then makes its 
decision based on his recommendation and the evidence. 

Mr. W ALLHAUsER. And then if the decision is not satisfactory to 
the sav ings and loan association, 1t ms Ly then go into court for rev iew! 

Mr. Ropertson. Y es, Sir. 

Mr. Wauuuauser. I take it, Mr. Chairman, and I address this to 
you, that one of the problems before this committee is to determine 
whether or not the statute as written is satisfactory as far as procedure 
is concerned in allowing the Home Loan Board to declare an emer- 
gency before appointing a supervisory representative in charge? Is 
that one of our functions? 

Mr. Moss. It would be one of them. The major point assigned the 
committee was to determine the nature of the emergency, and then 
other questions which were relevant. 

Mr. Watiuavuser. I am not fencing with you, I am merely 
asking 

Mr. Moss. I appreciate that. 

Mr. WauuHaAvser. I want to know when we come back as a subcom- 
mittee 

Mr. Moss. When we also have the overriding responsibility of ex- 
amining into efficiency and economy of the Board’s operation. Orig- 
inally I tried to hold this strictly to the point of the emergency which 
caused the action already taken by the Board, the issuance ‘of its order, 
which order was an administrati ive order and not one coming from 4 
judicial procedure, and it is at that point, of course, that we run into 
this claim by the Board of a privilege. That has made it necessary for 
us to take a more involved route of getting facts on this record. 
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Mr. Wautituauser. Well, I don’t know whether this is the proper 
time—perhaps it isn’t—to ask the question, and you may so rule, but 
assuming, let us assume a hypothetical case. Let us assume that the 
committee decides that there was no emergency, in its judgment. 

Mr. Moss. The committee will then report that fact to the full 
committee. 

Mr. WatiiaAuser. And it might lead to legislation, or suggested 
legislation by the full committee. 

‘Mr. Moss. I am confident it will lead to legislation, perhaps even a 
comprehensive reorganization of the Board. 

Mr. WatuHauser. I see; that is the information I wanted. Thank 

you very much. 
" Mr. Moss. I would point out that this Board has acted in a manner 
which most of the agencies seek to avoid. We have just completed 
action in the Committee on Interstate and Foreign Commerce to em- 
power the Federal Communications Commission to act against licen- 
sees under less severe penalties than the so-called death sentence, the 
revocation of a license, because they felt that there had been no in- 
stance where such action would be justified, that it would be prefer- 
able to permit short suspensions, or the imposition of forfeitures. 
Rarely does the regulatory body seek the type action which has been 
taken in this instance. 

Mr. Watituavuser. This is an independent agency, as I understand 
it, under the executive department. 

Mr. Moss. This is an independent agency. It exercises the powers 
which would normally be exercised by the Congress. 

Mr. Wauunauser. However, it has an affiliation with the Housing 
and Home Finance Agency; doesn’t it / 

Mr. Roperrson, No, sir. 

Mr. Wantuauser. It has been separated from that ? 

Mr. Trevas. Since 1955. 

Mr. Poserrson. [t 1s self-supporting, it uses no tax money. 
Mr. Warunavuser. How do you get your support, from the savings 
and loan association assessments / 

Mr. Roperrson. We get our support from assessments against the 
ll district banks. 

Mr. Moss. Supported on assessments levied under law. 

Mr. Wauuiuacuser. I have ene more question. 

There is a council set up in each district, isn’t there, an advisory 
council ? 

Mr. Roperrson. No, each district has its own board of directors. 
The advisory council is national. 

Mr. Watunauser. On a matter of this kind, does the advisory coun- 
cil come into conference at all ? 

Mr, Rorerrson. No, sir. 

Mr. Wattuavuser. This isnot a matter for them ? 

Mr. Roserrson. That would be very undesirable as a practice be- 
cause many of the people, in fact most of the people on the advisory 
council are in the industry, and to discuss supervisory problems with 
industry representatives, and possible competitors, would be a very 
undesirable practice. 

We wish we might in many cases have outside judgments on these 
things, but you can recognize that to even mention a matter of this 
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kind to an advisory council meeting would open a great avenue of un. 
desirable discussion. 

If there were only one, one instance, but we have many super. 
visory problems of greater or less importance, and it would not be 
prudent or desirable to discuss them with the advisory council. 

Mr. WauiHavser. I have no further questions. 

Mr. Moss. Mr. Smith. 

Mr. Smirn. I asked you, Mr. Robertson, 3 or 4 days ago this ques. 
tion concerning the necessary latitude the Board needs in ms ing 
a seizure, and I think, if I recall the question correctly, I asked yoy 
“Suppose the law were changed to provide that before you could make 
a seizure, and I think, if I recall the question correctly, I asked you, 
that the bank was insolvent, or would become insolvent unless yoy 
seized it.” i 

Suppose the law were changed in that regard. Can you think of 
any instances where you would not have the latitude necessary to 
protect the shareholders, or depositors ? 

Mr. Moss. Let’s let Mr. Robertson give us an opinion on this. It 
is a matter of his opinion. 

Mr. Stoanr. Are you speaking tome? 

Mr. Moss. Iam speaking to you. 

Mr. Stoane. I said not a word. 

Mr. Moss. You sure dug in quick like a bird dog on the run. 

Mr. Stoane. But I said not a word, sir. 

Mr. Moss. Let’s just hold it. 

Mr. Rosertson. Yes, I can think of cases where prolonged delay 
in litigation or argument could be very, very harmful, if you had a 
deteriorating situation, subject to argument and discussion, and that 
went on indefinitely. I suppose there is an end to all things, but I can 
think of many cases where prompt action, as drastic as it may seem— 

Mr. Smiru. Cases that do not involve insolvency ? 

Mr. Rosertrson. The danger there is that insolvency is a very dif- 
ficult matter to determine. It isn’t simply arithmetic. In the savings 
and loan business more than in most businesses, the acts of today 
are not reflected until years afterward. 

Mr. Sairu. But wouldn’t you, Mr. Robertson, if you are saying 
that they are doing something today that may later make them in- 
solvent, then you would come within the category of seizures necessary 
to prevent insolvency ? 

Mr. Ropertson. That could be—in other words, I don’t think it 
was ever contemplated that you wait for insolvency. That is too 
long. 

Mr. Smiru. That is the reason I said that you would have to con- 
vince the district court judge that unless you seized it today there 
would be insolvency. Now, other than cases of present insolvency, 
or prospective insolvency, can you think of any reason why you should 
seize a bank? 

Mr. Roserrson. Yes, I think there are many reasons, but I would 
say the principal one would be the continuation of practices which 
would lead to deterioration. 

Mr. Smiru. And insolvency ? 

Mr. Rosertson. You don’t want insolvency. Certainly the ideais 
to stop short of insolvency. 
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Mr. Smiru. Well, suppose there is deterioration that will not re- 
sult in insolvency. Isn’t that something you could handle under your 
regular procedures with orders, hearings and so forth ? Can you think 
of instances where you need to seize it to prevent that / . 

Mr. Roserrson. Yes, there are cases. There haven’t been many. 

Mr. Surru. Well, suppose, then, you add to this change in the 
law the provision that you can appoint a supervisory representative 
which has only veto power, but the management is left alone, and your 
supervisor goes in there and works with the management to veto 
their bad loans that you think they are making, or whatever it is. 

Now, can you think of any instances where those changes together 
would not be sufficient ? 

Mr. Rozertson. Well, I think I told you earlier that when the 
Financial Institutions Act was under consideration in the Senate com- 
mittee, we recommended that we be given authority to suspend officers 
after a hearing and presumably substitute others, but that provision 
was never enacted. 

Mr. Smiru. But if you were to have the power to suspend the 

resent officers and substitute others, that is the same thing as seizing 
it, isn’t it ? 

Mr. Roserrson. No, I would say that was less drastic. 

Mr. Smrru. Well, you are naming them the management of the 
bank. 

Mr. Rozertson. I think what I have in mind is exactly what you 
suggested, that is to have someone in with veto power. That presumes 
the vetoing of some affirmative act. But putting somebody in—well, I 
do not think we have ever done it. It isn’t authorized. I am sure 
there would be conflicts, but at least it would remove the objectionable 
officer. 

Mr. Smrru. Now, based upon your experience, wouldn’t you think 
that this would prevent runs on banks like took place in this case? 

Mr. Rozerrson. Well, I think it depends so much on what the oc- 
casion is. I would say that to take a case into a court with the attend- 
ant publicity, and having a hearing on it with the allegations that 
would have to be made would have a bad effect. It might not, but I 
would say it would have a bad effect. 

Mr. Smirn. Do you mean that under your alternative procedure, 
the one you use other than emergencies, under the alternative pro- 
cedure there are runs on banks, too ? 

Mr. Rosertson. If I understand you correctly, I would say yes. 

Mr. Smirn. You have had some of those instances where you pro- 
ceeded under the alternative procedure, haven’t you? You did not 
size the institution, but instead had a hearing, and so forth? 

Mr. Roperrson. I must ask. 

I think we have had only one other case where we proceeded with 
an administrative hearing, and I think there was no appreciable run 
onthat institution. 

Mr. Suirx. Well, then, you don’t have any reason to believe—— 

Mr. Ropertson. And I might also add it was a private hearing. 
Mr. Smrrn. Well, then, under that procedure, if you used that 
instead of this procedure, you don’t have reason to believe there would 
beruns in those cases ? 

Mr. Rozertson. I think there would be less. 
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Mr. Smiru. Now, am I assuming correctly, when I assume from the 
questions and answers I heard a w hile ago, that in your specification 9 
you are referring to the annual reports “and monthly reports and not 
referring back to the matter of construction loans? 

Mr. Rozerrson. Oh, no, these are—they would be all of the books 
and records, all of them. 

Mr. Smiru. Were you referring to construction loans ? 

Mr. Ropertson. They might well be reflected in the internal book. 
a 

Mr. Smiru. Now, let me ask this, then: 

Do you have a good estimate, or do you know what percentage of 
the liabilities in the other banks in southern California are iN con- 
struction loans ¢ 

Mr. Roverrson. Mr. Wyman tells me that the percentage of cop. 
struction lending is reflected in the annual reports of each reporting 
assoclation. 

Mr. Sarru. All right, as to these others in southern California, 
about what percentage of their deposits would be in construction 
loans ? 

Mr. Wyman. I couldn’t answer that question. It would have to be 
tabulated and the percentage run on it. It is rather substantial, but 
it varies. In order to get an average percentage, of course, we would 
have to run the totals on it, which could be done easily enough. 

Mr. Smirn. Don’t you have a fairly accurate estimate / 

Mr. Wyman. Well, I am reluctant to guess at a thing like that. 

Mr. Smiru. Let me ask, Mr. Robertson, what percentage of the 
depositors’ money in construction loans do you consider to be excess 
percentage, too great / 

Mr. Rozerrson. I don’t know that you could spell it out mathemati- 
cally, but I would say that it is a fundament: l credit principle that 
diversification is desirable. If you should have a combination, you 
might have a lot of construction lending to a large number of bor- 
rowers in a scattered area which would be broader diversification 
than if they were concentrated in a few borrowers. 

Mr. Smirn. But if you have a depressed market, it doesn’t make 
much difference whether one fellow is building those houses. 

Mr. Rosertson. Oh, I would think so. 

Mr. Smirn. Within a particular area, if you get a depressed 
market 

Mr. Rosertson. Oh, within a particular area? I misunderstood. 

Mr. Smirn. I mean within the area of the bank’s service. 

Mr. Roserrson. They can all serve within an area of 50 miles of the 
home office. They aren’t limited to any particular immediate area. 

Mr. Ssaru. Then you don’t have any figure in mind as being ex- 
cessive in the way of construction loans, as long as you have diversi- 
fication among borrowers, you don’t consider that there is any limit 
on the amount you put into construction loans ? 

Mr. Rosertrson. Well, I think that is a matter of prudent manage 
ment. 

Mr. Smrrn. Well, the reason I ask was that in these questions and 
answers here we have heard a lot about construction loans, and I just 
wondered—you must have an idea as to how much they should have 
construction loans. 
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Mr. Ronerrson. Well, I think it is easy to reach a conclusion that 
the amount may be or might be excessive, but I can’t give you an 
actual figure. 

Mr. Smiru. Was the amount that this bank had in construction 
loans a great deal more than other banks in southern California, 
percentagew ise ¢ / 

Mr. Rosertson. I couldn't answer that question without making 
an analysis. 

Mr. Smiru. Perhaps could you do this? I don’t ask it be down to 
a tenth of a percent, but you have it from your annu: al re ports. 

Would you get us the total dleposits and the total amount in con- 
struction loans for other banks that are serv ing in this same area? 

Mr. Roserrson. Can we make a sampling of that that would be sat- 
isfactory to you—I mean by that we take the big and the little. 

Mr. Moss. Will the gentleman yield at that point ? 

Mr. Smiru. Yes. 

Mr. Moss. In order for it to be meaningful, I think we would have 
to have examples of the institutions having the high percentage as 
well as those having a low percentage, a sampling which did not make 
that determination would be useless. 

Mr. Roserrson. And for the same reason, a composite might well 
be useless. 

Mr. Moss. But the high percentages in construction loans by Fed- 
eral institutions in the community surrounding Los Angeles. 

Mr. Rozertson. Yes. we will undertake to get that for you. 

Mr. Moss. Would that be satisfactory ? 

Mr. Smiru. Yes. 

Mr. Ropack. Can we have as part of that, construction loans of 
the five biggest institutions in the State, which would include in this 
ease, I believe, Long Beach? That wouldn’t be conflicting with this, 
but it would be supplementary information. 

(Mr. Robertson advised the subcommittee by letter dated August 
4, 1960, that “the Board’s records do not contain the breakdown of the 
construction loans.” ) 

Mr. Moss. It would be easy for them to determine the five largest 
and give us those figures on the five 1: argest. 

Mr. Ropertson. Yes, sir. 

Mr. Stoane. Is that Federal and State? 

Mr. Moss. No, Federal. 

Mr. Smtrn. That is all I have. 

Mr. Moss. Mr. Lanigan, do you have some questions ? 

Mr. Lanican. Yes. 

Mr. Robertson, when did you first become a member of the Board, 
the Home Loan Bank Board ? 

Mr. Rosertson. September 14, 1956. 

Mr. Lanigan. And how many administrative hearings have been 
held under the Board’s direction, and by a hearing examiner since 
you became a member of the Board ? 

Mr. Rosertson. Two. 

Mr. Lanican. What were they ? 

Mr. Ropertson. One was the Beacon Federal Savings & Loan Asso- 
ciation, of Milwaukee, which was underway when I came on the Board. 

Mr. Lanioan. And what was the other one? 
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Mr. Roszertson. The other was the Greater Delaware Valley Say. 
ings & Loan, of Upper Darby, Pa. 

Mr. Lanican. Had a hearing actually commenced in the Greater 
Delaware Valley case before the conversion took place ? 

Mr. Ropertson. Yes. 

Mr. Rosack. Was that after or before the appointment of a super. 
visory representative ? 

Mr. Rozerrson. There was no supervisory representative appointed 
there. 

Mr. Ropack. But this was a hearing on appointment of a cop. 
servator ? 

Mr. Ropertson. Yes, sir. 

Mr. Ropacx. So in this case you decided there was no emergency, 
but you would proceed to administrative hearing. 

Mr. Moss. Have you a copy of the order issued by the Board in 
that instance ? 

Mr. Rozertson. I don’t have it, but I am sure we can get it. 

Mr. Moss. Will you supply a copy of the order issued in that in- 
stance for this record 2 

Mr. Ropzertson. Yes, sir. 

Mr. Moss. And in the instance of Beacon. 

Mr. Roperrson. Yes, sir. 

(The orders referred to follow :) 

FEDERAL HOME LOAN BANK BOARD 


Order No. 9414, 
Date: March 20, 1956. 


Whereas in the opinion of the Federal Home Loan Bank Board, grounds exist 
for the appointment of a conservator for the Beacon Federal Savings & Loan 
Association, Milwaukee, Wis., which grounds are (1) violation of law and regn- 
lations and (2) unsafe and unsound operation in that— 

(a) said association has made unsecured loans in violation of section 5(c) 
of the Home Owners’ Loan Act, as amended, and in violation of part 145 of 
the rules and regulations for the Federal Savings and Loan System; 

(b) said association has, in violation of part 145 of the rules and reguls- 
tions for the Federal Savings and Loan System, made loans for amounts in 
excess of the maximum percentage of value permitted by regulations; 

(c) the executive officers of said association, in violation of their duties 
and obligations to the association and in disregard of the interests of the 
association, are using the association for the gain and benefit of themselves 
and of concerns in which they and their associates have a personal financial 
interest ; 

(d) the assets of the association have been and are being wasted and its 
interests are being jeopardized under agreements entered into with the 
approval of its board of directors; and 

Whereas the Federal Home Loan Bank Board has determined that an emer- 
gency exists requiring immediate action for the reason that assets of the associa- 
tion will continue to be wasted and its interest, the interest of its members and 
of the public jeopardized unless the action herein provided is immediately taken; 

Now, therefore, Thomas M. Flynn is hereby appointed supervisory representa- 
tive in charge to take charge of the Beacon Federal Savings & Loan Association, 
Milwaukee, Wis., and its affairs, pending further disposition of said association 
and its affairs, and, as such supervisory representative in charge, to have and 
exercise all the powers and rights, enjoy all of the privileges, and assume and 
perform all of the duties and responsibilities of a conservator accorded or im- 
posed by law, the rules and regulations for the Federal Savings and Loan 
System, and orders issued by the Federal Home Loan Bank Board. 

By the Federal Home Loan Bank Board: 

J. Francis Moore, Secretary. 
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FEDERAL HOME LOAN BANK BOarp 


No. 9799. 
‘eater Date: July 11, 1956. 
Whereas by Order No. 9414, dated March 20, 1956, the Federal Home Loan 
| Bank Board appointed a supervisory representative in charge to take charge of 
Uuper- the Beacon Federal Savings & Loan Association, Milwaukee, Wis., and its affairs, 
: pending further disposition of said association and its affairs; and 
inted Whereas said supervisory representative in charge took charge of said associa- 
tion and its affairs on March 20, 1956, and since said date has been and now is 
in charge thereof; and 
Whereas in the opinion of the Federal Home Loan Bank Board, the following 
grounds exist which are cause for the appointment of a conservator for the 
} Beacon Federal Savings & Loan Association, Milwaukee, Wik: 
rency I. The association has violated law and regulations. , ; 4 
‘one 1. Said association has made unsecured loans in violation of section 5(c) 


. COn- 


. of the Home Owners Loan Act, as amended, and in violation of part 145 of 
rd in the rules and regulations for the Federal Savings and Loan System in con- 
nection with the property described as Fourth and Wells, located at 322-338 
West Wells Street, Milwaukee, Wis., and the property described as Second 
ait and Wells, located at the northwest corner of the intersection of West Wells 

av and North Second Streets, Milwaukee, Wis. 
} 2. Said association has made loans for a term in excess of that authorized 
by part 145 of the rules and regulations for the Federal Savings and Loan 
System in connection with the properties at 803-813 East Wells Street, 

Milwaukee, Wis. 

3. Said association has, in violation of part 145 of the rules and regula- 
tions for the Federal Savings and Loan System, made loans for amounts in 
excess of the maximum percentage of value permitted by regulations in con- 
nection with the property at Second and Wells and the additional advance on 
the property at 803-813 East Wells Street. 

1956. 4. Said association charged borrowers’ accounts in excess of the actual 
> cost of the initial loan charges, which excess was diverted to the personal 
ls exist use of the president of the association, in violation of part 145 of the rules 
& Loan and regulations for the Federal Savings and Loan System. 
d regu- II. The association engaged in unsafe or unsound operations. 
oy 1. The association had a management which was unsafe or unfit to man- 
7 5(c) age a Federal association. 
doa . 2. The executive officers of said association, in violation of their duties 
, and obligations to the association and in disregard of the interests of the 
reguls- association, used the association for the gain and benefit of themselves 
ieay) = and/or of concerns in which they and/or their associates have a personal 
oe financial interest. 
r duties 3. The assets of the association have been and were being wasted and 
, wal its interests jeopardized under agreements entered into with the approval 
— ay of its board of directors. 
— 4. Henry M. Blume and Ernst F. Zaeske, president and secretary, re- 
and its spectively, of the association, in the guise of obtaining office quarters for 
vith the the association, in league with each other and with another person or 
persons caused a series of transactions to be entered into by which they 
n emer contrived to use the association and its assets to finance and to give credit 


standing to large-scale speculative ventures by causing the association to 


aie | make loans, enter into contracts, leases, and other arrangements with 
y taken; | Laneil Realty Corp., Atomic Security Corp., and Downtown Development 
resents | Corp., in which corporations Blume and Zaeske and /or their associates were 
reiation, officers, directors, and stockholders, in connection with real estate transac- 
ociation tions involving the properties at Fourth and W ells, Second and Ww ells, and 
ave and at the southwest corner of Sixth Street and Wisconsin Avenue, Milwaukee, 
ime and Wis., which loans, contracts, leases, and arrangements were made for the 
i or im- benefit of said corporations and without regard to the best interests of the 
1d Loan association, all in violation of their duties and obligations to the association. 


5. Minutes of the board of directors and of the executive committee were 

false and misleading and the association’s books so kept as falsely to re- 
flect its financial condition. 

Resolved, That pursuant to and under authority of the provisions of section 

5 of the Home Owners’ Loan Act of 1933, as amended (12 U.S.C. 1464) and 

section 147.6 of the rules and regulations for the Federal Savings and loan 


retary. 
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system (21 F.R. 4548, 4549), an administrative hearing will be held at 109 a.m, 
on the 15th day of August, 1956, at 316 U.S. Government Building, 517 East 
Wisconsin Avenue, Milwaukee, Wis., on whether said grounds exist for the 
appointment of a conservator, at which hearing the Beacon Federal Sayings 
& Loan Association may appear and show cause why such conservator should 
not be appointed. 

Resolved further, That the secretary to the Federal Home Loan Bank Boarq 
be, and he hereby is, instructed to send forthwith by registered mail to said 
association at its last known address as it appears on the records of the Board 
and to each director of said association known by the secretary to be such at 
the last known address of each as the same shall appear on the records of the 
Board an authenticated copy of this resolution as notice to said association, 

By the Federal Home Loan Bank Board: 

HARRY W. CAULSEN, Necre tary. 


FEDERAL HOME LOAN BANK BOARD 


No. 11774. 
Date: July 11, 1958. 


Whereas in the opinion of the Federal Home Loan Bank Board, grounds exist 
for the appointment of a conservator for the Greater Delaware Valley Federa] 
Savings & Loan Association, Upper Darby, Pa., which grounds are (1) viol- 
tion of law or of a regulation and (2) unsafe or unsound operation; 

Resolved, That pursuant to and under authority of the provisions of section 
5 of the Home Owners’ Loan Act of 1933, as amended (12 U.S.C, 1464) and see 
tion 147.6 of the rules and regulations for the Federal savings and loan system 
(24 C.F.R. 147.6), an administrative hearing will be held at 10 a.m. on the 9th 
day of September, 1958, at 1406 Land Title Building, Chestnut and Broad 
Streets, Philadelphia, Pa., on whether said grounds exist for the appointment 
of a conservator, at which hearing the Greater Delaware Valley Federal Say- 
ings & Loan Association may appear and show cause why such conservator 
should not be appointed ; and 

Resolved further, That the secretary to the Federal Home Loan Bank Board 
be, and he hereby is, instructed to send forthwith by registered mail to said 
association at its last known address as it appears on the records of the Fed- 
eral Home Loan Bank Board and to each director of said association, known 
by the secretary to be such, at the last known address of each as the same shall 
appear on the records of the Board, an authenticated copy of this resolution 
as notice to said association. 

By the Federal Home Loan Bank Board: 

Harry W. CAULSEN, Secretary. 


Mr. Ropack. Did you ever hold an administrative hearing on First 
Federal of Chicago? 

Mr. Rosertson. No. 

Mr. Rorzack. Is First Federal of Chicago the only case in which 
you exercised the administrative proc edure under section 5(d) (1) of 
the Home Owners’ Loan Act as amended ? 

Mr. Roserrson. The only one I know of. 

Mr. Rorack. And it did not come to an administrative hearing! 

Mr. Roserrson. I can’t remember exactly what happened, but in 
substance there was compliance. 

Mr. Ropacx. In other words, you called for a hearing, and the 
compliance came before the administrative process came to a hearing! 

Mr. Roserrson. But that covered just one single identifiable 
question. 

Mr. Rozack. Now, in the years since 1954, and particularly sinee 
your service from 1956, how many violations of rules and regul: tions 
have ever come to the attention of the Board ? 

Mr. Ropertson. That is a hard question to answer. 
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Mr. Ronackx. Well, have there been scores of alleged violations of 
laws and regulations ¢ 

Mr. Roserrson. As I say, that is a difficult question to answer be- 
equse to me it seems to me the re have been a great many. To my as- 
sociates, it doesn’t seem so many. 

Mr. Rosack. Consider the point for a moment. Considering the 
fact there are somewhere between three and five thousand associa- 
tions—4,000, Mr. Hallahan says, by signal—and considering the fact 
that the amendments have been in existence since 1954, cert: unly there 
must have been scores or hundreds of alleged violations of law or reg- 
ulation, isn’t that the case ? 

Mr. ROBERTSON. There has been, but | suppose that it would be cor- 
rect that relatively few of them come to the attention of the Board. 

Mr. Ropack. Well, I want to inquire, Mr. Chairman, what the un- 
derstanding of the Board Chairman is of section 5(d)(1) of the 
Home Owners’ Act of 1933, as amended, which says: 

It shall by formal resolution 
that is the Board- 


state any alleged violation of law or regulation, give written notice to the as- 
sociation concerned of the facts alleged to be such violation. 

Mr. Rosertson. Did you ask me how many of those formal resolu- 
tions were issued ¢ 

Mr. Rosack. I asked as to your understanding of this section. The 
way it reads, simply, is that every time there is an alleged violation the 
Board is supposed to pass a resolution and give notice. They have 
only done it once in 6 years. 

Mr. Roserrson. Most of these problems are corrected without 
formal—— 

Mr. Ronack. You don’t construe this as a mandate upon the Board 
to give formal notice after a resolution ? 

Mr. Roperrson. I[f- 

Mr. Ropackx. What does it say ? 

Mr. Rozertson. It shall by formal—— 

Mr. Rosack. It shall—it shall. That is enough. I am not debat- 
ing the fine points of the law, Mr. Chairman, but I want to get a bit 
about the Board's understanding of what Congress enacted or in- 
tended to enact, and whether there is any discernible relationship 
between the wording of the law and the practice of the Board. 

Mr. Rozertson. The practice of the Board is that most of these 
matters can be corrected without formal resolution. 

Mr. Rozacx. That is not the issue. The issue is whether there is 

alleged violation of law or regulations, and if there is such an allega- 
tion, is it not the obligation of the Board to pass a formal resolution 
and give notice, and if it is not the obligation of the Board, then you 
tell me what you think this law means. 

Mr. Rosertson. I suppose this would mean what it says, that at 
any violation of any kind you have to go through the formal 
procedure. 

Mr. Ropacx. That is what it says, doesn’t it? 

Mr. Roserrson. I can’t construe it, but that is what it seems to say. 


Mr. Ropack. It is surprising what one finds in the law when one 
reads it, isn’t it? 
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I would like to ask another question, merely to help our legislatiyg 
understanding, Mr. Chairman. 

How do you construe the last sentence of that section which refers 
to suit by the Board—the Board being suable and being able to sue) 

Mr. Roserrson. I am not acquainted with it. 

Mr. Rosack. It says there the Board shall be subject to suit, 

Now, do you construe that to be subject to suit only after admip. 
istrative hearing? 

Mr. Rosertson. I don’t know how to construe it. 

Mr. Ropack. Well, what does it say on its face? 

Mr. Trevas. You are talking about the last sentence in (d) (1) ? 

Mr. Ropack. 5(d)(1) of the Home Owners’ Loan Act. 

Mr. Rosertson. Well, apparently it has nothing to do with any 
administrative hearing. Is that the question you asked me? ‘ 

Mr. Rosack. I asked you that, yes. I asked whether the right to 
sue is, in your understanding, independent of any administrative 
hearing. 

Mr. Rosertson. I would think so, but again I have to defer to coun. 
sel on that. There is nothing in here that seems to refer to adminis. 
trative hearing. 

Mr. Ropack. You referred to the Federal Institutions Act, I think, 
of 1957. 

Mr. Trevas. The Financial Institutions Act of 1957. 

Mr. Ropack. Excuse me, I haven’t examined the Act, but did the 
Board at that time propose that its being subject to suit be eliminated! 

Mr. Trevas. No; I have no recollection of that. 

Mr. Rosertson. I will ask Mr. Creighton to answer that for me. 

Mr. Creieuton. I can’t tell you exactly, Mr. Roback. We did ask 
for some clarification in language with respect to 5(d) (1) of the 
Home Owners’ Loan Act in the Financial Institutions Act. Now, 
whether we eliminated or proposed elimination of that, I just simply 
don’t want to make- 

Mr. Moss. Mr. Trevas indicates that he can answer. 

Mr. Trevas. I have a clear recollection of that. There was a ques- 
tion what would you do in a judicial district where the judicial dis 
trict wasn’t specified. We had in mind Alaska, and we asked for 
corrective legislation not to eliminate this, but to make clear the point 
of the judicial district where no judicial district was otherwise pro- 
vided for, but. the Board, at no time, asked for the elimination of the 
suability clause in that act. 

Mr. Rosack. Mr. Creighton, have you contended before the courts 
in behalf of the Board that this right to sue was a right that was 
consequent upon administrative hearing ? 

Mr. Creicutron. With respect to this, I have contended—I don't 
think we have been in court, but I think it has been my position that 
this statute here is a venue statute, not a jurisdictional statute, but the 
Board can be sued provided the court has jurisdiction, and this 3s 
purely a venue statute, not a jurisdictional statute. 

If the court has no jurisdiction, then the Board would not be sub- 
ject to suit under that. 

Now, if you are speaking of 5(d) (1) of the act, as I read the act, 
that. section gives the Board the right to, by resolution, allege certain 
violations of law and regulation, and they shall give the association 
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notice of that violation of law and regulation, and within 20 days 
after they receive that notice of the violation of law or regulation 
they have a right, or the Board has a right to go into court to have 
9 determination made thereof. 

Now, that proceeding, since I have been with the Board, has only 
been used once, and that was in the First Federal of Chicago, which 
involved the question of whether or not the association was maintain- 
ing an agency w ithout the Board’s consent. 

We brought a suit in the court for determination of that fact, and 
the association also instituted a suit. The suit was later on dismissed 
without prejudice because of a certain ruling of the State of Illinois 
with respect to the right of the grocery chain to enter into this agree- 
ment. 

That is the only time since I have been with the Board that we 
have by formal resolution proceeded under 5(d) (1). 

Mr. LAniGAN. I have a question on item 9 or (i) of order 13372. 

The first question is, Is item 9 intended to indicate that there are 
other violations of law or regulations other than those described in 
the first eight specifications, which are to be brought up at the hear- 
ing, upon Ww vhich this order is based other than the first eight ¢ 

Mr. ROBERTSON. Yes; 1 would say that any item of “unsafe or un- 
sound practice could be brought up under that ch: arge. 

Mr. Moss. Well, now, that wasn’t the question, as I understand it, 
and let’s have it clear on the record, because 1 want my understand- 
ing to be correct, too. 

It is my understanding that the question goes to whether or not 
item 9 was intended to cover other violations than those specified in 
items 1 through 8, or (a) through (h), upon which the Board based its 
action in determining an emergency and seizing the association. 

Mr. Lanican. That is correct. 

Mr. Rogertrson. I would say that the Board did not intend to limit 
its charges to those enumerated above. 

Mr. Moss. Even though this order enumerated the charges upon 
which the Board made the finding of an emergency, and the basis 
therefor, for seizure ? 


Mr. Rozertson. Yes; but information developed at the adminis- 
trative hearing may 

Mr. Moss. This does not go to the administrative hearing. You 
have seized it already. The “question before the administrative hear- 
ing, Mr. Robertson, will be the question under a different section as 
to the need of appointing a conservator. This order is the one upon 
which you have taken a final action. You have issued the order to 
size, because an emergency was found to have existed—not that it 
may exist, but you have found that it did exist, and this becomes the 
specification of the ch: arges which were the basis for the seizure. 

Now, were there other char ges considered by the Board in arriving 
at a determination of an emergency than those specified here? 

Mr. Rozerrson. Not for the emergency. 

Mr. Moss. Then the question of Mr. Lanigan is to be answered in 
the negative. 


Mr. Ropertson. If you will state that question again, I want to be 
sure [ understand it. 


Mr. Lanican. I think Mr. Moss just stated it, but it was, in taking 
action on April 19 in adopting a resolution, were there other viol: ations 
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of law and regulations considered by the Board, other than thoge 
specified in the first eight items, which are more specific ¢ 

Mr. Roserrson. No others were considered in determining that ap 
emergency existed. 

Mr. Lanican. Now, were there any other unsafe or unsound prae. 
tices considered by the Board in issuing order 13372 than those spe- 
cifically included in the first eight items? 

Mr. Rosertrson. Those eight items embrace a wide area. 

Mr. Lanigan. Then they include everything that the Board eon. 
sidered in issuing order 13372? 

Mr. Roperrson. Yes. 

Mr. Lanican. Then why did you put in paragraph 9 or (i) ? 

Mr. Rogertrson. Well, I think for two reasons. It sums up the 
earlier ones, and makes a point of unsafe and unsound operation, 
which is of course basic. 

Mr. Lanican. But that was in the first part of the resolution, as 
I recall it. You charge that they were violating laws and regulations, 
and were operating in an unsafe and unsound manner in the 
“whereas” clause. I just wondered why you added item 9 at the end 
to repeat that charge. 

Mr. Roserrson. I would say that the reason for that was to sum 
up the earlier ones, and to restate the engagement in unsafe and 
unsound operation. 

Mr. Lanican. Did you have any realization that this summing up 
item would be one that could be picked up easily for publicity pur- 
poses in connection with the press release / 

Mr. Roserrson. No. 

Mr. Lanigan. Who wrote order 13372 ? 

Mr. Roserrson. You mean what individual ? 

Mr. Lanican. Yes. 

Mr. Roverrson. I can’t answer that. It was written in our legal 
department. | 

Mr. Lanican. It was written in the legal department? I think you 
testified that on April 19, the Board unanimously decided to issue 


order 13372. Was that order prepared prior to April 19 and pre- 
sented to the Board at the meeting on April 19? 


Mr. Roverrson. Mr. Creighton. 


Mr. Cretcntron. What was the question / 

Mr. Lanican. I asked if order 13372 had been drafted prior to the 
April 19 meeting of the Board and was presented to the Board at 
that time for approval ina drafted stage ? 

Mr. Creicuron. There were several drafts of this order made, I 
am sure, and it was discussed prior to this meeting. The final draft 
was approved by the Board, which was presented to the Board at this 
meeting, and they adopted it on that date. 

Certainly this was a matter of discussion and drafting and re 
drafted several times, I am sure. 

Mr. LAnicAn. Was this proposed action discussed, then, at a num- 
ber of Board meetings prior to April 19? 

Mr. Ropertson. Yes. 

Mr. Laniean. Was the draft prepared after the Board instructed 
the legal department to prepare a draft, or was it prepared—the first 


draft, I am speaking of—or was it prepared by the legal department 
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and presented to the Board without any prior instruction by the 
Dnavd ? 

> = I don’t think I could answer that question. This 
matter has been under discussion for so long and so many different 
wavs that I think it would be quite difficult to draw a line of cleavage 
asto where it originated. a Wal lg 

Mr. Lantean. When was the first draft of this order prepared. 
perhaps Mr. ¢ ‘reighton can answer that question. Lit A] oe 

Mr. CreianTon. I can’t tell you when the first draft of this order 
was prepared. The draft of the order was not prepared voluntarily 
by the legal department. The Board instructed the legal department 
to prepare drafts of certain charges, after many discussions, and we 
prepared them. : ’ é 

Mr. LanitcAn. When did you receive those instructions ? ; 

Mr. Cretauron. I can’t tell you the exact date when we received 
the instruction, Mr. Lanigan. , 

Mr. LanteAn. Would the Board minutes show that that instruction 
had been given ? 

Mr. Cretcuton. I seriously doubt they would show that instruction. 
They would probably show there was discussion of the Long Beach 
matter. 5 

Mr. Moss. You mean the Board minutes would not reflect a direc- 
tion to the legal staff to prepare specifications and charges ? 

Mr. Cretcuton. I have serious doubts of it. They would merely 
act upon the charges when they got there, Mr. Chairman. 

Mr. Moss. What detail goes into the Board minutes. then. 

Mr. Crercuton. I can’t tell you all detail that goes into the Board 
minutes. 

Mr. Moss. Is there very much that goes into it ? 

Mr. Rosertson. Yes; the Board minutes are extensive and contain 
what we call minute entries of any item of importance. 

Mr. Moss. If you instructed counsel to prepare charges, that cer- 
tainly would be of sufficient importance to be included in the minutes, 
wouldn’t it ? 

Mr. Rosertson. Well, it may be. 

Mr. Moss. I would like to know to what extent these minutes re- 
flect Board action. 

Will you check those minutes and make that determination ? 

Mr. Ronertson. Yes; those minutes are a public record. 

Mr. Moss. I know, but I would like to have it checked to determine 
whether the instructions to counsel are reflected in the minutes. 

Mr. Ronrrtson. We will go back and pick up that information for 
you. (See p. 610.) 

Mr. Ronack. Mr. Chairman, may we inspect the minutes ourselves? 

Mr. Moss. Yes; they are a public record. 

Did you have any other questions? 

Mr. Lanican. Yes. 

Did the Board receive any recommendation from the staff that it 
appoint a supervisor-in-charge for the Long Beach institution ? 

Mr. Rorrrrson. The staff presented facts and made recommenda- 
tons, 

Mr. Lantcan. Could you give us the date upon which those facts and 
recommendations were presented to the Board ? 
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Mr. Rosertson. I suppose we could. There have been recommenda. 
tions of one kind or another on Long Beach ever since I came on the 
Board. 

Mr. Lanican. I mean the recommendation that a supervisor-ip. 
charge be appointed, that is the only recommendation we are concerned 
with here. 

Mr. Rosertson. I would have to see if there is such a recommenda. 
tion. (See p. 610.) 

Mr. Lanican. In your letter of January 5, 1960, to Mr. Gregory, 
in the next to the last paragraph you stated : ; 

Furthermore, since under any plan of conversion the resulting association 
would be insured, the Board is of the present view that it could not look with 
favor upon any plan of conversion and ultimate liquidation that did not assure 
in advance that all supervisory problems would be or had been resolved and that 
all existing litigation had been terminated. 

You recall that sentence, I am sure. 

Mr. Ropertson. Yes. 

Mr. Lanican. Now, we had a letter from the Commissioner of 
Savings and Loan for the State of California in which he said that 
the Long Beach Association made an informal filing for a State ch arter 
on February 26, 1960, and that the Los Angeles branch of the San 
Francisco Home Loan Bank was notified of that informal filing 
immediately. (See p. 263.) 

I assume that if your Board is operating efficiently, word of that 
filmg would be passed on to Washington, so could you tell us when 
did the Board or its staff learn of the informal filing made on February 
25, 1960? : 

Mr. Rozerrson. No; I can’t tell you. 

Mr. Lanican. Could you tell us, did you learn of the informal filing! 

Mr. Roserrson. Yes; I think we heard of it. 

Mr. Lanican. Would you say it was shortly after February 2%, 
1960 ? 

Mr. Ropertson. I can’t answer that. If that was the date, I would 
assume that we heard about it shortly after. 

Mr. Lanican. Well, perhaps Mr. Wyman could give us that infor- 
mation. 

Mr. Wyman. No, sir; I can’t give you any dates. I heard that such 
an application had been filed, but I don’t recollect the date or the 
approximate date. 

Mr. Lanican. Was this a telephone communication or a written 
message that you received ? 

Mr. Wyman. To the best of my recollection, I was advised of it by 
some member of the Board, our Board, and I have no recollection of 
having received the information from any other source, certainly not 
prior to that time. 

Mr. Roserrson. I think there is no—we understood that the Long 
Beach Federal was contemplating making such an application. | 
think they told us themselves. 

Mr. Lanican. But, then, did you learn—I asked if you learned that 
they had filed an informal application, and later a formal application 
for a State charter. 

Mr. Rozerrson. I think we understood from our representatives in 
Los Angeles, or San Francisco—I don’t remember which—that such 
an application had been filed. 
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Mr. Lanican. What did you do when you learned of the filing? 

Mr. Ropertson. We did nothing. ; 

Mr. Laniean. Was the matter discussed with the staff, or among the 
Board members ‘ 

Mr. Rosertson. Oh, Iam sure it was. _ 

Mr. Laniean. Did you try to ascertain whether it was possible to 
obtain money from the Savings and Loan Insurance Corporation in 
the event of seizure ? cance 

Mr. Rosertson. I am sure that didn’t enter into it at all. 

Mr. Lanican. Do you recall when you first consulted with Dr. Hus- 
band regarding the availability of funds for the seizure? — 

Mr. Rosertson. I don’t know when we discussed it with him spe- 
cifically, but we discussed it several days in advance of any action we 
- Lanican. Now, did the knowledge that the application for a 
State charter had been filed decrease the concern that you had that 
was expressed in the January 5 letter regarding conversion before 
supervisory problems had been resolved ? 

Mr. Rosertson. I am going to have to ask you to ask me that ques- 
tion again, please. 

(The question was read. ) 

Mr. Ronertson. | don’t think it had anything to do with it. 

Mr. Lanican. You mean it didn’t decrease your concern, or did it 
increase the concern / 

Mr. Ropertson. No; I don’t think it affected it. 

Mr. Lanican. Was the fact that the association had applied for a 
State charter discussed in any of the Board meetings ? 

Mr. Rorertson. Well, I am sure it was, as a matter of fact. 

Mr. Rosack. Did the issue come up that seizure would be a useful 
and effective means of thwarting that effort ? 

Mr. Ronertson. Absolutely not. 

Mr. Ronack. Did the suggestion enter your mind at any time? 

Mr. Roserrson. Well, the contemplated conversion was another 
complication, another ingredient, but it was not a determining one. 

Mr. Lanican. Was it something that may have made you feel that 
action was necessary fairly promptly to avoid another Greater Dela- 
ware case ¢ 

Mr. Rozertson. No, that had no bearing on my consideration of it, 
and so far as I know on any of the deliberations. 

Mr. Lantcan. Was that ever discussed in any of your meetings? 

Mr. Rosertson. Was what discussed ? 

Mr. Lantean. The relationship between the Greater Delaware case 
and the contemplated action of the Long Beach Savings & Loan Asso- 
ciation ? 

Mr. Roserrson. Well, I am sure that there must have been some 
discussion of them, but it was not significant discussion, or discussion 
pertinent to this order. 

AsI said earlier, the Board meets almost constantly, every day, and 
the purpose of those meetings is to exchange ideas and get informa- 
tion, and to communicate among ourselves. There are a great many 
things discussed which are not formal, or not significant, and have no 
particular bearing on an action taken. 
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Mr. Lanican. Now, you had examiners in the Long Beach Savings 
& Loan Association from January 25, 1960, up until Apr il 19, 1960, 

Did they send any interim reports to the Board which were dis. 
cussed in Board meetings ? 

Mr. Roserrson. Yes. 

Mr. Laniean. Could you tell us what the interim reports related to’ 

Mr. Roverrson. No, I think those are matters on which we claim 
privilege—judicial pr iv ilege. 

Mr. Lanican. Are you a branch of the judicial—— 

Mr. Moss. Just again I want the record to show at this point the 
Chair is not pressing on that declining to answer by the Chairman, 
but in not pressing it he most assuredly is not recognizing a Judicial 
privilege on a report from an examiner assigned to an institution 
which was received in the Board while it was meeting in an adminis. 
trative capacity. 

I think that again is an example of the ridiculous limits to which 
you people will go to try to give some respectability to your refusals 
to answer, but it is so farfetched as to almost stagger the imagination, 

Do you meet as a judicial body every day for 5 hours, sir? 

Mr. Rosertson. That is not what I said. 

Mr. Moss. You claimed judicial privilege. 

Mr. Roserrson. No, I said that the facts—— 

Mr. Moss. You did, the record will show that you claimed judicial 
privilege. 

Mr. Roserrson. But I said—— 

Mr. Moss. The report could only have facts, it could have nothing 
else. > 

Mr. Roserrson. The facts about which Mr. Lanigan has asked are 
those which will have to be the subject matter of the judicial hearing. 

Mr. Moss. Let’s let the record show they may be—you don’t know 
what is going to come up there. 

They might even inquire of the time of day down there—that might 
become a question of privilege within your very broad interpretation. 

Mr. Roserrson. It seems to me—and I am speaking now as a lay- 
man—that the question that Mr. Lanigan asked me was what did 
that information disclose, and I think those are facts which will 
have—— 

Mr. Laniean. I will put the question another way. 

What. did the reports deal with—what points? 

Mr. Rornerrson. Well, obviously they dealt with the operations of 
the association. 

Mr. Moss. Undoubtedly the judicial operation of the association. 

Mr. Lanican. You testified, I believe, that the staff did make a ree- 
ommendation regarding the action to be taken in the Long Beach ¢: 
prior to this adoption of order 13372. 

Could you tell us which parts of the staff made recommendations— 
was it the legal division or the supervisory division, or other divisions! 

Mr. Roserrson. I can only say this, that over the 314-year period 
that I have been Chairman ‘of the Board, -” Long Beach case has 
come up for discussion more than any other case we have ever dealt 
with. The recommendations came from sever al sources, from the legal 
staff, from the supervisory staff, from the 
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Mr. Moss. Mr. Robertson, that is not responsive. We are inquiring 
on a matter which was an emergency matter, not the routine, not what 
happened 10 years ago, the emergency matter, and you say that in all 
this per ‘iod there were m: ny rec ommendations. 

There was a specific question asked you, sir, on this point—was there 
a recommendation from staff—and you said “ Yes.’ 

Now, did it come from the legal staff or did it come from Mr. 
Wyman’s office ¢ , 

Mr. Rosertson. Well, if there was a formal recommendation, it 
came from both. 

Mr. Moss. Oh, do they have formal recommendations ? 

Mr. Rosertson. | am trying to say, or have been trying to say, that 
this matter has been under discussion for a long time. Everybody had 
some idea about it, what should be done, how it should be done, when 
it should be done. Those recommendations change from time to time. 

Now, if the question | you are asking me is, W hen did they crystallize, 
and when did we receive a recommendation, and from whom? I will 
undertake to try to answer it. 

Mr. Lanican. Answer the question, then, that you just rephrased. 
We would appreciate your undertaking to answer. 

You said if we asked you when “ee matter crystallized into a recom- 
mendation and who proposed ji t, you would undertake to answer, 
so [said please do. 

Mr. Ropserrson. Yes, I understand that. I don’t know the precise 
answer—I thought that was something you wanted me to look up. 

Mr. Lanican. Oh, I see, you are going to notify us of that later? 

Mr. Rogertson. Yes, I misunderstood you. 

(See p- 610.) 

Mr. Lanican. I had read this first sentence of the next to the last 
paragraph of the January 5, 1960, letter in which you said— 

The Board is of the present view that it could not look with favor upon any 
plan of conversion and ultimate liquidation that did not insure in advance 
that all supervisory problems would be settled, and litigation * * *. 

Could you tell us why the Board did not look with favor upon 
that ? 

Mr. Rosertson. When this was first discussed with us, it was dis- 
cussed very, very vaguely, in very general terms, and I "don’t think 
any of us, any one of us was able to understand just what the pro- 
posal was, but there was a suggestion or an inference that the assets 
would be transferred, and, as I recall it, a skeleton would be left 
to continue the litigation—as I say, to continue the litigation. 

Now, that meant “if there were going to be a conversion, we would 
want it to be a clean-cut conversion, and a new association. 

Mr. Lanican. Why would you want a clean-cut conversion rather 
than the type that had been discussed ? 

Mr. Roserrson. Well, primarily we were interested in having this 
whole situation cleaned up and terminated. We had been trying to 
do that—my predecessors and all of us had been trying to do it for 
years, 

Mr. Ronack. Do we understand, Mr. Robertson, that you were con- 
cerned that you would be involved in this litigation which would not 

resolved while the association would have an opportunity to go 
its business w ay, is that what you are saying? 
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Mr. Rosertson. No, I think what I said just speaks—I mean what 
I said in the letter speaks for itself. ji 

Mr. Ropack. Well, what is a clean-cut conversion—one without at. 
taching litigation ? 

Mr. Rosertson. Well, there were many—I am now telling you what 
IT am thinking now, but we would want the insurance premiums paid, 
we would want the bank stock taken care of. The Insurance Corpor. 
tion would still have its liability there, we would still be back of the 
enterprise, we would still have the liability for it. 

Mr. Moss. If you were so anxious to settle those questions, couldn't 
you have gone into court and had them settled ? 

Mr. Rosrerrson. I wish somebody more experienced than I could 
give you the history of that litigation. It is certainly not my impres. 
sion that the Bank Board obstructed the settlement of that litigation, 

Mr. Moss. Oh, the Board can hire its own counsel, can’t it? It jg 
completely free in determining who is going to represent it. 

Mr. Roperrson. I think Mr. MacGuineas on one occasion wanted to 
outline the history of this litigation, and its present posture, but | 
don’t think there is anything the Board could have done— 

Mr. Moss. Is he the Board ? 

Mr. Rosertson. He was counsel for the Board. 

Mr. Moss. The Board’s choice. 

Mr. Rovertson. He was the attorney for the Department of Justice, 

Mr. Moss. But you don’t have to have the Department of Justice 
represent you in these matters, do you ? 

Mr. Roserrson. I don’t know whether we did at the time. 

Mr. Moss. Mr. Creighton, do you have to have the Department of 
Justice represent you in these matters? As a matter of law, at the 
present time, are you required to continue the use of the Department 
of Justice, or can the Board by its own action determine to use other 
counsel ? 

Mr. Creieuton. I would like to—I think under the statute the 
Board has a right to either use the Department of Justice if they so 
desire, or they may use their own counsel, Mr. Chairman. 

Mr. Moss. That is right. They are not married to the Department 
of Justice, so it is a matter of your choice as to who your counsel is, 
If you were dissatisfied with the progress being made, you could have 
acted to expedite it. 

Mr. Rosertrson. What I should like to say is that the Department of 
Justice did represent us—— 

Mr. Moss. I know that. 

Mr. Roserrson. In this earlier period, and so far as I know, this 
Board or its legal department or the Department of Justice has 
done nothing to obstruct the settlement of this case, unless it would 
simply be by yielding to the plaintiffs. 

Mr. Moss. Well, of course, that is a matter of opinion. 

Mr. Roserrson. I don’t know 

Mr. Moss. The money was deposited in the registry of the court. 
You could have taken action to move in and claim it. 

Mr. Roserrson. Well, if that were true—— 

Mr. Moss. You could have completed your accounting. There are 
any number of things you could have done. The Board hasn’t at this 
moment approved the accounting of its previous conservator, 
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Mr. Ropertson. There are two questions. I want to ask Mr. 
Creighton to answer the first one. 44) | 

Mr. Moss. I made a statement it was a matter of opinion. I said 
that the Board was in a position to change its counsel, it was in a po- 
sition to go in and try to recover the sums which were deposited with 
the court, and was in a position to issue orders which were reviewable 
in court, and was in a position to do many things which it has not done. 
It was in a position to undertake to approve accounting by the pre- 
yious conservator, which it has not done. It has been in a position 
todo a great many things. } 

Now, the fact that it didn’t do them, and didn’t act, doesn’t relieve 
itof the responsibility, nor does it deny it the power. 

Mr. Rozertson. Is that correct, Mr. Creighton 4 

Mr. Creicuron. When this litigation was first started 

Mr. Moss. The question was, Was my statement correct as to what 
could have been done ? 

I have reviewed the litigation, and I find it as confusing as you do. 

Mr. Cretcuton. It certainly is confusing, we will all admit that, sir. 

Mr. Moss. But I do note as I have reviewed this matter, and I tried 
to because I feel that my responsibility as chairman is to have an un- 
derstanding of what I am dealing with, and as I have an understand- 
ing of what I am dealing with, and as I have reviewed it, I have been 
impressed with what appears to me to be the reluctance of the Board 
to act in a manner which insures court review of many issues which 
are locked up in this whole dispute right down to the point of never 
issuing orders, when by the testimony of the Chairman for 11 years 
unsafe and unsound conditions in the Board’s judgment have existed. 
Isaid a little earlier that this almost impressed me as being dereliction 
on the part of the Board, if it was a fact that for 11 years these con- 
ditions existed, and the Board had knowledge of them, and yet in that 
period it issued no orders to change, it took no action to change man- 
agement. It didn’t use a fraction of the tools, of the power it had 
available to it to bring this clearly to a point where it could be re- 
solved, and even in the final action, it was by an emergency seizure 
which denies the right to review the question of emergency and throws 
the whole thing over here into an administrative hearing after you 
have taken possession of the institution, and only then, after your 
examiner has completed his hearings on the question of the appoint- 
ment of a conservator, are these issues finally going to be reviewed 
in court. 

Mr. Cretcurron. Mr. Chairman, may I state that whether or not 
these issues have been determined by the courts is a question about 
which the association feels one way and the Board feels another way. 
With respect to the legal issues involved, namely, that many of these 
issues have been resolved by the circuit court of appeals, and the 
manner in which they were resolved, the suit has been dismissed on 
the ground the court lacked jurisdiction. 

Now, as I say, there is nobody—this record has become so un- 
manageable and so fantastic I don’t think there is another case in 
the lawbooks like it, as the circuit court of appeals has said itself. 
lawyers disagree and judges disagree. We feel that the courts are 


without jurisdiction; the matter pending there in the court, the court 
hasno jurisdiction over. 
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Mr. Moss. Some have gone into State courts now, h: aven’t they} 

Mr. Creicutron. Well, there was a suit originally filed in 1952 by 
the bank, the San Francisco bank, on the notes. In March, I belieys 
it was, in 1952, the association moved that this be removed to the 
Federal courts. I believe the Department of Justice opposed tha 
at that time, but it was removed to the Federal courts and a moti, 
was filed to remand to the State courts. The motion was denied, ang 
sometime, about 5 or 6 years thereafter, Judge Hall, upon his ow 
order, remanded it back to the State courts, saying that he had mad 
a mistake in ever removing it, which he certainly had jurisdiction 
to do. 

Now, then, that matter, which is a note suit, is still pending jy 
the State court. 

Mr. Moss. A lot of these things are still pending. 

Mr. Creicnton. Well, that suit with respect to the note is gj} 
pending in the State court, undecided, sir. 

Mr. Moss. That is right. 

Mr. Lanigan. 

Mr. Lanican. I just wanted to ask Mr. Robertson whether this js 
still his view, that the Board could not look with favor upon any 
plan of conversion and liquidation that did not settle the supervisory 


problems and the litigation—the statement that you made on January | 


5 is still your view ? 

Mr. Roperrson. Yes. 

Mr. Laniean. It hasn’t changed ? 

Mr. Ropertrson. No. 

Mr. Lanican. And if you can’t look with favor on this action, and 
you see it about to take place, what could you do about it? 

Mr. Rosertrson. Well, we would have no idea of what form the 
conversion might take. It might have accomplished all of thos 
things. We don’t know what would have happened, nor could we 
foresee what might happen in the conversion. 


Mr. Lanican. So you still would be unfavorably disposed toward | 


the conversion until those points were taken care of ? 

Mr. Rosertson. Well, certainly we would look with greater favor 
on a conversion to line up all these things than one which left them 
still dangling and still to be dealt with. 

Mr. Lanican. And you feel the conversion as discussed with you 
by Mr. Gregory did leave those items still dangling and unsettled! 

Mr. Rosertson. That was my impression. 

Mr. Moss. Are there any further questions ? 

(No response. ) 

Mr. Moss. Mr. Robertson, the hour you have long awaited has 
arrived. The committee will not immediately require your further 
testimony. We will adjourn now until 10 tomorrow morning, when 
we will be pleased to hear Mr. Hallahan’s views. 

The subcommittee is now in adjournment until 10 tomorrow 
morning. 

(W her reupon, at 12:55 p.m., the subcommittee adjourned until 1) 
a.m., Tuesday, June 21, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


TUESDAY, JUNE 21, 1960 


Houses or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 100—-B, George Wash- 
ington Inn, Hon. John E. Moss (chairman of the subcommittee) 
presiding. : s 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; and James A. 
Lanigan, associate general counsel of the full committee. 

Mr. Moss. The subcommittee will be in order. 

Mr. Hallahan, will you come forward ¢ 

(Whereupon, William J. Hallahan was duly sworn by Mr. Moss.) 


TESTIMONY OF WILLIAM J. HALLAHAN, MEMBER, FEDERAL HOME 
LOAN BANK BOARD 


Mr. Moss. Will you identify yourself for the record ? 

Mr. Hatnanan. My name is William J. Hallahan, member of the 
Federal Home Loan Bank Board. 

Mr. Moss. Do you have any preliminary remarks you would like 
tomake at this point ? 

Mr. Hatuanan. I think this, Mr. Chairman: There has been, I 
think, throughout the hearing a lot of discussion about the manner 
in which financial institutions are regulated, and whether the act 
requires that in each instance where the Board’s examiners find that 
a violation of law or regulation exists that a cease-and-desist order 
should be issued. 

As you gentlemen know, the banking industry is one of the oldest 
industries supervised, and one of the most closely supervised indus- 
tries, and it has been the custom in the supervision of banking institu- 
tions to achieve compliance through the negotiation and meeting 
stage, and, if I may, let me illustrate that. 

For instance, in the manner in which the Federal savings and loan 
associations are supervised, ordinarily after the examiners make their 
examination there are either supervisory letters written by the bank 
president, who is the field representative of the Board, or by the 
Office of the Director of Supervision, or in some cases they are 
brought to the attention of the Board. 
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In a number of these areas where compliance is required, it ig jy 
most cases secured through the meeting or conference method. 

I think this is important, because it is not true in a number of other 
industries or agencies in the Federal Government in which super. 
vision likewise exists. 

I think that Professor Davis in his treatise on administrative law 
points out quite incisively that this has been the historical method of 
supervision of financial institutions, and in his treatise he goes on 
with a discussion as to whether this isn’t the best method; at least it 
is the most widely followed one. 

Mr. Moss. In referring to Professor Davis, are you referring to 
Prof. Kenneth Culp Dav is? 

Mr. Hatianan. Yes, sir; and I think it has been historically true, 
Mr. Chairman. I know that you have in a number of instances raised 
specific questions as to why wasn’t a cease and desist order issued, or 
some other formal proceeding used. 

As I say, in this area, I think it has been the custom, which is still 
followed not only with respect to savings and loans, but I think with 
respect to all other financial institutions, and I think this same—al. 
though I am not familiar with it in every State of the Union, I think 
the same procedure follows with respect to supervision of State. 
chartered institutions, as well. 

Mr. Moss. Of course, I am pleased that you mentioned Prof. Ken- 
_ Culp Davis, because he has been assisting the Comptroller Gen- 

ral and my committee in the preparation of a very exhaustive study 
on the question of privilege, and while you might find yourself in 
agreement with him in his references to the administrative agencies, 
I think that you would find his observations on privilege most devas- 
tating to the position you have taken or the Board has taken before 
this subcommittee. 

Mr. Hatitanan. Iam not aware of that, Mr. Chairman. 

Mr. Moss. We hope to have that published sometime this yea 

Mr. HaLianan. 1 merely wanted to say that this was the historical 
method of supervision, and still is, for that matter—in other words, 
that there is prevention rather than cure. 

Mr. Moss. Well, you have heard the questions which have been 
asked of the Chairman of your Board and the replies made to thos 
questions here before this committee for—well, I at the moment would 
have to do a little checking to recall exactly the number of days we 
have devoted. 

Do you find yourself in agreement with the answers, would you 
adopt them as your own, or would you want to take exception to some 
of them, and, if so, in what instances ? 

Mr. Hatuanan. Well, I can’t recall all of them, Mr. Chairman, at 
this point. I am sure there would be a number of them that I might 
elucidate or elaborate on, but I can’t recall all of them offhand. 

Mr. Hoirterp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Ho.irrevp. You have been here during the hearings, Mr. 
Hallahan ? 

Mr. Hatianan. Yes, sir. 

Mr. Horirrevp. Did you make notes as to those points wherein you 
differed with the Chairman of the Board ? 
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Mr. Hautanan. No, I didn’t make specific notes. 

Mr. Horirtetp. We asked the Chairman if his statement was to be 
considered as the statement for the full Board, and we were assured by 
each and every member, including yourself, that it was. 

He was given intensive and extensive questioning in regard to the 
nine charges which the Board claims constituted an emergency. 

Now either you are in agreement with those nine charges, that they 
are valid charges and they constitute an emergency under the meaning 
of the act, or you are not. 

Mr. Chairman, I suggest that Mr. Hallahan take the nine charges 
to which he subscribes and, beginning in orderly manner, one charge 
after another, beginning with the first one, indicate to this committee 
wherein he differs from Mr. Robertson, the Chairman of the Board, 
and Mr. Robertson’s interpretation. cup 

Lalso suggest that if he wishes to waive privilege, or exert privilege, 
that he signify in each instance his position in regard to privilege. 

It has taken several days here, it is getting along toward the end 
of the Congress, and if necessary, of course, we can go through the 
game way as we did with Mr. Robertson with intensive questioning. 
However, we can shorten this by moving in the way that I suggest, if 
Mr. Hallahan wishes to move that way, giving him ample oppor- 
tunity to take each charge and comment on it, and either accept Mr. 
Robertson’s position on it or point out to the committee wherein he 
differs, and it might be by this method that we could avoid several days 
of the committee hearings. 

If not, if it is necessary for several days of committee hearings, I 
am perfectly willing to go through the time that is necessary to place 
upon the record Mr. Hallahan’s complete views on this subject. 

Mr. Hattanan. Well, Mr. Chairman, may I say at the outset that 
as Congressman Holifield said, I am in agreement with the statement. 
It was a joint statement of the Board, as you know, and I am in agree- 
ment with it. 

I couldn’t say that my replies to all of the questions that were asked 
the chairman would be the same. By that I mean I don’t know that 
I would have answered them in exactly the same manner. 

Mr. Moss. Would there be substantive difference ? 

Mr. Hattanan. With respect to the question as to whether the 
charges constituted an emergency, in my mind the answer would be 
no, there wouldn’t be any question. 

As I say, I don’t remember all of the specific questions, and I don’t 
have a note on every one of them. 

Mr. Houtrrevp. Mr. Chairman, may I have the answer to Mr, Halla- 
han read back to me? I was distracted trying to get something from 
the files. 

(Answer read.) 

Mr. Hourrrecp. Mr. Hallahan, if I understand you right, the seizure 
under the guise of an emergency was predicated upon the charges, 
the nine charges, that they did constitute an emergency. And these 
were the charges given to the newspapers, they were the charges which 
caused that—that and the subsequent seizure which caused the run 
on the bank. 


If these charges did not constitute an emergency, then what did 
constitute an emergency ? 
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Mr. Hatitanan. Mr. Holifield, I didn’t say they did not. 
Mr. Howirtecp. What did you say ? 
Mr. Hatianan. I said in my opinion they did. 
( Answer re-read. ) 
Mr. Stoane. There wouldn’t be substantive difference. 
Mr. Horirrerp. I must admit the answer is somewhat ambiguoys 
You could say there wouldn’t be an emergency. ; 
Mr. Hatianan. I don’t think the other gentlem: an got that impres. 
sion. I think I might say one further thing. 
Mr. Hottrtetp. You do think the char ges constituted an emergency 
under the act which called upon the Bo: ard to make this seizure ? 
Mr. Hartianan. Yes, sir. I would say one thing, Mr. Chairmag, 
and I know it is a matter which has concerned the committee, and 
I want to make this crystal clear with respect to the forthe oming 
hearing, and that is that we would be glad to make daily tr: anscripts 
of that hearing available to the committee. There Was some question 
raised as to the length of time in which the factual information that 
might be dev eloped : at the hearing could be available to the committee, 
I think we want to make it cles ar that we would be glad to make— 
not only to have the committee or its representatives. in attendance, 
but to have ds ily transcripts of those proceedings given to the com- 
mittee for its consideration. 

There is one other thing. 

Mr. Houirrevp. May I ask at that point, Mr. Hallahan, will you 
appear as a witness before the hearing examiner ? . 

Mr. Hatitanan. I don’t expect to. 

Mr. Hortrrevp. Will your Chairman appear as a witness ? 

Mr. Hatrauan. I don’t think any members of the Board 

Mr. Houirrerp. You know an application has been filed, do you 
not, before the Federal Home Loan Bank, Robert Hislop, trial ex- 
aminer, in which the Long Beach Federal Savings & Loan Associa- 
tion has asked for issuance of subpenas and subpenas duces tecum, 
for the testimony of Albert J. Pp Aeataoe. Ira Dixon, and William 
Hallahan before the examining boat Wyman, Mr. Ault, Mr. 
Konecky, Mr. Harrington, Mr. Adams, Mr. Newell, and Mr. Husband. 

Also subpenas duces tecum for the production of documents and 
records from Mr. Robertson, Mr. Dixon, Mr. Hallahan, Mr. Wyman, 
Mr. Ammann, Mr. Ault, Mr. Konecky, Mr. Harrington, Mr. Adams, 
Mr. Newell, and Mr. Husband. 

Mr. Harranan. I wasn’t aware of the document. 

Mr. Houtrtecp. Well, let’s see what is the date. 

Mr. Gregor y, when was this filed ? 

Mr. Grecory. It was filed and served yesterday. 

Mr. Hourrrmrp. And served yesterday ? 

Mr. Gregory. Yes, sir. 

Mr. Houirterp. Who did you file this with ? 

Mr. Grecory. The trial examiner. 

Mr. Hotirrevp. Oh, this was filed with the trial examiner. Now, 
you will have to rule on this—your Board will have to rule on this, 
Mr. Hallahan. Is it within your contemplation at this time that you 
will accept this subpen: 1 to appear as a witness? 

Mr. Hatianan. Could Mr. Sloane answer the matter with respect 
to the provisions of the statute ? 
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Mr. Houirrevp. It is all right with me, Mr. Chairman. What we 
seek is an answer for the record. 
~ Mr. Stoane. Iam not sure I understood the thrust of your question, 
Mr. Holifield. Do you feel that the Board will have to pass upon 
whether or not the subpenas will be issued ? 

Mr. Horirrerp. Oh, no, the subpenas have been issued and filed— 
application Tor them—but the Board will have to pass, I suppose, on 
the application. It is an application before the Federal Home Loan 
Bank Board, and Robert Hislop, trial examiner, in regard to orders 
13372, 13440, 13512, and it seeks to subpena it applies for the is- 
suance of subpenas, and subpenas duces tecum. 

Mr. Stoane. Well, the statute—and this, of course, is section 5(d) 
(1) of the statute, states that the Board or its designated representa- 
tive shall have power to administer oaths and affirmations and shall 
have power to issue subpenas and subpenas duces tecum, and shall 
issue such at the request of any interested parties, and my understand- 
ing of that, sir, is that the hearing examiner would issue them, and he 
need not have the approval of the Board to issue those subpenas, as 
lunderstand it. 

Mr. Ropack. So that, if the trial examiner decides to issue the sub- 
pena, the Board will have no option but to appear; is that right? 
Doesn’t that follow from what you said / 

Mr. Stoanr. Not necessarily, sir. I merely said the trial examiner 
would determine whether or not they should be issued. 

Mr. Rosack. And if he determines they should be issued, will the 
Board not have to appear? 

Mr. Stoane. I think we would have to determine that at that time. 
That is not something I am prepared to answer here. 
itany study at all. 

Mr. Rozack. If he makes a determination that the Board wouldn’t 
honor, is it a determination ¢ 

Mr. Stoane. Well, of course, the statute, as Mr. Creighton points 
out tome, goes on to state— 


I haven’t given 


and the Board or any interested party may apply to the U.S. district court of 
the district where such hearing is designated for the enforcement of such sub- 
pena or subpena duces tecum, and such court shall have power to order com- 
pliance therewith. 

Of course, if that were done, there would be no question. 

Mr. Ropack. If you don’t honor it—— 

Mr. Stoane. The court would then, of course, consider it, and this 
a matter which ultimately may be determined by the court, so it is 
not entirely in the Board’s hands. 

Mr. Rosack. What would be the position of the trial examiner or 
the Board with respect to the pendency of the administrative hearing 
ifand when such an application were made to the court? What would 
be the status of the administrative hearing if and when an application 
were made to the court? Will the administrative hearing go on and 
other witnesses be heard, or would it be held in suspension until the 
sue is determined ? 

Mr. Stoane. Well, I assume that would be a matter for the deter- 
mination of the trial examiner, certainly. He has that discretion to 
make that determination. 
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Mr. Moss. Now, I am appreciative of the offer of a daily transcript 
but I would point out that this committee had as the announced pur. 
pose of its study an inquiry not into the hearing of June 27, or the 
question of the appointment of a conservator, but rather the action 
taken by the Board in issuing order 13372, which is a final, official] 
order of the Board where it has acted summarily upon its own motion 
and an action which is not a part of the June 27 hearing. 

The question of emergency is not before the examiner. The ques- 
tion of the appointment of a supervisor in charge is not before the ex. 
aminer, only the issue of appointing a conservator is to be considered 
by the examiner. 

Whether or not the committee will be interested in the June 97 
hearings is a matter for future determination. 

Do you subscribe to the plea of privilege entered on behalf of the 
Board ? 

Mr. Hartianan. Yes, I do, Mr. Chairman, and for the reasons that 
I believe, as the court said in the Beacon case, that the facts, all of the 
facts which relate to the appointment of a supervisory representative 
are merged in the subsequent hearing, and that as a matter of law that 
although the emergency is there, the facts are merged. 

Mr. Moss. Well, on the record as it has evolved over the past week 
or two, it would be my opinion without conceding that there was a 
privilege, that had there been, the resultant discussions and responses 
on the part of the witness effectively dismantled the privilege. 

I don’t imagine that I would have great difficulty in getting almost 
unanimous opinion from attorneys other than those employed by the 
Board on that point. : 


I have spent a long time studying claims of privilege. If you have | 
it, you protect it scrupulously, you don’t open any doors, because | 


when you do it disappears. 


This record would show to the satisfaction of almost anyone that | 


what might have been isno longer. You are an attorney, are you not! 

Mr. Hatianan. Yes, Iwent to law school, Mr. Chairman. 

Mr. Moss. Well, it appears, then, that our route again shall be the 
long and wandering one. 

We had a question yesterday, and I think, Mr. Lanigan, it might 
be well for you tostate it. 

Mr. Laniean. Yesterday I asked Mr. Robertson if he could get us 
the date on which the discussion between the Board and the staff 
crystallized into a recommendation that action be taken to put a super- 
visor in charge in the Long Beach Federal Savings & Loan Associa- 
tion, and his answer was that he would undertake to get the informa- 
tion as to when the recommendation was received, and from whom. 

I was just wondering if you have that information available today, 
either you or Mr. Robertson. 

Mr. Harianan. I don’t happen to have it, Mr. Lanigan. 

Mr. Moss. Mr. Robertson, do you have that information available 
today ? 

Mr. Rosertson. No; I do not. ; 

Mr. Moss. How long will it take to get it for this committee's use! 

Mr. Roserrson. Well, I think we could do it during the noon hour. 

(See p. 610.) 

Mr. Moss. If you would, it would be appreciated. 
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Mr. Houtrtevp. Mr. Chairman, I want to have a matter entered into 
the record. , ; 

On June 10, Mr. Dixon appeared before this committee and handed 
usa letter from Dr. Paul F. Dickens, under date of June 10, in which 
itis stated : 

Regarding Ira Dixon, this is to certify that Mr. Ira Dixon has been a patient 
nder my professional care since 1952 for coronary heart disease. In No- 
poor 1957 he had an operation on the vocal cords. After his examination 


made this date, I have to recommend that he be required to take a vacation 
) 


of not less than 2 weeks and out of the city of Washington. — He has been in- 
structed as to his limited capacity for work or exercise until he is again examined 
at the end of the period of 2 weeks. It is hoped that after this period he will 
have improved sufficiently to return to the office. 
Very sincerely yours, 
; PAUL F. DICKENS. 

Upon the appearance of Mr. Dixon before the committee and his 
discussion with the chairman and myself, the chairman graciously 
granted the request for Mr. Dixon to be relieved of appearing before 
the committee. ! 

On Tuesday, the 14th, in the Washington Evening Star, an article 
appeared under the title “Savings Industry Urged To Exert Restraint 
on Dividend Rate Rise,” and the first paragraph is as follows: 

Voluntary restraint is good sense rather than restricting laws and regulations 
were urged upon the savings and loan business yesterday— 


that would be on June 13— 


by Ira Dixon, member of the Federal Home Loan Bank Board. He addressed 
the Pacific Northwest Conference of Savings & Loan Associations at Salt Lake 
City, Utah. 

Upon inquiry, we have been told that Mr. Dixon did appear in Salt 
Lake City on June 13, that he did make a speech at that time, not- 
withstanding the fact that we had been told that he was unable to ap- 

r before this committee and respond to questions, notwithstanding 
the fact that he had asked to be relieved of that obligation, which the 
chairman granted. 

I want the record to show the facts in this case, and if they be dif- 
ferent, I would suggest that the Board at this time correct any state- 
ment which is not factual. 

Mr. Moss. Do you have a copy of the speech ? 

Mr. Houirrerp. Mr. Lanigan, do we have a copy of the speech Mr. 
Dixon made in Salt Lake? 

Mr. Lanican. We have a copy available. I am not sure I have it 
right here, but we do have a copy of the speech. 

Mr. Houirterp. Do you know how many pages it was? 

Mr, Lanican. I will see if I can find it. 

Mr. Houirrerp. I understand, Mr. Chairman, it is a 30-minute 
speech. 

Mr. Lantcan. It was quite a lengthy speech. 

Mr. Moss. Well, the staff will determine from Mr. Dixon when 
urangements were made for the speech, how long in advance they 
weremade. The speech definitely was given. 

Imight point out that it is the policy of any committee which I chair 
to recognize the fact of illness and to be most liberal in accommodat- 
ing those who are ill, but I am not appreciative of a request to be 
éxcused when the person has in mind at that moment the undertaking 
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of a 3,000-mile flight and the participation in a convention and the 
delivering of a speech of some 10 pages, which I would assume con. 
sumed approximately 30 minutes 

I might point out that the opening sentence in that speech is, and] 
quote : 

My attendance at the Pacific Northwest Conference this year is an occasion 
to which I have been looking forward. 

If that was the reason for the request by Mr. Dixon at that time, 
he should have requested to be excused on the basis of the fact that 
he had entered into an earlier commitment. 

I have no question that he is ill, but certainly if he was in a condi- 
tion to deliver this speech, he was ina condition to respond to legiti- 
mate inquiries of this committee. 

The matter will be placed in the record, together with a copy of the 
speech and the newspaper article. It is a ‘matter upon which Mr. 
Dixon will be queried at.a later date. 

(The information referred to above is in the subcommittee files.) 
Mr. Moss. Mr. Roback. 

Mr. Rozpack. Are youa lawyer, Mr. Hallahan? 

Mr. HaLnanHan. Yes. 

Mr. Moss. Would you state for the record at this point your baek- 
‘ound ¢ 

Mr. Hattauan. My home—I was born in Corning, N.Y. I went to 
elementary schools and went to college at Syracuse University, law 
school at Georgetown. I was in the service and then affiliated with 
the Banking and C urrency Committee for about 9 years. I have been 
with the Board since the fall of 1955. 

Mr. Moss. What were your duties with the Banking and Currency 
Committee ? F 

Mr. Hauianan. I was clerk and counsel of the committee, Mr. 
Chairman. 

Mr. Moss. You have had no active experience in either banking 
or in building and loan agency operations ? 

Mr. Hattanan. Not in an institution; no, sir. 

Mr. Moss. After leaving law school, you became affiliated with the 
staff of Banking and Currency ? 

Mr. Hatianan. That is right. 

Mr. Moss. And that is the only position you have held ? 

Mr. Hatianan. That is correct, sir. 

Mr. Moss. You then became a member of the Board. 

Mr. Roback. 

Mr. Rosackx. Did you have any hand in the preparation of the 
statement presented by Mr. Robertson? 

Mr. Hatxanan. Yes. I went over the statement, Mr. Roback; 
yes, sir. 

Mr. Ropack. Was it presented to you as a draft or did you essay 
to compose it in some part ? 

Mr. Hatianan. I think that it was basically a draft which the 
Board went over. 

Mr. Rowack. The draft came from the General Counsel, did it! 

Mr. Hatianan,. I believe it did; yes, from his office. 

Mr. Ropack. Mr. Robertson testified some days ago but could not 
enlighten the committee on what is the meaning and effect of the 
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| the yarious citations which had been presented in support of the claim 
— of judicial pr ivilege. 

Now, did you at the time you approved the statement know what 
ndI | these citations were? Did you know the background of them? 

Mr. Hattanan. I believe I knew generally ‘what they were, Mr. 
‘asion Robac kk. 


Mr. Ropack. And subsequently in listening to Mr. Robertson’s 


time, testimony, did you go and do some homework on these citations? 
that | Mr. HALLaAnan. Just a little; I haven’t read all of the cases. 

Mr. Rosack. Did you try to refresh your memory after Mr. Robert- 
ondi- son testified ? 
giti- Mr. Havuanan. I h: ave just an offhand familiarity with them, yes. 

Mr. Rornack. What is your professional opinion of the citations in 

»f the support of the claim—I mean, do you think that the claim is related to 
Mr. | the citations? 

Mr. Hatiauan. I think in this area, Mr. Roback, you get into the 
8.) whole field of administrative law, and in the duties or responsibilities 


which the Congress has laid down to particular agencies. 
As the chairman and other members of the committee know. there 
are a number of agencies in the Government that exercise a judicial 


back. power, they exercise executive and legislative powers, and I guess the 
chairman well ar I didn’t realize you were familiar with Pro- 

ent to | fessor Davis. I don’t know the man, but he is an expert in this field. 
, law This is an area that has been growing in government at both the Fed- 
with eral and the State levels. I presume it is something that the legisla- 
> been tors, themselves, have found to be necessary and practicable in order 

tomake government work. I presume it flows out of the broad areas 

‘Tency of economic and social legislation which the Congress and the State 


legislatures pass for the public interest to meet 
, Mr. problems that face all—— 
Mr. Ropack. Excuse me, Mr. Hallahan, I am sure the committee is 
nking generally acquainted with the development of administrative law. I 
don’t think there i is any question raised about that. 
Mr. Moss. I might make the observation, you say that the legisla- 
th the | tures have probably determined this was necessary in the public in- 
terest. I believe that they are most of them now in the process of 
reappraisal, wondering if they haven't created, in fact, a monstrosity 
| which could destroy freedom quite effectively. 
| Mr. Hartanan. Yes; that is a problem, Mr. Chairman, as I under- 
| stand it, and it has been under review and under consideration, I 
guess, probably for the last 30 years, and probably even before that. 
I don’t think that any statute is perfect, including the one that we 
operate under. 
oback; Mr. Rosack. Consider, Mr. Hallahan, the statute under which you 
operate. It was testified yesterday by Mr. Robertson that section 
d(d), a mandate on the Board to pass a formal resolution and give due 
notice if there were alleged violation of a rule or regulation, had been 
used one time in 6 years—one single time. 
Then I asked Mr. Robertson what the word “shall” meant to him, 
and he couldn’t construe it beyond what the word said. 
It is interesting to observe, and you probably can enlighten the 
uld not | committee, that some years later the ‘Board went to the Congress and 
of the | said, “Let’s change the ‘shall’ to ‘may.’” The Board has been “may- 
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ing” all along, but it wanted the Congress to change the word from 
“shall” to “may.” 

Are you familiar with that? 

Mr. Hatianan. I don’t recall that specific thing, Mr. Roback, 

Mr. Ropackx. Mr. Robertson wasn’t familiar with it either, but he 
presented it. 

So you see you have the case of an administrative agency which 
sometimes exerts a tremendous amount of power, but specifically 
ignores what Congress intended, and this is as good a case as any- 
body can cite, isn’t it?—I am talking about 5(d) (1). That is as good 
a case as anybody can cite of an administrative agency which ignored a 
congressional enactment, because surely the Congress didn’t legislate 
idly on the matter, but the Board was idle on the matter. 

Mr. Hatxanan. I think, and I say this sincerely, Mr. Chairman 
and Mr. Roback, that this brings up this whole area of how financial 
institutions are supervised. You have it, as 1 say, in almost all aspects 
of the Federal Government, and I am quite sure that it is true in the 
State governments with respect to supervising financial institutions, 
that historically they are supervised—the affairs of the people that are 
supervised are worked out through the negotiation and conference 
method rather than the issuance of orders in each particular case where 
there is a violation. 

Mr. Ho.irrevp. But, Mr. Hallahan, you are not making the argu- 
ment before this committee that these words are meaningless, and I 
read them to you. It says: 

It shall— 
speaking of the Board— 
by formal resolution state any alleged violation of law or regulation and give 


written notice to the association concerned of the facts alleged to be such viola- 
tion— 


and then there is an exception— 


except that the appointment of a supervisory representative in charge, a con- 
servator or receiver shall be exclusively, as provided— 


and so forth and so on, and then it says: 


Such association shall have 30 days within which to correct the alleged viola- 
tion of law or regulation and to perform any legal duty. If the association con- 
cerned does not comply with the law or regulation within such period then, the 
Board shall give such association 20 days’ written notice of the charges against 
it and of a time and place at which the Board will conduct a hearing as to such 
alleged violation of duty. 

Now, here is spelled out a procedure which could have been used, and 
which was intended to be used, as the legislative history shows, for the 
purpose of giving an association its day to explain itself under a formal 
order before seizure. 

Now, it is true that you have the exception in there, and you chose 
to use the exception, and this is in accord with the statute. 

The subject before this committee is, was there an emergency which 
is the only justification for the appointment of a supervisor in charge, 
Did an emergency actually exist, and why was not the procedure used 
which would have entitled the association to know in advance of seizure 
the specific things which it was doing wrong and from what to cease 
and desist, and how it should comply, and what it should do to correct. 
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All of these questions occur as a result of your failure to take a method 
which was written into the act when you were the chief counsel of the 
Banking and Currency Committee, and I am sure you are familiar 
with Mr. Multer’s questions and testimony and Mr. McDonough’s ques- 
tions and testimony and Mr. McAllister’s testimony and Mr. Cole’s 
testimony, and yet you sit here and tell us that the history of super- 
yisory regulation is one of informal discussion, and so forth. 

Of course, this may be true, but there does come a time when failure 
tocomply, failure to cease and desist, does call into play certain formal 
action, and to tell us that you haven’t done it is no excuse for not doing 
it. You tell us that you haven’t complied with this method, which 
would have given a $96 million association some opportunity to present 
its case privately before a run was caused upon the bank and before its 
destruction was determined by the course of events which followed 
seizure and publication of these charges. You tell this committee you 
rely on some book that was written—some vague history of adminis- 
trative procedures in the face of a clear mandate to correct a situation, 
and I want to read to you something, if I may, right at this point, 
because I think it is very pertinent. 

During the hearings on the 1954 legislation, Mr. Multer, a committee 
member, referred specifically to the Long Beach case when he said: 

Mr. Chairman, this proposed change in the law was initiated primarily because 
it was charged that at least in one instance they went in and took over a per- 
fectly solvent association and wound it up. Isn’t that what brought this up, 
and there was no way of reviewing that action of the Board? 

And the then Board Chairman, Mr. McAllister, Walter W. Mc- 
Allister, first confused Long Beach Federal with the San Diego Fed- 
eral which was another case, and then he said he was not too well 
posted on the matter, whereupon Mr. Multer said: 


It was that kind of situation this is primarily intended to cover— 
and Mr. McAllister said: 


Yes, sir; in other words, as the law stands right now, we have the authority to 
go in and appoint a conservator, and that seems to be a foolish thing to do if 
the institution is solvent. 

In the printed text of the hearings this word is rendered “insolvent,” 
but obviously it is a transcription error, and I think we can agree upon 
it. It was, in other words, an inadvertent typographical error, no 
doubt. 


So we read it as “solvent,” and— 


is merely guilty of violating the law or some of the rules of the Board, and this 
will give us a practical means of discussing and arbitrating and settling such 
disputes. It gives the association and its management a protection that it does 
not have today from what might be termed capricious acts on the part of the 
Board. On the other hand, it does retain full authority on the part of the Board 
to step in and take over an institution if it is necessary to do so, immediately. 


Mr. Multer continued his interrogation and stated: 
I know you are going to do your best not to have a repetition of the California 
situation. Since it has happened once, it may happen again. Let us try to 
avoid it as best we can. 

Whereupon Mr. McDonough, majority member of the committee, 
instrumental in formulating the legislation—and if you will remem- 
ber, at that time the Republicans were in control of the Congress, and 
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I understand it was Mr. McDonough that advanced the amendment— 
stated, and I quote: 

Of course, this whole section is designed to prevent a situation like that 
developing. 

Then during the hearings held by the Senate Banking and Cur. 


rency Committee, the then “Housing and Home Finance Administra- 
tor, Mr. Albert C ole, stated : 


Presently the Board has rather broad powers with respect to the appointment 
of conservators and receivers. However, even under these broad powers, the 
Board presently has no means except through the appointment of a conseryg- 
tor or receiver to enforce the laws and regulations under which Federal savings 
and loan associations operate. The bill would therefore provide a method for 
the enforcement of law and regulations without the necessity of the appointment 
of a conservator or receiver, and would also establish standards and procedures 
for the appointment of conservators and receivers. 

Explaining that the bill was the result of cooperative effort be- 
tween the savings and loan industry and Government oflicials “work- 
ing together to dev elop a constructive solution to a particular ly vex- 
ing problem,” Mr. Cole introduced Chairman McAllister, who was 
asked by Senator Bush how these proposed new procedures differed 
from those used in the past with respect to an emergency requiring 
the appointment of a conservator, and thereupon Chairman Me. 
Allister replied: 

We endeavor to get the institution to comply. In the event the institution 
does not comply, we will say it is entirely solvent; our only recource is to take 
charge and put in a conservator. It seems utterly ridiculous to put a solvent 
institution in the hands of a conservator. 

Chairman McAllister went on to say that, in addition to formaliz- 
ing the administrative machinery, the other purpose of the bill was: 
to protect the institution and management from the capricious and arbitrary 
acts of the Board. If the Board were simply to make up its mind it wanted 
to take a certain action with regard to an institution, they could cause that in- 
stitution’s management considerable embarrassment, if not loss and cessation 
of business. 

Then Senator Bennett asked Chairman McAllister to point out the 
type of issue or disagreement which occasioned the new legislation, 
and Chairman McAllister replied: 

We have a well-known case, that of the Long Beach Federal, Long Beach, 
Calif., that has been in the courts for about 7 years, and they have had various 
kinds of congressional hearings. It is my honest belief that if that statute 
had been in force at that time, the difficulty could have been avoided. 

Now, did he mean if this statute which has been passed had been 
in effect that they could have used the method of formal] notification 
and discussion, and so forth, or did he mean the part of it which 
allowed you to go ahead under an emergency and seize it and do 
exactly the same thing to the institution that you did in 1946? 

Mr. Hatnanan. I am not familiar, Mr. Holifield, with eve rything— 
Tam unfamiliar with most of the things that went on in the 1946 case. 
I assume, and this is just an assumption on my part, what Mr. McAl- 
lister meant was in his judgment if these provisions had been in effect 
at that time, in his judgment they could have been used rather than 
the procedure which was used. 

Mr. Hourrrerp. Yes. 
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Mr. Hattanan. Now, this brings up this question. We have had at 
Jeast one case that I can recall, and I believe that Mr. McAllister was 
on the Board at that time, where the emergency powers were used, and 
the association was a solvent institution, and that was the Beacon case. 

Mr. Houirretp. Now, were the situations ident ical? 

Mr. Moss. Wasn’t there a concentration of GI loans involved there ? 

Mr. HatnaHan. Yes; it happens as a matter of fact there are a 
reat number of GI loans, Mr. Chairman. That had nothing to do 
with the Board’s action in that particular case. That happens, as I 
cay, to be a fact, but it didn’t relate to the Board’s action in the Beacon 
case. , 

I suppose that at particular times in particular cases, and with 
respect of particular cases different people would have different judg- 
ments, but this question—I don’t think there was any question about 
the legislative intent of the 1954 act that it was designed to give the 
Board some authority that it could use short of the more drastic 

Mr. Houirtevp. Seizure. 

Mr. Hatianan. Short of the more drastic remedies previously 
available to it. 

Mr. Hottrtetp. I followed that closely because of my interest in 
the matter, because of the previous hearings which I chaired, and I 
watched that legislation both in the committee and on the floor of the 
House. 

I think many of us who were interested in the matter thought that 
now we had at least provided a method which could be used commonly 
and judiciously wherein some law or regulation which had not been 
complied with, formal notice could be given, privately, it wouldn’t 
have to be published in the newspapers. 

The association would be given its chance to comply, and then, of 
course, if it did not comply the Board could go ahead with its more 
drastic measures. 

Mr. Hatnanan. What I was saying, Congressman Holifield, was 
that I think that the application of the particular measures authorized 
probably, or have to have some relationship to the case at hand. 

Mr, Howirietp. Oh, I think it should, absolutely. 

Mr. Hatnauan. In this case, the Board—as you know, I would 
imagine that every new member, and there have been several changes 
inthe membership of the Board, as you know, who went on the Board, 
and probably the first thing that they wanted to do was to settle 
Long Beach, and I am sure that was the case with my predecessors, 
and Lam sure that was the case with the present Board, that a sincere 
ellort would be made to settle what everybody I believe realizes is a 
very complex matter, and it had some history previously—— 

Mr. Houtrreip. I know it is complex, but could you not at any time 
by Board regulation have accepted a trial on its merits in the courts 
and had this decided, and this cancerous sore removed from the body 
ofthe national savings and loan system ? 

Was it not within your power in the Board at any time, or any pre- 
nous Board, to have passed a resolution accepting a trial on its merits 
inthe courts ? 

Mr. Hantanan. I think it would be in the power of any Board to 
do that, Mr. Holifield, but I think, as I say, in this case the Board 
over the years had a number of conferences, quite lengthy conferences 
with the management of the association. 
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Mr. Houtrrecp. And you came close to settlement on a number of 
occasions. There were only a few points left unresolved in the offer 
and in the negotiations, and at that point could you not have settle 
by allowing those points that were still unresolv ed to come to a trial 
onits merits? And why didn’t you? 

Mr. Haxianan. I don’t know that it was quite that simple, My 
Holifield. 

Mr. Houirtevp. Well, different board chairmen have made optimistic 
statements. Certainly Mr. Gregory has made optimistic statements 
to members of Congress no later than a few months ago. He ec came 
back in the late fall of 1959 and came by my office : und said that it 
seemed to him that they were nearing an agreement, and I never had 
any further contact with Mr. Gregory on the matter until Mr. ( Gregory 
notified me that he had been seized. t 

Mr. Robertson, I guess it was, notified me by letter, and almog | 
simultaneously—I don’t know which preceded—I believe I was out 
of town, yes, IT was out of town for the d: ay, and the letter did arrive 
on my desk on a Saturday when my office is closed, and I got the first 
glimpse of it on the following Monday. 

In the meantime, of course, I had hada phone call from Mr. Gregory 
telling me that again he had been seized, so this was my first notifiea- 
tion that the procedure of negotiation was not proc eeding, and that | 
there weren’t still hopes that a settlement could be arrived at. 

Mr. Hatiranan. Well, Congressman Holifield, in that intervening 
period the Board had long and unusual conferences, I might say, with | 
respect to our normal ope ration, with this institution to go over all 
of the matters that were of concern to the Board. 

Mr. Horirrevp. Before the January 5 letter / 

Mr. HaLtuanHan. Yes. 

Mr. Houtrrecp. Well, I am aware of the negotiations which o- | 
curred before, when Mr. Gregory was back here in the fall of 1959, 
because he came in and reported to me. ! 

Mr. Hatianan. And inthe fall of 1958. 

Mr. Houirretp. Yes, I knew about those, too, but bringing it up to | 
the date of the January 5 letter, there were no conferences after that | 
with Mr. Gregory, were there ? 

Mr. Hattanan. No, there were no further conferences. 

Mr. Hoririecp. But there were conferences on the part of the Board | 
and its members on the problem in February and March, we are told— 
at least during February and March, w hen in those conferences the 
subject of seizure was discussed. 

Mr. Hatianan. Yes. What I was saying is that the concern of the 
Board about the operations of the institution were gone into at great 
length and in great detail in both the 1958 and 1959 conferences. 

Mr. Houtrtetp. I understand, and then on January 5 you wrote the 
final communication which indicated displeasure, but it did not con- 
tain any directions of the Board as to what they should do. It did 
not—there was no formal supervisory letter given to them to ceas 
and desist, or to correct the situation, even though this had been a 
matter of conference with Mr. Gregory, and at that point does it not 
seem to you that ordinary justice and prudence would have been 
served to have taken the step provided for by Congress? Why didnt 
you take that step ? 
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Mr. Hatianan. | think without any question, Congressman, that 
the conferences—and I keep repeating that, in which all of the details 
of the operations of the association were gone into in both 1958 and 
1959. 

I don’t think there was any question with respect to the Board’s 
concern about those operations, even though there weren’t formal 
communications. é 

Mr. Houirretp. Yes, but you are facing a determination to seize 
an institution and w reck it absolutely destroy an institution in a 
city the size of Long Beach, a $96 million institution. You come to 
that point where compliance has not been obtained by informal con- 
ferences, and so forth, and you must make up your mind at that time 
whether you are going to give this association a chance to live, or 

whether you are going to decree its death, and so you took the method 
which decreed its death, its financial death, and it is dying day by 
day. 

So you made that determination. Now, why did you make that 
determination? Why didn’t you take the ‘other route? No one has 
explained that to this committee. The route was there for you to 
take. Congress had provided it. You helped draft the legislation; 
you were acquainted with the history of the legislation, and its pur- 
pose, and the reason for it being there. 

Why at that point as a man who knew the background of this 
legislation, better possibly than any other member of the Board at 
that time—maybe Mr. Dixon knew it as well, I don’t know what his 
knowledge was on the Senate committee, but at least you knew it 
because the bulk of the testimony on the subject was before the House 
committee. 

Now, why at that time, can you tell this committee why you did not 
at that time issue a formal order ? 

Mr. Hatianan. Mr. Holifield, all of this, of course—— 

Mr. Hortriep. Is this a fair question, Mr. Hallahan? I just want 
to know. Is it a fair question when I ask you why you didn’t take 
the method which Congress provided, which was an alternate method— 
just answer me the question. Both of us have worked long in Govern- 
ment. I have a high respect for your ability. I always had a high 
respect for your ability when you were on the Banking and Currency 
Committee. 

There is no ill feeling between you and me. There has never been 
a cross word between you and me in the years that you served on the 
Banking and Currency, and I had contact with you at different 
times, and I have attestations from friends of yours that you were 
a competent member of the staff; they had confidence in you, and 
they can’t understand this matter, either. 

have talked to some of the members of the Banking and Currency 
Committee that was involved, I have shown them the { testimony, and 
all they can do is shake their head. 

Now, can’t you just be frank for 1 minute and tell this committee in 
plain words why it was that you did not take the alternate route 
which you helped to frame into legislative language ? 

Mr. Hannan. AN. Well, as I say, » Mr. Holifield, I don’t think you can 
discuss any case in the abstract. I think that 

Mr. Hotrterp. I am not discussing this in the abstract. 
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Mr. Hatianan. I know you are not. I am saying that I don} 
think that judgment can be applied in the abstract, although they can 
be discussed. 

In the situation here, obviously there are a number of facts that 
exist and did exist and will be brought out in the administrative 
hearing. 

The Board has taken the position that it shouldn’t discuss these 
matters at this particular time because it has other responsibilities 
with respect to this particular case. 

I don’t—and I say this sincerely ——— 

Mr. Houtrrecp. I know you do. Iam not going to complain about 
your sincerity or your motivation, but I have seen many witnesses 
before congressional committees, and you well know, and you can 
evaluate the 1 responses that have been made to this group, and you 
can also evaluate something else. You can evaluate what additional 
facts are going to be brought before the trial examiner which have 
not been brought out in testimony before this committee. You know 
whether there are additional facts to be brought out, and I am talk- 
ing about important facts—I am not talking about details, I am talk- 
ing about important facts, before the hearing examiner, and you 
know that the members of this committee will read those hearing 
examiner’s reports when they come out, and you know at that time 
they too will know whether this claim of priv ilege has been based on 
important facts yet undisclosed, or whether it has been based on an 
arbitrary decision on your part not to testify on a case that is coming 
up before the examiner. 

Now, we are going to all have the opportunity of making that 
evaluation, so again I ask you the question—and if you want to claim 
privilege, that is your privilege—can you tell me—— 

Mr. Moss. Now just a moment. 

Mr. Houirtevp. Well, he can claim it. 

Mr. Moss. I am not recognizing it as a privilege, and I don’t want 
one word in this record that shows there is any recognition that any 
such outrageous claim exists. 

Mr. Howtrietp. The present member did not mean to indicate that 
he would be in agreement with any claim of privilege, but they have 
asserted that claim time and time again, and I know that it is not 
within my power to prevent him from claiming—— 

Mr. Moss. I point out each time it is asserted from here on it be- 
comes even more ridiculous in view of the record which has already 
been made here. 

Mr. Houirtevp. I agree with the chairman completely, and I would 
not for one minute want the record to show that I am agreeing to the 
validity of the claim of privilege. 

Mr. Haxxanan. I realize that. 

Mr. Moss. The chairman would say if I were in your position, or 
in the position of Mr. Robertson, and reflectively studied this record 
T would be embarrassed to tears for what I was trying to do. I would 
be humiliated. 

Mr. Houirtetp. I renew my question. Can you at this time tell 
this committee why you didn’t take the alternative method provided 
for in the 1954 amendment ? 
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Mr. Hatianan. Congressman, I would like to discuss—I think 
we would all like to tell the committee everything- . 
“Mr. Howirrecp. You felt you had good reason for taking this 
drastic method. 

Mr. Hatianan. Yes. 

Mr. Houiriecp. Well, what is your answer? I have asked you the 
question. ; " ; 

Mr. Hatnanan. Well, Mr. Holifield, 1 think when the facts and 
everything about this case is spread upon the record, they will speak 
for themselves. 

Mr. Moss. Well, let me make a little observation here, now. 

Mr. Hatianan. I am speaking of the record of the hearing. 

Mr. Moss. I realize that you are. This committee is going to file 
a report before this Congress adjourns, and I have not had a satis- 
factory explanation as to the failure of the Board to utilize its very 
broad powers over a period of 11 years to act, to require that danger- 
ous and unsound practices be corrected; why it permitted them to 
continue year after year without using the authority given it by the 
Congress to see that they stop. 

The record very clearly shows that no such use of authority was 
made. You can say that it has been the custom in regulating financial 
institutions to resort to the informal approach, but I point out that 
informality extending over that period of time becomes dereliction 
under the most charitable description I can conjure at this moment. 

If that was the case, as charged in the order issued in 1949, I be- 
lieve, and as testified to by Mr. Robertson—you have stated that on 
the substantive issues you would not differ with him. 

He has given in great abundance testimony showing that this Board 
used none of its powers to enforce conformity with its rulings or its 
policies. It evaded those. It evaded going into the courts for ad- 
judication of some of the issues, and suddenly, on the basis of 
charges—every one of them going back that long but one—it seizes. 
You tell me that there are important facts that I haven't before me, 
but I point out that there are most significant facts I do have before 
me, and that it is my responsibility to judge on the evidence I have 
and there is most persuasive evidence to support my conviction that 
you were guilty either of arbitrariness in the end, or a dereliction in 
the middle. 

Mr. Harnanan. Well, Mr. Chairman, with respect to what you 
have just said, I think that this has to be weighed, and I think prob- 
ably the whole approach to this particular institution has to be 
weighed in the light of everything. I don’t know what happened 
during all of this period, but I do know that, as I said previously, 
I would guess that every new member of the Board has come down 
there with probably a hope to settle this case, and during the periods 
when that hope was being furthered, or attempted to be achieved, I 
am quite confident that all of these matters were discussed. 

It would appear to be probably without question out of harmony 
with that approach, in an attempt to obtain a settlement of the mat- 
ters, if formal orders, a series of formal orders were issued by the 
Board. : 

Mr. Hotirrmeip. Now I can’t understand that at all. 
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Mr. Moss. Were you created for the purpose of regulating the 
savings and loan institutions, federally chartered 4 

Mr. Hatnanan. Yes, sir. 

Mr. Moss. And you have a legal responsibility to regulate so as to| 
conserve and to protect the profits of the shareholders of such institu. | 
tions ? 

Mr. Hatyanan. That is correct. 

Mr. Moss. And in order to effectuate this regulation, to give jt 
force, to achieve the objectives of the Congress, you have very broad 
powers—very broad powers, almost unpar: alleled. 

Now I had no acquaintance with anyone either a shareholder or an 
officer of Long Beach. It is some 375 or 400 miles removed frog 
my district. I read about it in the newspapers years ago, but it 
was a matter of passing interest, at best. 

When I was asked to assume the chairmanship of this special | 
subcommittee, I had—at a time when things are very rushed in the 
Congress, and where I have other responsibilities on other commit. 
tees—to undertake a rather exhaustive review of material to become 
familiar with it. 

You have succeeded, in my judgment, finally in taking the single 
action most prejudici ls ul to the interests of the shareh« olders—not pro- 
tecting and conserving, but panic king and dissipating, depriving thos | 
shareholders of the very protection they were entitled to expect under | 
the law. 

By taking the very drastic action you have taken, you have done | 
the maximum of damage to the institution. 

Now whatever the deficiencies of management, or the faults of the 
directors, I as a disinterested Member of this Congress look to you, 
and in my judgment I must say in all fairness I find in major respects | 
that you are guilty of doing the very thing, of causing the very t thing g | 
you were created to avoid, and I don’t think I am Deing unfair or | 
harsh in making that statement. 

You let it go on and on and on, never using the powers you had. | 
You impress “me somewhat as the testimony of the Federal Power | 
Commission did in its lax handling of its many rate and pipeline cases | 
where procrastination is the order of the day, and that is what! 
see here—procrastination, unwillingness, or inability to grapple with | 
important issues and resolve them. 

We didn’t create you for informal teas. We didn’t create you to 
be arrogant or indulgent. We created you to regulate. 

You are like some parents who let their youngsters run wild, and 
finally when patience is exhausted, they go to extremes. It isnt | 
good there, and it isn’t good here. 

So you say some new thing has emerged. I don’t think I am going | 
to find that startling new thing when I review the evidence of the 
27th. I might find a collective weight or impact which exhausted 
your patience, but I think you have failed to regulate, to conserve, 
and to protect. It is my judgment that there is a major reorganiz- 
tion needed to overcome this sort of deficiency. 

Mr. Roracx. Mr. Chairman, may I proceed to examine? 

Mr. Moss. Mr. Roback, you may. 

Mr. Rozackx. We will proceed to examine you on your under: | 
standing of the statement of the Board, which you approved. 


I 
Fahe 
actio 
have 
stanc 

Fi 


was ¢ 


we 
Mi 


Mr 
M1 
say 1 
this ¢ 
the S 
Mr 
more 
they. 
comp 
Ar 
Mr 
Mr 
tors @ 
Mr 
Mr 
they { 
Mr 
looke 
ing r 
On 
or th 
that. 
An 
with | 
isn’t J 
the ay 
Th 
trolle 
purpe 
Mr 
| under 
Mr 
Mr. 
issue | 
Mr. 
I thin 
solver 
tion a 
Mr. 
just 


| lion @ 


pe 
for al 
Mr. 


ng the 


30S to | 
Instity | 


give it 


y broad 


r OF an 
d from 
. but it 


special | 
1 in the 
oOmmit- 


become 


@ single 
not pro- 
ng those | 
ct under | 


ve done | 


ts of the 


you had. 
1 Power | 
ine cases | 
; what I 
yple with | 


® you to | 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 58] 


I direct your attention to the statement. You quoted first from 
Fahey v. Mallonee, the Supreme Court decision, to the effect that this 
action was in accord with long-standing banking practices, and you 
have in your opening statement here addressed the committee on long- 
standing banking practices. 

First of all I ask you, does this statement assume that the committee 
was challenging the authority of the Board to appoint a supervisory 
representative ¢ 

Mr. Hattanan. No. 

Mr. Ropackx. What was the point of citing Fahey v. Mallonee? 

Mr. Hatnanan. Just to set out the banking history, and I might 
say in that respect, Mr. Roback, I believe that the statutes similar to 
this dealing with summary takings, are prevalent statutes in most of 
the States likewise, and I believe it is in the State of California. 

Mr. Rozack. I inquired of Mr. Robertson, a banker of 20 years or 
more experience, as to his understanding of the banking laws, and how 
they handle conservators and receivers under the law, and he professed 
complete lack of acquaintance with the matter. 

Are you acquainted with the Federal laws relating to banking? 

Mr. HattaHAn. Yes. 

Mr. Rozack. Is it your understanding that receivers and conserva- 
tors are appointed in the manner in which this Board proceeded ? 

Mr. Hatianan. I don’t believe that receivers are. 

Mr. Ropack. Receivers are related to the issue of solvency, aren’t 
they ¢ 

Mr. Hattanan. Well, I believe—it is my memory, and I haven’t 
looked these up, Mr. Roback, I think there are three bases for appoint- 
ing receivers, two or three, I have forgotten which, of national banks. 

One of them, I believe, deals with violation of the officers’ duties 
or the directors’ duties and responsibilities. I am not quite sure on 
that. 

Another one deals with insolvency, and I think the third one deals 
with the matter of whether a judgment secured against the bank, if it 
isn’t paid within a certain period of time—I believe that is ground for 
theappointment of a receiver. 

They also have a conservation act, as you know, in which the con- 
troller, 1 think, can take summary possession of institutions for the 
purpose of conserving their assets. 

Mr. Ropacx. Are you likening the bank conservation act to the act 


| under which you operate ? 


vild, and 
It isnt | 


Mr. Hattanan. No, you mentioned those acts. 
Mr. Ropack. Yes, I brought it up, and I asked you whether the 


| issue there is related to solvency or insolvency. 
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Mr. Hattanan. Well, as I say, now I am speaking from memory, 
Ithink with respect to receivers, I don’t know that it is limited to in- 
solvency . I don’t believe that it is with respect to the bank conserva- 
tion act, however. 

Mr. Rozack. Well, I am not going to indulge in exchanges. I will 
just call your attention to the court construction of the bank conserva- 
tion act, that it is related to insolvency, and, secondly, that conser- 
vators under that act have long since been withdrawn, and the act 


ir under: | forall intents and purposes is a dead letter. 


d. 


Mr. Hannanan. It may well be. 
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Mr. Ropack. Now, the next item which you cited, you cited Fahey 

Mallonee to set the background of your action, but it had no bear. 
ing on the assertion of judicial privilege; is that right ? 

Mr. Hatianan. No, that was for, I am sure, the histor y of banking 

Mr. Rosacx. Now you proceed to Morgan v. the United States, 
You state the Supreme Court of the United States has described pro- | 
ceedings of the type here under consideration. 


Now you have probably refreshed your memory, and the proceed. | 
ings of the type in Morgan v. the U nited States the court said were | 


legislative type proceedings. Do you understand that? 

Mr. Hatianan. No, it is my underst: unding that the proe eeding is 
in the nature of a judicial proceeding, Mr. Roback. 

Mr. Rosack. T i Court says, incidentally : 

The proceeding is not one of ordinary administration conformable to the 
Standards governing duties of a purely executive character. It is a proce eeding 
looking to legislative action in the fixing of rates of market agencies. 

What bearing does that have? 

Mr. Hattanan. Would you read the beginning of that? 

Mr. Ropack. The Court said at page 479: 

The proceeding is not one of ordinary administration conformable to the stand- 
ards governing duties of a purely executive character. It is a proceeding look. 
ing to legislative action in the fixing of rates of market agencies. 

Mr. Hatianan. I assume with respect to that particular point they 
were talking about the rulemaking procedure, itself, was a legislative 
function, but the review of those by the Secretary was in the nature 
of a judicial proceeding. 

Mr. Rornackx. What light does that throw on the issue of judicial 
privilege, so-called ? 


Mr. Hanianan. I think basically—and this again gets into the | 
whole area of administrative law, you have the situation where cer- | 


tain agencies, a number of them, including our own, have a number of 
duties, some of them executive, some legislative, and some judicial. 

I believe that this was cited to show that the type of hearing we are 
talking about, this administrativ hearing, is in the nature of, or isa 
quasijudicial or in the nature of a judicial proceeding, and I think— 

Mr. Rosack. The Secretary fixed rates, a legislative type of action. 
The question is, Are you resting a case for judici ial privilege on an 
administrator's rate-fixing operations / 

Mr. Hatnanan. No, I think that the quotation best speaks for itself. 


| 
| 


Mr. Rosack. It is illustrative of a point you were making, but the | 


case itself had nothing to do with the issue / 

Mr. HatLanan. Oh, yes, surely. 

Mr. Ropack. The question of judicial privilege—was it asserted by 
anybody, was it ruled upon by the court ¢ 

Mr. Hartanan. No, the case said that this type of review which 
the Secretary was undertaking, or had to undertake upon the recor(, 
and weigh the evidence, was per se in the nature of a judicial pro 
ceeding. 

Mr. Roznack. What bearing did that have upon the question whether 


this Board ought to tell the 7 ongress and respond to questions asked | 


by a committee / 
Mr. Hatianan. I think it goes right to the very heart of the matter, 
Mr. Roback, as to whether the administrative hearing, which is one in 
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Fahey which testimony will be received and evidence will be received, and 

» bear. both testimony and evidence has to be weighed, there will be a trial 
examiner who will make findings of fact and a recommended decision, 

nking that that has all of the qualities ofa Judicial proceeding. 

States Mr. Moss. Let me inject here. 

d pro. I might point out again that this committee is inquiring into the 


action taken in order 13372, which was an action taken not of a judical 
‘oceed- | nature. You don't contend that the Board’s action in issuing order 
d were | 18372 was a judicial action, do you? ; . 
Mr. Hattanan. No, Mr. Chairman. What we are saying simply is 
ling is this, that the facts, all of the facts which underlie that order, all of 
7 those facts are going to be in the administrative hearing, and will 
have to be weighed. 

Mr. Moss. Do you state under oath that all of those facts are going 
to be before the examiner? All of the facts which were considered in 
the making of the order 13372 are going to be before the examiner? 

Mr. HAL er" \N. 1 am quite sure—— 

Mr. Moss. Ave you assuming that, or can you state that with cer- 
taintv? You can't so state, can yoot. es don’t know, do you? 

Mr. Hauiauan. They are all enumerated. 

i Mr. Moss. The examiner will rule on the question of the evidence 
ing look- . ° 

he will hear, will he not ? 
Mr. Hatnanan. Beg pardon / 


» to the | 
ceeding | 


nt they | 


eel Mr. Moss. The examiner will rule on the question of what evidence 
islative he will hear, will he not ? 

) nacre Mr. Hatwanan. Oh, there is no quest ion about that. 

oe Mr. Moss. You don’t know what he is going to hear. All you know 
judicial is that at some place along the line the Board will review what he 
nto the | 28 heard, and the opinion he has forwarded on to you. That is what 


you are going to hear. 


ere cer- | 
Mr. HALL AHAN. Yes: but 


mber of 





ae Mr. Moss. In a quasi-judicial capacity. 

aa Mr. Hattanan. He is going to hear, I am sure, evidence on all of 
nie the charges listed in that order. 

ink — Mr. Moss. You don’t know. There might even be some stipula- 


faction, | “ons. I haven't the slightest idea. I don’t know what they are 
one | going to do. I don’t even know that they may challenge every one of 
theitems. I don’t know what they are going to do. Do you? 
| Mr. Hantanan. Oh, I would feel quite sure, Mr. Chairman, 
whether they were challenged or not, they would be presented. 
Mr. Moss. Is the Board going to present all of its evidence ? 
Mr. Hatianan. I would think so. 
ortedin Mr. Moss. All of it, on the question of emergency ? 
' Mr. Hattanan. They would present all of the facts, I am sure, 


Mr. Chairman. 


or itself. 
but the | 


w which , 
e record Mr. Moss. Are they going to show the difference in the facts as 
sis peo they existed at a moment when there was not an emergency, and as 


they evolved to the point of emergency ? 
ilaiiae Mr. Hartanan. I would think the facts will be presented. 
ns asked | Mr. Moss. I just want this record to show that this committee is 
| hot inquiring into any judicial action or quasi- judicial action under- 
» Tillie taken by the Board. ‘The committee is inquiring into an administra- 


is one i0 
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tive action undertaken by the Board, and there were no aspects of g 
judicial proceeding in connection w ith 13372. 

Mr. Hatxianan. Well, Mr. Chairman, as I s and I will say it 
again—all of the facts which were in the initial order—all of the 
charges and facts which support them are in the subsequent order, 
and we believe they are merged in the subsequent proceeding. 

Mr. Ropackx. How can you refrain from being a witness, then, be- 
cause you know how your opinion was established—the trial examiner 
doesn’t know. You knew how you came to your opinion as a Board 
member when you decided there was an emergency. The trial exam- 
iner doesn’t know that. 

You are an essential witness. 

Mr. Moss. He is a complainant in this case. 

Mr. Rogsack. He is the witness that can throw light on the emer. 
gency. 

Mr. Hatianan. I think the facts, Mr. Roback, should speak for 
themselves. 

Mr. Ropack. They have spoken more eloquently than the witnesses 
in this hearing, but just to review it so the committee understands it 
again, suppose you do like you say, and you rule on your action, and 
you decide that you made a terrible mistake and there was no emer- 
gency. What administrative remedy is there for that? What ad- 
ministrative remedy is there for that ? 

Mr. Hatianan. I don’t believe that there is any. 

Mr. Rozack. So why do you ask a man to exhaust his administra- 
tive remedy when he doesn’t have one? 

Mr. Ho irre LD. Go ahead and answer the question. Ask the ques- 
tion again of the witness. 

Mr. Rornack. Well, Mr. Chairman, a lot has been made and dwelt 
upon with regard to the Administrative Procedure Act, and the ex- 
haustion of administrative remedies, and the fact that this institution 
was somewhat aggressive in trying or seeking court action rather than 
administrative relief first. I think it is mteresting for the committee 
to consider what administrative remedy there is, and if there isn’t any, 
how can you exhaust it? 

Mr. Harranan. I think, Mr. Roback, what you are probably saying 
is that the courts require that administrative remedies be exhausted 
before they will entertain jurisdiction. 

Mr. Rozack. But you are talking about things a little different, and 
so is the Secretary of Agriculture considering something a little 
different in Morgan v. U nited States. 

You see, you are in this peculiar position, Mr. Hallahan, that you 
were a participant in this action. The Secretary of Agriculture let 
somebody else make a decision as to what the rates on corn and hogs 
were going to be. He didn’t first decide it, and then rule on it. 

Mr. Ho.trretp. Do you understand? 

Mr. Hatxianan. Yes; I understand; in that case, I assume that is 
the way the procedure was established in his Department. 

Mr. Ho.irtetp. Reviewed somebody else’s decision, not his own. 
Can’t you see how monstrous this situation becomes? You either 
claim infallibility, that you can’t make a mistake, or when you admit 
fallibility, then you say to this committee that he has no remedy. 
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Can you understand how monstrous a thing this is, that an associa- 
tion relies completely upon the infallibility of the Board, and if the 
Board is fallible and makes a mistake, the association has no redress ? 

This is contrary to all of the laws of equity and moral righteous- 
ness Which we try to have in our Anglo-Saxon system, which always 
yives to an accused the right to defend himself first, and, secondly, 
if he defends himself, the right of redress. This is denial, because 
the institution is destroyed at the point where infallibility or falli- 
bility is established—it is destroyed, and they can’t have the redress to 
correct the situation under this type of procedure. 

I know that in your own soul, William Hallahan, you know, as I 
know, that justice is denied in this instance, and under this type of 
procedure. : ii 

Mr. Hatnanan. Well, Mr. Holifield, I can’t say that. 

Mr. Houtrrecp. You are an attorney, and you are an arm of the 
court when you come into the court, and you are under your oath 
constrained to bring justice as an attorney—I am not talking about a 
Board member, now, but as an attorney—and you know the princi- 
ples of evidence, the principles of guilt, the principles of petition, the 
principles of redress for damages. 

You know that under this procedure that your Board has taken 
that these principles cannot obtain. These people are helpless under 
the situation. 

I have read the decision of the court in the Beacon case and in the 
Delaware case, and I know they give to your Board complete author- 
ity—I know that. I know they denied these people the right to press 
their case on its merits. I know what happened, and you're rely- 
ing on it in this instance. 

Mr. Hatitanan. No, | think, Mr. Holifield, this is what the statute 
requires, and I guess it probably requires it with respect to—— 

Mr. Houtrievp. It also requires it, but under the statute it permits 
another procedure which you did not avail yourself of, a procedure 
which would have permitted a defense before destruction, and you 
denied the association that principle which is consonant and in har- 
mony with every principle of Anglo-Saxon jurisprudence and justice 
by your decision to take this route, and I doubt very much, Mr. Hal- 
lahan, if you have any pride in this when you consider it in the 
privacy of your own thoughts. 

The record will speak for itself. 

Mr. Ropackx. Mr. Hallahan, we will proceed now to Kilbourn v. 
Thompson, which starts out in the quoted portion with the state- 
ment, or at least the question, What right had the Congress of the 
United States to interfere with a suit pending in a court of competent 
jurisdiction. 

Was that quoted to make a point that this committee had no busi- 
hess inquiring when there was a pending suit ? 

Mr. Hattanan. Would you repeat that question, please? 

(The question was read. ) 

Mr. Hatitanan. I think, Mr. Roback, that was quoted to empha- 
size the doctrine of separation of powers, principally, and again to 
go to the —— 

Mr. Moss. What doctrine? 

Mr. Hattanan. That is a common law doctrine, Mr. Moss. 
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Mr. Moss. Oh, I didn’t think we had common law at the Federal] 
level. Can you give me a citation? I didn’t know we had a body 
of Federal common law. , 

Mr. Hatianan. Counsel corrects me. Some of these questions | 
am sure can be answered better by Mr. Sloane. He tells me that jt 
is a matter of constitutional law. 

I am not an authority. 

Mr. Moss. Under what section of the Constitution? This intrigues 
me, because I have been trying to find that section for a long time, 
the one saying that the executive power is vested in the President 
of the United States ? 

Mr. Sioane. You will find that the Constitution provides for three 
coordinate departments of the Government, equal and separate, that 
no one of those departments is subservient to the other; they are 
three equal departments. 

Mr. Moss, But you are trying to make me subservient to some- 
thing here of privilege. 

Mr. Stoanr. I don’t think that is our position. 

Mr. Moss. The moment you plead privilege, you plead the right 
to determine what I am going to inquire into. 

Mr. Stoane. I think the privilege i is asserted with respect to facts 
which must be determined in a judicial proceeding. 

Mr. Moss. Oh, but these were determined facts. I wasn’t in- 
quiring of those yet to be determined. I was inquiring only on those 
that had been determined. , 

Mr. Stoan. Of course the facts, all the facts which are embraced 
in charge 13372—— 

Mr. Moss. What are facts? 

Mr. Sioane. Sir, if you do not understand what facts are—I think 
you do—— 

Mr. Moss. I want to find out if you understand what they are. 
What is a fact? 

Mr. Stoane. A fact—well—— 

Mr. Moss. What is it? 

Mr. Sioane. It is the existence of a proposition—— 

Mr. Moss. Does a fact exist ? 

Mr. Stoaner. Yes, a fact—as has often been said, a fact is a 
fact. 

Mr. Moss. Oh, a fact is a fact. 

Mr. Sxioane. Yes, it is something about which there is no argu- 
ment. 

Mr. Moss. But there is always argument over facts. 

Mr. Stoaner. Not about whether it is a fact. There are argu- 
ments about what the fact may be, but not whether it is a fact. 

Mr. Moss. Oh, no, there are arguments over facts. 

Mr. Stoanr. Whether a man is a man is a fact, sir. People may 
dispute what kind of man he is. 

Mr. Moss. It may be or may not be, but I am saying that you didn’t 
define for me what a fact is. 

Mr. Stoane. Well, if you will allow me the use of a dictionary, I 
can give you Mr. Webster’s definition, sir. 

Mr. Moss. Yes, I know you can. You have talked about facts in 
connection with this case. Now, if you had facts before you, the 
facts themselves are useless. They must be applied. 
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Mr. Stoane. Well, I am not sure that I agree with that, either, sir. 

Mr. Moss. If you and I were given the same set of what we might 
agree were facts we might come up with an entirely different conclu- 
sion as to What they meant. 

Mr. SLoane. | have no doubt of that, sir. 

Mr. Moss. In this instance of your doctrine of separation of pow- 
ers—and I have had some very thoughtful, formal, more mature and 
experienc ‘ed counsel than you, sir- 


Mr. Stoanr. I know my age concerns you, sir. 

Mr. Moss (continuing). Who have spent a great many hours trying 
to find out what is meant by the doctrine of separation of powers. 
It isnot evident in the Constitution. 

Mr. Stoanr. Were you asking for my opinion? That is what I 
assumed you meant, sir. 

Mr. Moss. I asked you what part of the Constitution enunciates the 
doctrine of separation of powers, because if there is one thing common 
to this Government it is that the Congress on occasion ch: arges the 
judiciary w ith legislating, others charge the Congress with acting in 
: judicial capacity, and we all accuse the Executive of acting in all 
three, and there are great areas of gray where there c 
tion because there can be no delineation. 

Mr. Stoanr. Well, sir, this as I suspect and I submit is our area 
of difference here. We argue that we are in a judicial sphere, exer- 
cising a judicial function. 

Mr. Moss. None of you have argued that you were in a judicial 
sphere when you wrote 13372 

Mr. Suoane. No; but we sti ited the facts underlying the charges in 
13379 are facts which must be established and proved 1 in the adminis- 
trative hearing. 

Mr. Moss. You mean that the things underlying you hope will be 
established as facts, and so accepted “by an examiner and sustained 


byacourt. You will contend that they are facts. They may or may 
not be accepted by others as facts. 


Mr. Stoanr. Whether or not they are 

Mr. Moss. They are at best contentions. 

Mr. Stoanr. Whether or not they are must be decided by the Board, 
sir, that is one of the questions we are dealing with. 

Mr. Moss. This isn’t one of the things like a head of lettuce we can 
go and pick up and all agree that that is precisely what it is. 

Mr. Stoane. I think perh: ips in our discussions we reach the stage 
where perhs aps we might not agree as to that. 

Mr. Moss. As to that you can only speak for yourself. I would 
not even permit a slight lack of stood humor to put me in the ridicu- 


lous position of agreeing that a head of lettuce was not a head of 
lettuce. You might, sir, but I ae 


Mr. SLOANE. Yc ou might (lisagree that a man is a man. 

Mr. Moss. I am only outlining what I would do. 
judgment what you would do, 

Mr. Ronack. Kilbourn \ Thompson was cited, according to Mr. 
Hallahan, to demonstrate that there are three divisions of govern- 
ment—the Board stands somewhere in between—and judicial privilege 
is asserted, it is claimed, against the committee, and also in the past 


executive privilege has been claimed against the predecessor com- 
mittee. 


‘an be no separa- 





I leave to your 
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If and when this case is in the courts, or even at the administratiye 
hearing, the Board will claim executive privilege as against the courts, 
There is only one area in which we haven’t got any information— 
when and how will they assert legislative privilege ? 

In any event, you were not citing Ai/bourn v. Thompson to throw 
any question upon the holding of a congressional hearing during a 
lawsuit—you weren’t citing it for that purpose ? 

Mr. Hatuanan. No. 

Mr. Rosacx. And in fact there is no lawsuit regarding you 
Board order, in any event. : 
Mr. Hatitanan. No; there is the pending administrative proceed- 
ing, Mr. Roback. 

Mr. Rospacx. Then you quoted a statement from the then Attorney 
General Brownell in a letter in which he advised the Chairman of the 
Securities and Exchange Commission not to tell the congressional 
committee about a certain action. It was established that that action 
had to do with a question about the Dixon Yates matter. 

Can you give us any more information about the circumstances 
about which this quote is cited ? 

Mr. Hatianan. I don’t know all the circumstances, Mr. Roback, on 
which this matter was cited. I just think it points up the very 
matter that we have been discussing, that this proceeding is a judicial 
proceeding, and certain judicial functions are going to have to be 
performed by the Board in connection with it. 

Mr. Rowack. If I recall correctly, the Senate committee wanted to 
know whether the White House had interposed with the Chairman of 
the SEC on the Dixon Yates affair, whether Sherman Adams had had 
any effect on the decision, the decision of the SEC to postpone the 
timing of a hearing. 

Now, tell us how that throws light on this privilege. 

Mr. Hatianan. I don’t know the background. 

Mr. Ronacx. You approved the statement. Didn’t you have any 
curiosity about it? 

Mr. Hatianan. I think, Mr. Roback—as I say, I am not familiar 
with all the facts or the background. 

Mr. Houirrevp. This is a very peculiar thing. I held hearings on 
the Dixon Yates in another committee, the Joint Committee on Atomic 
Energy, for weeks, and it just so happens that I do know a little about 
thiscase. I made a speech on the floor in which I pointed out 18 points 
where another executive body, the Atomic Energy Commission, was 
doing violence to the rights of the people, and while they disagreed 
with me at that time they subsequently in their suit against Dixon 
Yates to prevent the payment of damages used most of the 18 points 
which I used on the floor in condemnation of a body’s action, another 
executive body’s action. 

I just say that by way of noting that it is just a coincidence that you 
bring up this particular matter. 

Mr. Ropsack. Now you have cited the Beacon case in which the 
court said that any attack upon the action of the Board in appointing 
a supervisory representative is merged with the issues that a court 
will review, if a review is taken, and that has been the position here, 
and then we raised the question earlier as to what administrative 
remedy there would be for a mistaken order, one unsupported or with- 
out foundation in fact. 
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How will the court review that item, namely the mistaken order 
by the Board 4 

Mr. Hattanan. Well, I think you have two questions there, Mr. 
Roback, and one of them as I s say relates to this question of merging. 

Let me read. The quotation, the pertinent one is that any question 
as to the correctness of the Board’s opinion at the time when it sum- 
marily appointed a supervisory representative in charge that grounds 
for the appointment of a conservator or receiver existed and that an 
emergency existed which required immediate action is merged in the 
issue “before the court on review of the administrative action. 

Your second question I think probably is a statutory, or in this 
case I think a statutory procedural one. 

Let’s turn this around a little and assume that there were some 
other manner in which summary action was taken, or let’s say that it 
was immediately reviewable by the courts, or that you had to get a 
court order even before summary action was taken. 

I think the question which your second question raises would be 
the same in those instances as in this instance—in other words, what 
courses can be pursued—I have forgotten exactly how you phrased 
it, but what recourse does the other party have with respect to this 
matter. 

I think, as I say, if the law provided that it had to be done with 
the order of a court and that was done in that manner, I think you 
would have almost the same situation. 

You would have, I would agree, quite distinctly a review of some 
kind by someone else in the process, hat I think the end result might 
well be the same with respect to the parties concerned. 

Mr. Rozack. Does the Board or will the Board support legislation 
fora court order for such action ? 

Mr. HatiaAuAn. I must confess I have given a good deal of thought 
to this whole area of summary taking, and I would be the last one to 

that our law is perfect. 

Nilewise, I I call the committee’s attention to the fact that I believe 
a preponderance of the States, both in the savings and loan and in 
the banking field, have similar statutes on their books, and I have 
heard what Dr. Husband testified to before the committee 
it was last week. 

I don’t know—you are in an area, Mr. Chairman, in which the legis- 
latures are trying to balance the different equities involved or—yes, 
the balance of the different equities involved. You have the manage- 
ment, the shareholders, the creditors, the Insurance Corporation, and 
the general public as well, and I think that we all know why banking 
is the oldest regulated business, because it is so necessary to the eco- 
nomic lifeblood of our country. 

As I say, you have all of these equities involved, and what is the 
best manner——let me go back a point. 

Ithink that the reason that banking is the oldest regulated business, 
and probably the most closely regulated business, aside from its impor- 
tance to the economic lifeblood of the country or the community, is 
the fact that you are dealing with institutions ‘that perform this vital 
funcion. By vital function I am referring now to its impact upon 
eonomic activity and social activity as well. They are capitalized— 
and when I say capitalized I am including capital or accumulated 
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reserves—you have what amounts to a very small portion of capital op 
reserves in relationship to the amount of deposits, whether they are 
business or industrial deposits, or the savings of the people. 

If we turn that around, and all of our financial institutions had q 
capital or a net worth position that was 50, 60 or 75 percent, or some 
percentage of the people’s money that was entrusted to them, in my 
opinion there probably would be no reason why they should be regu 
lated at all. 

That is the basic reason in my opinion why a bank is so closely regu. 
lated and supervised, but to get back to your specific question as to 
whether the Board would support this kind of amendment, I just don't 
know. I just don’t know, myself, although I have given a considerable 
amount of thought toit. I think it is basic ally a question of balancing 
all of these equities, the shareholders, the management, the creditors, 
the public, the insurers, whether it be the FSL IC or the F DIC, and 
determining which are in the aggregate the ones that are paramount 
and how it is best to protect all of the rights involved. 

You can very well come to the conclusion that this is the best 
method. I just really don’t know. 

Mr. Ropack. You have talked to two extremes, informal procedures 
on one hand—and most everything can go into that—and summary 
seizure on the other. A congressional enactment came in between and 
fell in the crack. 

Now, is it your understanding that for a number of years in the 
early days of the system that it was the practice to make specific 
charges rather than informal conference and that type of regulation! 

Mr. Harianman. I can’t answer that question, Mr. Roback. Maybe 
Mr. Wyman can. 

Mr. Ronack. Well, you said that the history of the Board and of the 
banking industry, the savings and loan industry, was such that this 
informal type of supervision was the thing that was always done, 
I raise the question whether—— 

Mr. Hatiauan. No, I think I said, Mr. Roback, which is generally 
the case, that ordinarily after an examination a supervisory letter is 
written to the institution concerned. Sometimes those are written in 
the field, and sometimes they are written here in Washington by the 
Division of Supervision, and sometimes the advice of the Board is re- 
quested with respect to a particular case. 

All I was saying is that there are sometimes extraordinary cases 
where that method isn’t followed, but rather the direct line of commu- 
nication, and I am talking now about the direct conferences held by 
the Board and the institution. 

Mr. Rosack. Do you know know Mr. Horace Russell ? 

Mr. Hatianan. Yes. 

Mr. Rosack. He was formerly General Counsel for the Board, an 
executive of the U.S. Savings and Loan League, counsel in the ill-fated 
Beacon case. 

Mr. Russell said to the bar association that in the first 12 years of 
the Home Loan Bank Board operation, commencing in 1934, the 
Board enforced the law and regulation by bringing specific charges 
and by requiring the association specifically to conform. 

Now, is that the case, do you understand ? 
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Mr. Hatiauan. I wonder if you would repeat that a little louder 
for Mr. Wyman. 

Mr. Ropack. I am quoting an address by Mr. Russell before the 
Savings and Loan Law Committee, Corporation Banking and Busi- 
ness Law, American Bar Associat ion, National Convention in Miami 
Beach, August 21, 1959, where this sentence appears: 

The Board enforced law and regulation by bringing specific charges and by 

requiring the associations specifically to conform. 

That was in the first 12 years. 

Did you ever hear of anything like that, Mr. Wyman ? 

Mr. Wyman. You mean an action under 5(d) (1) of the act? 

Mr. Hatianan. No, he is talking about before that, in the first 12 
years. 

’ Mr. Wyman. We used supervisory letters from the very beginning. 
Mr. Ropack. Is that what he is referring to? It says after that 
riod of time, however—skipping, now—Federal Home Loan Bank 

Board, following the practice of some bank and insurance supervisors, 

had become accustomed to building a basket of charges for use in 

springing a legal trap on institution managers at such time as the 
supervisor—and that is you, Mr. Wyman—desired to compel any 
action on the part of the institution. 

Do vou subscribe to that statement ? 

Mr. Wyman. No, it is not consistent with the facts at all. 

Mr. Ropack. You don’t think that you have a basket of charges 
that went back to 1949 ¢ 

Mr. Wyman. No, sir, there isn’t a single shred of truth in it. 

Mr. Hourrmip. Mr. Wyman, do you know what you are saying? 
Counsel asked you if these nine charges went back to 1949, and you 
said there isn’t a shred of truth in it. 

Mr. Hatuawan. I think he was referring to Mr. Russell’s state- 
ment. 

Mr. Wyman. I was referring to the statement that was made that 
the practice was to accumulate a basket of charges against the day 
when the supervisor was ready to spring a trap. That has not been the 
ease at all, and it is not the fact, and never has been the fact. 

Mr. Ropack. Mr. Wyman, do you object to the metaphor “A basket 
of charges” ? 

Mr. Wyman. No, I am not concerned with the metaphor, I was con- 
cerned with the substance of it, because that has not been the spirit 
or the attitude or the practice or the procedure at all. 

Mr. Ropacx. Mr. Wyman, you are very familiar with the fact that 
when Board order 2015 was issed in 1949, that contained charges which 
went back to 1946 despite the fact that the Board handed back the in- 
stitution in 1948—do you remember that ? 

Mr. Wyman. Yes, | remember that. 

Mr. Ropack. You think that is not a basket of charges accumulated 
from the beginning ? 

Mr. Wyman. Well, there were charges there, of course, which did 
extend back. 

Mr. Rosacx. And did you not have charges in the basket originally 
stated in 2015 ? 

Mr. Wyman. All I know in answer to that question is that the then 
Board issued order 2015. The order speaks for itself, there is nothing 








592 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


I can add to it or take from it. That was the determination which M 
was made by the Board which was then in office, and as to which to the it 
best of my recollection I had nothing whatever to do. ™ 
Mr. Rosackx. Mr. Chairman, in 1949 there was issued order 2015, that 
A preliminary injunction to stop that was vacated by the court, andI | [et 
ask the question whether 2015 still is in force and effect, Mr. Hallahan? | W 
Mr. Hatianan. Can you answer, Mr. Sloane ? in 1! 
Mr. Stoane. I dasn’t answer unless I am asked. M 
Mr. Hatnanan. May he? ) deci 
Mr. Moss. Yes. M 
Mr. Stoaner. As I understand it, and this is based on my own recol- that 
lection, Mr. Roback, because this took place before I came with the | gett 
Board, order 2015 was suspended until further notice in, I believe, for: 
November 1949. At that time it had not been enjoined, but I can only |  gwor 
guess that it had been suspended. Is 
As you realize, the order was issued in September, and it had | get 
been suspended until this issue of the injunction could come to the |  fere 
court. adm 
On December 1, 1949, I believe the injunction issued, and then the | M 
injunction was dissolved, in May—and here I wouldn’t want you to M 
hold me to this under oath, but I think it was May of 1952. | devi 
Mr. Ropack. I didn’t ask when the injunction was dissolved. I | M 
asked what the status of the order was. } M 
Mr. Stoane. As far as I know, sir, no action was taken on that after | to 1 
the injunction was dissolved, after the period of years, whatever it is, M 
Mr. Rosacx. Is it the habit of the Board, when an order is no longer look 
to be used, that it is rescinded ? M 
Mr. Stoane. Are you asking me? char 
Mr. Ropack. I am asking Mr. Hallahan. M 
Mr. Hatianan. I believe that is the general practice. M 
Mr. Ropack. But this order was never rescinded so far as you know? Wy 
Mr. Hatianan. According to what Mr. Sloane has said. cone 
Mr. Stoane. To the best of my knowledge. Ni 
Mr. Rorack. So if you have adhered to what you might say was in tl] 
procedure, 12 years later you might have conceivably revived the that 
order. It wouldn’t make much sense, but you could have done that. did | 
Mr. Hatianan. Well, I think, Mr. Roback, that probably has to be M 
looked at in the light of the serious attempts that were made to settle | M 
this matter during the intervening years. M 
Mr. Rornackx. You mean the order was hanging like the sword of | M 
Damocles ? / mem 
Mr. Hatianan. No, I assume that it wasn’t even considered. and | 
Mr. Rorack. This is a very interesting order, you know. There unde 
came a time in 1948 when the Board decided that its predecessor had situa 
made a mistake, and so it issued an order which gave the institution M 
back, and do you know what that order did? It was 388. It re- M 
scinded an order which called for an administrative hearing. In M 
other words, this order finished an action, despite the fact, as Mr. Mi 
Wyman well knows, that later on the charges which this order pre- @ mt 
sumably washed out were reinstated. | pene 
You have an order that is pending, pending since 1949. What hap- | prev 
pened to that order? Will you consult your counsel and your books M 


at the appropriate time and tell us what happened to this mysterious 
order 2015? 
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Mr. Hatianan. Yes. I think it is probably as Mr. Sloane stated 
it. Idon’t know of my own knowledge. 

Mr. Ropack. But consider this interesting case. The court said 
that the Board had a perfect right to go ahead and appoint a receiver. 
Let them go and hold a hearing and a a receiver. 

Why didn’t you go ahead and do it? You had all of these charges 
in 1949. | 

Mr. Hatnanan. I am not familiar, Mr. Roback, with the particular 
decision. 

Mr. Rosack. There was testimony before Mr. Holifield’s committee 
that that order could be used more or less for talking in the way of 

tting the institution to come in and talk it over, and also maybe 
for a little horse trading on a settlement issue—that was the testimony, 
sworn testimony before the committee. 

Is this that kind of an order? Was this order devised so you could 
get a procedure which had been unsuccessful, either by court inter- 
ference or your own decision since 1946, since there never was an 
administrative hearing ? 

Mr. Hatnanan. You are asking 

Mr. Rorack. I am asking you, was this recent emergency order a 
device, after 14 years, to try to get this agency to come in for a hearing? 

Mr. Hatitanan. No,sir. 

Mr. Rosackx. Then why did you put in the charge that went back 
to 1949? 

Mr. Hatianan. I think those charges, Mr. Roback, have to be 
looked at as an aggregate rather than——— 

Mr. Ropack. A basket, it is another way of saying a basket of 
charges. 

Mr. Hattanan. Well, that is your expression, not mine. 

Mr. Ronack. That is what Mr. Horace Russell said, in which Mr. 
Wyman says there is not a shred of truth. But I take it you are not 
concerned about the metaphor. Let’s talk about springing a legal trap. 

Now, I ask you, Mr. Hallahan, did it enter your mind at any time 
in the preparation for and discussion of and issuance of this order, 
that we had better do something so we don’t get into the same box we 
did in the Greater Delaware Valley case? 

Mr, Hatianan. No, sir. 

Mr. Rorack. It never entered your mind at all? 

Mr. Hatitanan. No, sir. 

Mr. Houirretp. And there was no discussion between the Board 
members and their counsel recalling the Greater Delaware Valley case 
and saying that unless we do this in this manner, unless we seize this 
under the emergency clause, we are liable to find ourselves in the same 
situation? You are under oath. 

Mr. Hatianan. No, sir; not to my knowledge. 

Mr. Hottrretp. No such discussion ? 

Mr. Hattanan. Not to my knowledge. 

Mr. Houtrreip. Was there any discussion about the conversion into 
& mutual, and the seizure under the emergency to prevent what hap- 
pened in the case where an injunction was brought against you to 
prevent seizure ? 


Mr. Hattanan. Not to my knowledge, Mr. Chairman. 
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Mr. Hotirretp. There was no discussion in February or March whey 
you had your discussions as to the seizure of this institution On the 
basis that they were planning to convert to a State chartered 
institution ¢ 

Mr. Hatianan. No, to the best of my knowledge, no. I would like 
to have you ask the question directly, did this state of cire umstanees 
have any bearing on my action, and the answer would be “No.” 

Mr. Hoxtrrexp. Yes, but I didn’t ask you that. I asked you if yoy 
discussed the probability of finding yourselves faced with an 1 Injunction 
against appointing a receiver unless you stepped in immediately, 

Mr. Hatxianan. I don’t recall any 

Mr. Rosack. You don’t recall, but can you refresh your memory! 

Mr. Houtrreitp. Did you have notes of these conferences? Did you 
have stenographic notes taken of these conferences in February and 
March to which Mr. Husband alluded ? 

Mr. Hatianan. No; I don’t think so. 

Mr. Houirrevp. You don’t think so? 

Mr. Hatianan. No; that was not the practice. 

Mr. Houtrrevp. It is not customary when you have Board cop- 
ferences to keep notes even for your own refreshment of recollection 
later ? 

Mr. Rosackx. Do you keep a diary, a business diary ? 

Mr. Hatnanan. No. 

Mr. Houtrrevp. Let him answer the first question. 

Mr. Hatianan. No; I don’t believe 

Mr. Houirietp. E verything is informal. We get together and we 
discuss a matter, all of the members may be there, some may be absent, 
we talk the matter over, it is informal—we are handling $39 billion 
worth of business, we are regulating it, we are insuring it, and then 
some additional on the side, but everything is informal. We don't 
believe in formal action, we don’t believe in making a record of what 
we discuss and the reasons that we discuss and how we come to such 
conclusions. Is this what this committee is to understand ? 

Mr. Hauianan. I think, Mr. Holifield, what you are asking is 
every discussion of the Board in these matters taken down. No; it is 
not the practice. 

Mr. Houtrrevp. I didn’t ask if every discussion is taken down. I 
asked if these conferences in February and March to which Mr. 
Husband alluded were made matters of record within your own Board 
by having any type of stenographer present to take down notes? 

Mr. Hatianuan. No; the answer is “No.” In the staff discussions 
they are just discussions. 

Mr. Horirietp. Staff and Board, I am talking about. 

Mr. HaLtnanan,. Yes. 

Mr. Houtrretp. So everything is informal. We are considering 
seizing a $96 million institution, and we discuss it informally, we don't 
make notes about it. The various Board members do not go on record 
as to their opinions about it, they just discuss it, and then we write a 
letter and we say this is not to be considered a formal supervisory 
notice letter, even though we complain of the matters—this is an I- 
formal letter. You had an informal conference about the matter, 
several of them. You made no record of them, and now you have 4 
series of informal records and phone calls and visits in which hos 
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itality is extended, and the Chairman of the Board is given 4 or 5 
hours of visiting over the course to see, over the golf course in a little 
buggy, and he is shown the different subdivisions, the shopping 
center, the industrial section, and the nice homes ; he goes in and has a 
chat with some of the owners of the homes, and everything is informal 
and very pleasant. : ‘M2 

Later on an informal letter is sent, and then—suddenly—the insti- 
tution is seized, and a process of destruction starts. 

Thisisthe record. Thisis what has happened. Isthis a good way to 
do the Government business? Do you consider that this is the way 
to discharge your responsibility? It doesn’t look very good, does it? 
It looks pretty poor on t he record. ] 

Mr. Hatnanan. It doesn’t look very good the way you state it. 

Mr. Hortrretp. But I am only stating the facts. If Il haven't stated 
the facts—I have taken your own answers. You have your confer- 
ences, you don’t take notes of them, you discuss taking a $96 million 
institution by seizure, but you don’t make any record of it, it is all 
informal, and you don’t issue a formal supervisory notice—you send 
a letter, and you complain about something, but you say at the end, 
“This is not to be considered a formal supervisory notice.’ And 
then suddenly at 10 minutes before closing time on a weekend, on 
April 22, with an order dated April 19, you move in and you take 
over an association over the weekend, over Saturday and Sunday 
when the Members of Congress are not in their offices, when you get 
the full play of the charges in the Sunday press, with the biggest 
circulation, and give it a chance to build in the local community’s 
mind, and then, of course, the run starts—the destructive run, destruc- 
tive of the assets, destructive of the depositors’ rights for interest, 
because they have lost several hundred thousand dollars as a result 
of this. 

This is the people’s money that you are supposed to conserve, the 
people’s assets that you are supposed to conserve, that is the purpose 
of your Board, to conserve—not to destroy. 

Mr. Hatnanan. That is correct. 

Mr. Houtrretp. Yet you destroyed hundreds of thousands of dol- 
lars worth of people’s interest because they got scared and took out 
their money, and, of course, they are not entitled to interest, even 
though they left it there 5 or 6 months, or 3 months since their last 
interest date, let us say. They have lost it. That is the situation that 
we face. 

Mr. Hattanan. Yes; our purpose is not to destroy the shareholders’ 
share of the business. 

Mr. Houirtevp. Is it to destroy the business ? 

Mr. Hatnanan. No. 

Mr. Horirrenp. But isn’t that what is happening? Mr. Hallahan. 
you must say “Yes” to that question. 

Mr. Hattanan. I am not going to say there hasn’t been a consid- 
erable reduction in share accounts in this institution, because there 
has, 

Mr. Horirteip. This is destruction. You are not accepting any busi- 
hess over $10,000, are you? There isa regulatory order out prohibit- 
ing them accepting any business over a $10,000 limit; isn’t that rieht ? 

Mr. Hantanan. I believe that is right. | 
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Mr. Hoxirtetp. Yes; it is right. We have the order. 

Mr. Watinavser. Did you want to make a statement in answer ty 
Mr. Holifield’s charge? 

Mr. Hatianan. I just want to say the purpose of the Board, 
action 

Mr. Moss. Well, now, just a moment. The Chair is going to be very | 
free here, but he is not going to yield his responsibilities or his pie. | PED 
ea 

r. WALLHAUSER. My request was that Mr. Hallahan should }y | 

allowed | 

Mr. Moss. The question is to the Chair, not the witness. | 

Mr. Watiuauser. I will ask you whether you will allow Mr. Halla. | 
han to reply to Mr. Holifield’s allegations as to the procedures of the | 
Bank Board, or the effect in any way that he would like to respond— 

Mr. Moss. If he feels that there has been an error in the statement 
as to the effect of the procedure, he can request to put it straight. 

Mr. Hotirtetp. Take each of my statements one by one, and shoy | 











here where they are not descriptive of what has actually occurred—| Th 
the deposits f ; ton I 
Mr. Moss. Let’s find out if he feels there is an error. sidin, 


Mr. Hatianan. As I said, there is no question about the amount of Me 
withdrawals during this period. What I wanted to say, Mr. Holifield, | Neal: 
is that the purpose of the Board’s action was not to destroy the assets} A} 
of the savings capital of the shareholders, but rather to preserve them | [ani 

Mr. Hottrretp. Was the institution insolvent ? Mr 

Mr. Hatianan. I believe that is one of the charges. Mr 

Mr. Ho.irtetp. Mr. Robertson said there was no claim of insoly. 
ency—there is no claim. You are wrong there; that isn’t one of the} FU) 
charges, that they are insolvent. 

Mr. Moss. Is it insolvent ? 








Mr. Hatianan. Let me refer to charge 8, with which I realize you | My. 
are all familiar ) will b 
Mr. Moss. It says you don’t know what the situation is. | over Y 
Mr. Hatxianan. I said I think it is one of the .natters | Mr. 
Mr. Ropack. You are trying to deduce an insolvency charge from | Mr. 
the grounds for the appointment of a conservator or receiver which | solem 


excluded the insolvency charge. If you didn’t list it, why are you | |gw jy 


trying to reconstruct the insolvency charge? —.. | fewm 
Mr. Moss. Charge 8 says you don’t know what the true conditionis, You 
Mr. Hatxanan. That iscorrect. witha 
Mr. Hoxtrrevp. So there was nocharge of insolvency. Can 


Mr. Hatiauan. Mr. Holifield, I think it speaks for itself, as the | testify 
chairman said, that we didn’t know what the true condition of the | ely te 
institution was in this respect. Mr. 

Mr. Moss. Because certain of the bookkeeping practices related to | yester, 
subjects which were matters under adjudication, or at least unde) Mp. 
litigation. impre: 

We are going to have to go over for a quorum call, and the schedulé | Mp. 
of the House this afternoon is such as to make it virtually impossible} Mp. 


to continue here this afternoon. momer 
The subcommittee will now adjourn until 10 o’clock tomorto¥ | jester, 
morning. Mr. 


(Whereupon, at 12:40 p.m., the subcommittee adjourned until 10) sort w; 
a.m., Wednesday, June 22, 1960.) 
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Halla. | 
of the | House oF REPRESENTATIVES, 
nines. | SPECIAL COMMITTEE ON THE 
tement | Hlome Loan Banx Boarp 
ht or THE CoMMITTEE ON GOVERNMENT OPERATIONS, 
1 show | Washington, D.C. 
irred— | The subcommittee met at 10 a.m., in room 100—-B, George Washing- 
ton Inn, Hon. John E. Moss (chairman of the subcommittee) pre- 


iding. 
ount of | Members present: Representatives John E. Moss, Chet Holifield, 
olifield, | Neal Smith, and George M. Wallhauser. 
e assets Also present: Herbert Roback, subcommittee staff, and James A. 
e them. Lanigan, associate general counsel of the full committee. 

Mr. Houir1eLtp. ‘The subcommittee will be in order. 

Mr. Hallahan, will you please take the chair? 
insolv- 
> of the FURTHER STATEMENT OF WILLIAM B. HALLAHAN, MEMBER, 


FEDERAL HOME LOAN BANK BOARD 


lizeyou| Mr. Hotirimip. The present Chair will announce that Mr. Moss 
will be a little late this morning. Therefore, he has asked me to take 
over with the proceeding of the subcommittee. 
| Mr. Roback, do you have some questions of Mr. Hallahan? 
ge from | Mr. Rosack. Mr. Chairman, yesterday Mr. Hallahan expatiated 
r which | solemnly and at great length on the development of administrative 
are you} lawin the United States. Today, perhaps, we can pin him down toa 
_. | fewmore specific types of responses. 
tion 1s. You are a lawyer, Mr. Hallahan, and also profess an acquaintance 
with administrative law. 
| Can you enlighten the committee on one or two points? Did you 
f, as the | testify in substance or effect that you did not consider yourself prop- 
n of tht | ely to be a witness at the administrative hearing ? 
Mr. Hatnanan. I don’t recall what I said with respect to that 
elated to | yesterday, Mr. Roback. 
st under _Mr. Ropack. If you can’t recall, what is your understanding or 
impression now ? 
schedule Mr. Hatnauan. Can I confer with counsel ? 
npossible | Mr. Roback, I guess I can’t answer that question specifically at the 
moment. It seems to bear in the same area that we were discussing 
omorrov | yesterday. 


il 10 Mr. Ropack. Mr. Chairman, there was a conference of an extended 
| untl ‘ort with counsel before this reply. 
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Now do you have a reply ? 

Mr. Hauianan. I was going to finish, Mr. Roback. 

Counsel advises me that the same question as to whether the trier 
of the facts should appear as a witness may well arise with respect 
to the question that you asked. I don’t know whether it is possible 
to determine that at this particular time. 

Mr. Rosack. You say you don’t know whether you will be a witness 
or not! 

Mr. Hatianan. No. 

Mr. Rorack. You do not know. I want you to enlighten the com. 
mittee further, because Mr. Holifield read into the record the names 
of persons which the association—for which the association had made 
an application to subpena, and also accompanying them, records and 
papers under its subpena duces tecum. 

Now in looking over that piece of paper, I notice an aflidavit by 
Mr. Gregory, the president of the seized association, in which he 
states that on his information and belief the Board members and the 
Chairman are biased, and he apparently derives this information and 
belief by having attended this congressional committee hearing. 

Now Lask you is it appropriate—strike that. 

In view of the fact that a statement of bias has been made, will you 
refuse to appear on the issue of bias ? 

Mr. Hautianan. It isextremely difficult, Mr. Roback, to give a defini- 
tive answer to that question at this time. 

I realize that I haven’t seen the document but as you read it, it is 
a matter which would have to be disposed of. I couldn’t tell you at the 
moment. 

Mr. Ropack. Well, this committee is trying to understand how this 
administrative process operates. It is relevant and important to u- 
derstand it. Now this application has been made to a presiding officer. 
The presiding officer has not yet presided. Is it the responsibility of 
the presiding officer to determine whether you should appear or not! 

Mr. Hatianan. I understand in the first instance, yes. 

Mr. Rosack. In the first instance? What does that mean—after 
the meeting has convened ? 

Mr. Hatianan. That the application is made to the trial examiner 
for the issuance of the subpena. 

Mr. Rozacx. And it is conceivable, if the trial examiner orders you 
to appear and you think it is improper for you to appear, that you 
will not appear ? 

Mr. Hattanan. Maybe Mr. Creighton can answer that. 

Mr. Cretenton. So far as I know, that subpena has not been served 
or issued yet by the presiding officer, at least it hasn’t been served to 
the best of my knowledge up to this morning. 

Mr. Ropacx. We didn’t ask about that. 

Mr. Creitcuron. Well, I don’t know whether the subpena is going 
to issue or not issue, Mr. Roback. If it is issued, then that question 
will have to be determined when the subpena is issued, based upon 
what records they ask to be produced, what the allegations of bias 
are, and all that. That is a question that I haven’t researched, and 
we will just have to meet that question when it comes. 

Mr. Rorack. So it is conceivable that even if the presiding officer 
orders the Board members to appear, they may decide that as they 
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jook upon their duties and interpret the governing statute, they might 
not appear ; is that right ? 

Mr. CrercuHton. I can’t make up the mind for the Board, but I 
think that you run into a question of whether or not the Board who 
is going to hear this case, or make the final determination, whether 
or not they could be properly called to testify in the matter upon 
which they make the decision. 

Mr. Rosack. Suppose they are called to testify on the matter in 
which they have rendered an opinion and made a determination 
which is the basis of the Board order 13372. 

Mr. Creicnton. The Board has stated that they will not testify with 
respect to any factual matters which are going to be embraced in the 
administrative hearing. ‘The record will be made in that hearing, 
and they will render their decision based upon that record that is made 
atthat hearing and upon that record solely. 

Now I think—— 

Mr. Ropack. If the record is crucial, and if the record is what the 
court reviews, we are trying to find out what is the nature of the estab- 
lishing of the record. 

In other words, you have a hearing officer that doesn’t even belong 
tothe Board. 

Mr. Hourrretp. May I ask if this so-called hearing examiner was 
appointed by the Board for this purpose 4 : 

Mr. CretcuTron. The hearing examiner—we asked the Civil Service 
Commission to recommend any number, or tell us where we could get 
ahearing officer, and I had never heard of Mr. Hislop. He was stated 
tome to be one of the outstanding hearing examiners in the field that 
understood financial matters and financial transactions, and so the 
Board has, under the usual procedure, negotiated with the Securities 
and Exchange Commission and asked them if they could loan this 
hearing officer to the Board. 

Mr. Houirietp. Then there was a list of hearing officers given to 
you? 

Mr. Creiguton. Over the telephone. 

Mr. Hottrieitp. And how many were in that list, do you remember ? 

Mr. Creignton. Oh, I don’t recall right now. I talked to Mr. 
Matthews of the Civil Service Commission 

Mr. Hotirre.p. And there were various qualifications of the dif- 
ferent members, various background and experience. 

Mr. Creiguron. That is right. 

Mr. Hotirretp. And you selected Mr. Hislop ? 

Mr. Creicuton. I selected him, because he was in the Securities and 
Exchange Commission and I understood that he was an outstanding 
hearing officer. 

Mr. Hortrretp. What independent powers does he have? Does he 
have the power to subpena witnesses and to subpena documents to 
bebrought in before him ? 

Mr. Creicuron. In my opinion, he has a right to issue subpenas, 
and subpenas duces tecum, and if those subpenas are not answered, 
then the person asking for the issuance of the subpena can go to the 
district court and have the subpena enforced. 


_ Mr. Ropack. In other words, it would be a contempt-type proceed- 
ing? 
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Mr. Cretcuton. I don’t think it is a contempt-type proceeding, 
They go to the court to determine whether or not the subpena should 
be answered and should be issued, and should be asked. 

Mr. Rosack. And is it conceivable, if the Board were served with 
a subpena and refused to appear, that the court might hold them jn 
contempt? Would that bea possibility ? 

Mr. Creteuton. I don’t believe the court would hold them in con. 
tempt until after the court had issued an order for them to answer 
the subpena, and after that time the court could probably hold them 
incontempt. It don’t want to be bound by that. 

Mr. Rozack. I am trying to understand the process here. 

Mr. CreicutTon. I am trying to explain it to you in my understand. 
ing. I could be wrong, but I believe that is correct. 

Mr. Ropackx. Now will you tell us, Mr. Creighton, what is the nature 
of the hearing in which the charge of bias is made, or a statement or 
a belief is expressed? This is a serious statement because it goes to 
the qualification of the so-called judge in the case, and I am talking 
now about the administrative case. 

Mr. Creieu ton. Well, that is a question that I am not ready to ex- 
press an opinion on just now. I noticed that issue of bias was raised, 
and in doing a little research in this case—not with respect to this 
matter—in one of the Morgan cases, the question of bias was raised 
against the Secretary of Agriculture. The Secretary of Agriculture, 
1 believe, issued a statement that he was not biased, that when he wrote 
a certain letter he misunderstood a decision of the court. The court 
went on and said that they spoke of Cabinet members, said they were 
not assumed to be flabby individuals, that they were supposed to carry 
out their oath of office, and be like a court when they had to render 
judicial functions, and it must be assumed that the mere fact that 
they had previously had a matter before them would not influence a 
judgment based upon a record made at this proceeding, that if that 
was not the case you might say that every judge who had passed upon 
a case below, when it came back to him, would be biased and prej- 
udiced, also. That was the general tenor of the decision, as I recall it. 

Mr. Rogack. What is the nature of a proceeding in which the ques- 
tion of bias is raised before a hearing officer, not before the court! 

Mr. Creicutron. The question of bias is raised that the hearing 
officer is biased ? 

Mr. Rosack. No, it is raised before the hearing officer. I am trying 
to understand this document. 

Mr. Creicuron. I seriously doubt if the hearing officer—this 1s 
without any research—I don’t know that I ever heard of this opening 
before. Whether the hearing officer would have any power whatso- 
ever to pass upon the question of whether this Board, to whom he 
makes a recommended decision, is biased or prejudiced or not, I would 
have serious doubts whether or not that was something that he could 
determine. If it is like the courts, generally speaking it used to be 
the law that the courts determined themselves whether they were 
biased and prejudiced and whether they would disqualify themselves. 
I believe that subsequent—that now, probably, there has been a new 
rule of the court which provides that when an affidavit of bias and 
prejudice is filed that the judge must disqualify himself, and don't 
hold me to that, but that is what I understand the new rules to provide. 
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Mr. Rosack. What will be—I am now drawing upon your knowl- 
edge of administrative law—what will be the position of the hearing 
officer if the association or the respondent or whatever you call him 
asks that the Board members appear and testify on the question or the 
charge of bias? Is he going to say they shouldn’t appear? I am 
asking you about the question of bias. 

Mr. Creiguton. I will have to plead complete ignorance on that 
issue at this time. 

Mr. Rosack. Then the committee can’t inquire on the point, ob- 
viously. 

Mr. Creicuton. That is right. I am not trying to get out of testify- 
ing. I simply don’t know, and I frankly admit it. There are a lot 
of things about the law I don’t know and about administrative law 
that I don’t know. 

Mr. Rosack. Are there a lot of things about this case you don’t 
know ¢ 

Mr. Creicutron. I don’t know. We will find out when we get into 
hearing, sir. Probably there are, I don’t know. Time will tell. 

Mr. Rosackx. Mr. Hallahan, the Board regulations provide in cases 
when there is an appointment, or when the Board decides that a con- 
servator should be appointed, there is a regulation which allows the 
association to ask for a more definite statement. 

Are you familiar with that? 

Mr. Hatnanan. That is correct. 

Mr. Ropack. Now, have you been informed, or do you know that 
the association has made an application for a more definite state- 
ment ! 

Mr. Hattanan. Not to my knowledge, Mr. Roback. 

Mr. Rosack. I have been so informed that application has been 
made to the hearing officer—this application has already been made; it 
isnot something that is going to be done. 

Mr. Stoanr. When was it done, could you tell us? We haven’t re- 
ceived any of these documents. 

Mr. Ropack. I merely asked the witness whether he knew or had 
been informed, and he said “No.” There is no problem here. 

Is it the practice, or is it expected that when the hearing officer is 
served with an application, that the Board is also served or should 
be served or should be informed by the hearing officer ? 

Mr. Hatuanan. I believe the Board is informed by the hearing 
officer, Mr. Roback. I don’t know whether 

Mr. Ropack. I didn’t hear the first part. 

Mr. Hatnanan. I think the Board is informed by the hearing of- 
fcer. Mr. Creighton may correct me on that; I am not entirely fa- 
miliar with that. 

Mr. Ropack. Does the hearing officer consult with the Board on 
matters of procedure and jurisdiction ? 

Mr. Cretienron. This one hasn’t. 

Mr. Rosack. Should he? 

Mr. Creicuron. I think he should know it. I will say this to you 
quite fre ankly. The only communication I have had with this hear- 
ing officer is I sent him a copy of the order appointing him. I sent 
him a copy of the charges. I sent him the pamphlet copy of the 
statutes and all our rules and regulations. That is the only com- 
munication I have had with him. 
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Mr. Rozackx. Do you mean he is now going to educate himself gg 
to Board procedures ? 

Mr. Creicuton. I presume he will have to. 

Mr. Rosack. Well, consider the problem, Mr. Creighton. Thejp 
application, which can be submitted for the record if the committe, 
wants it 

Mr. Houirtetp. Without objection, it will be received for the ree. 
ord and marked accordingly. 

(The material referred to is in the subcommittee files. ) 

Mr. Rozack. This is an application before the Federal Home Loan 
Bank Board and Robert Hislop, trial examiner, and it is a request for 
a more definite statement, which request is provided in the rules and 
regulations. 

Mr. Stoane. If made within a certain time, I believe you will find, 
Mr. Roback. 

Mr. Rosack. I am not now dwelling on the question of whether 
this conforms to the time limit. All I know is this has been served, 

Mr. Stoane. That is why I asked you when it was served, sir. 

Mr. Rosack. It says over here the affidavit made by Mr. Gregory 
ison the 21st. When was this served, Mr. Gregory ? 

Mr. Grecory. For the more definite statement ? 

Mr. Rorpack. Yes. 

Mr. Grecory. This morning. 

Mr. Rozack. Does that conform to the rule? I believe the rule says 
15 days. : 

Mr. Stoane. The regulations provide that, whether such asociation 
is in charge of a supervisory representative-in-charge or otherwise, 
the directors of the association may, by the adoption of a resolution 
and the filing of a certified copy thereof with the Board within 15 days 
after the mailing of notice of hearing, demand a more definite state- 
ment of the ground or grounds stated in the resolution for the appoint- 
ment of a conservator or receiver of the Federal Home Loan Bank 
Board. 

Mr. Rogack. This application should have been made or is to be 
made to the Board, is that right ? 

Mr. Stoane. That is the substance of it, as I understand it. 

Mr. Rosack. So that if it is made to the hearing examiner and the 
Board doesn’t get it, as far as you are concerned, it is of no force and 
effect ? 

Mr. Stoane. The regulation says it should be made to the Board, 
sir. 

Mr. Rornack. And if the Board has not yet received such an applica- 
tion, has the time limit run out on it ? 

Mr. Cretenton. I don’t recall the exact date on whieh the asso- 
ciation or its attorney was notified and a copy of the resolution was 
sent by registered mail by the Secretary to the president of the associa- 
tion and to its attorney, Mr. Chapman. No; I haven’t got the date. 

Mr. Rorack. I will ask Mr. Gregory if he has the date on which he 
received a formal notice of the administrative hearing. 

Mr. Grecory. I will have it in just a few minutes. I am looking 
for it. 

Mr. Rosacx. This more definite statement, Mr. Hallahan, says 
with regard to each and every charge, and those include the charges 





und 
tee I 
and 
that 
M 
M 
celv 
M 
M 
tion 
cou 
M 
ing 
hav 
defi 
for 
N 
the 
fice! 
will 
ord 
the 
the 
12, 
‘ 
app 
) 
in t’ 
) 
defi 
lati 
cha: 
\ 
it e 
M 
the 
whe 
\ 
aga 
peri 
hea 
to f 
that 
N 
stat 
y 
stat 


pro 
thor 


ing 
lhg- 
i 


adn 


elf as 


Their 
Mittee 


le Tee- 


- Loan 
ast for 
eS and 


1 find, 


hether 
served, 


regory 


le says 


ciation 
erwise, 
olution 
L5 days 
2 state- 
ppoint- 


1 Bank 
s to be 
ind the 
ree and 
Board, 
pplica- 
1@ asso- 
lon was 
assocla- 
he date. 
hich he 


looking 


in, says 
charges 


ce 
—_— 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 603 


under inquiry, or the items which are under inquiry by this commit- 
tee in the emergency order, that such accusation is uncertain, indefinite, 
and unintelligible, and it goes on to specify in what respect. It says 
that about each and every item. oat 

Mr. Hotirtecp. Each and every charge within the order. 

Mr. Rozack. Now, what is the practice of the Board when you re- 
ceive an application of this sort, if your receive an application 

Mr. Hatntanan. I think Mr. Creighton can answer that. 

Mr. Rosack. This is an administrative problem. It is an applica- 
tion for a more definite statement that goes to the Board, not to 
counsel. 

Mr. Cretcnton. I think the only time that we have had proceed- 
ing of this sort, if more definite statements have been asked for they 
have been filed, and I believe in one of the cases we gave a more 
definite statement, and they did not think that was sufficient and asked 
for a supplemental statement, which was given. | 

Mr. Rosack. Well, now, here is the situation which confronts 
the Board, and here is the situation which confronts the hearing of- 
fier. A request is pending for a more definite statement. First, we 
will establish whether you believe that the time has expired—the 
order to Mr. Gregory, with a transmittal letter by the Secretary of 
the Board, Harry W. Caulsen, is dated May 12, and a photo copy of 
the air mail, special delivery envelope carries the stamp date May 
12, 1960. 

Today is June 22. Has the statute of limitations run out on the 
application ¢ 

Mr. Creicuron. I would say pursuant to the rules it was not filed 
in time. 

Mr. Rovack. Does the Board, when it has a request for a more 
definite statement, stand upon the technical rule, or does it allow 
latitude here because of the importance of the issue, the nature of the 
charges ¢ 

Mr. Cretcuton. That issue has never yet been determined nor has 
it ever come before the Board. 

Mr. Ropacx. So that if this application comes before the Board, 
the Board will then have to rule whether it was filed timelywise, or 
whether the Board will waive the 15-day limitation ? 

Mr. Creicuton. I think that is right, and I am not sure—and I say 
again Tam not sure, even though it wasn’t field within the statutory 
period of time, I mean the regulatory period of time—whether the 
hearing officer might not upon a motion to him be able to require us 
to file it otherwise. Now, I am not expressing any view on it. 
that is another issue—— 





I say 


Mr. Ronack. You mean the hearing officer might ask you to file a 
statement 4 

Mr. Creicuron. You might say they are entitled to a more definite 
statement, that the statement in the charges is insuflicient to make a 
proper defense to, and he might rule we should be required even 
though they didn’t file within the regulatory time. I am not say- 
ng that he can do that, now. We are getting into—we are theoriz- 


+ 
Mr. Rozack. We are also trying to understand the possibilities of 
administrative process. 
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Mr. Creicuron. I understand that, and I am trying to be as frank 
with you as I can. 

Mr. Rosack. I appreciate that, and I am sure the committee does, 

Now, the Board—if the Board has this application, and the isgye 
of the timeliness is decided in favor of the association, what then jg 
the procedure of the Board, Mr. Hallahan? Does it then direct some. 
one to prepare a more definite statement ? 

Mr. Hatianan. Yes. 

Mr. Rosack. Who does that; who does the preparation; who jg 
responsible for preparing a more definite statement ? 

Mr. Cretcuton. I would say the legal department is. 

Mr. Ropack. The legal department ? 

Mr. Cretcuton. Yes, sir. 

Mr. Roprack. Is this a matter of law or a matter of fact, because 
this request for a more definite statement says—instead of talking 
about a corporation, name it; instead of talking about loans, tell us 
how many and in what respect; and it talks about a deficiency of re. 
serves, tellushow much. Is that a legal matter? 

Mr. Cretcuton. I didn’t say it was a legal matter, but I say the 
preparation of a more definite statement would probably be by the 
legal department. We might have to consult with other people in the 
agency to obtain the necessary information and facts upon which to 
base that. 

It is just like any other proceeding. If you have a plaintiff in an 
action, and they ask for a more definite statement, who does it? The 
lawyer for the plaintiff does it, but he has to consult with his client 
in order to obtain the information which is requested. 

Mr. Rosack. Well, suppose the request then comes to your depart- 
ment? This statement that the charges are uncertain, indefinite, and 
unintelligible is made about every single one. 

Now, will you contest 

Mr. Cretenton. Mr. Roback, I can’t tell you what I will do until 
I read it, until I analyze it, and what my recommendations will be 
with respect to it. 

Mr. Rosacr. Is it conceivable, because you have to give this careful 
study and preparation, that you will not be able to supply it before 
the time of the administrative hearing? 

Mr. Cretcuton. I think that is conceivable; yes, sir. It is filed 
at this late date, and it may be that the association will want to goin 
and ask for an extension of time because of this pending matter. 

Mr. Ropacx. The association has, as a matter of fact, as I see here, 
asked for an extension of time. 

Mr. Cretenton. Well, I didn’t know that. You are telling me facts 
I never heard of before, and Mr. Gregory says they were just filed 
today. 

Mr. Rorack. All right. I am asking you whether the hearing off- 
cer keeps you posted on these matters. Maybe he shouldn't. 

Mr. Cretcnton. T have received nothing from the hearing officer, 
and I don’t know whether that motion shows that he filed a copy with 
the hearing officer and served upon us, and shows service upon US, 
or what it shows. 

Mr. Rosack. Whose responsibility is it to decide whether there 
should be a continuance or not ? 
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Mr. CretcH ton. I think it is the hearing oflicer’s. 

Mr. Rosack. Do you construe that within his- 

Mr. Creicuron. | think that is within his jurisdiction. 

Mr. Ronacx. Whether or not the meeting has been convened ? 

Mr. Cretanron. I think he can grant—— 

Mr. Rowack. He can grant that at this stage ? 

Mr. CreiguTon. It is my understanding that he can grant that at 
this stage of the proceding, Mr. Roback. I stand to be corrected 
if lam wrong, but he will have to make that determination himself, 
but that is my present thinking. 

Mr. Ropack. Suppose he is uncertain about it, is it proper and is 
he entitled to consult with the Board as to his jurisdiction in the 
matter 

Mr. CreiguTron. I don’t know how he construes his duties or what. 
itis proper for him to do. 

Mr. Ropack. You don’t know, and presumably he doesn’t know be- 
cause he is a stranger to the case. 

Mr. Creteuron. I don’t suppose he is a stranger to the Admin- 
istrative Procedures Act and the administrative process. He has been 
in this busines for a long time and has been qualified by the Civil 
Service Commission as a hearing officer. 

Mr. Ropackx. But you understand, do you not, that there are novel 
and unprecedented aspects to this case 4 

Mr. Cretcuron. I don’t know that they are novel or unprecedented. 

Mr. Ronack. You have been unable to answer many of the admin- 
istrative questions 1 have put to you even in a hypothetical way. 

Mr. Creicuton. I will let the record speak for itself on that. 

Mr. Ronacx. I will say as I said yesterday, frequently the record 
ismore eloquent than the witnesses. 

Mr. Creigutron. I wouldn’t be at all surprised. I 
claimed eloquence. 

Mr. Ronack. Mr. Hallahan, yesterday we were discussing the state- 
ment presented by the Board, and which you approved, and we had 
come to several cases cited. 

The committee was referred to the case of United States v. Icardi 
and United States v. Cross, page 10. 
should be referred to us? 

Mr. HaLtLauan. These cases are in the statement, Mr. Roback, and 
inmy understanding they don’t go directly to the point of privilege, 
but they merely go to the matter of the fact that in these cases the 
questions concerned were judicial matters. 

Mr. Rogack. And legislative matters? 

Mr. Hattanan. With respect, as I understand it, to the particular 
points involved they were judicial matters, and it is my understanding 
with respect to the points at issue they were more properly before 
the court than the Congress. 

Mr. Rosacx. The courts said in those cases, in substance, did it not-— 
Thaven’t looked at them recently—that committees of the Congress 
otherwise duly constituted and entitled to investigate these matter 
ought not to recall a witness to develop information which would fa: 
alitate a criminal proceeding or extend his liability or chances of 
lability in a criminal proceeding. 

What bearing does that have on this issue before the committee ? 


never have 


Can you tell us why these cases 
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Mr. Hatnanan. I think it bears on the judicial function, Mr. Roback, 

Mr. Ropack. Are you concerned about anybody’s personal crimina] 
liability in this proceeding ? 

Mr. Hatianan. No. 

Mr. Ropack. You are not citing it on that ground ? 

Mr. Hatxanan. No; notat all. 

Mr. Rosackx. And what point are you trying to convey to the com. 
mittee ? 

Mr. Hatianan. These cases are in the statement—as I say, this 
doesn’t bear directly on a matter of privilege, it just restates, as | 
understand it, the basic matter of separation of powers. The ques- 
tion of priv ilege 

Mr. Ropack. Just consider /cardi v. United States. Do you know 
who Icardi was?’ He was a fellow who was accused or suspected of 
murdering an officer in Italy. The Armed Services Committee held 
an investigation, and the court said that. is perfectly all right, even 
though it dealt with an individual, just like this committee is inquiring 
into a specific case, it still has a valid legislative purpose. You can 
look into the specific case to consider the general problem. 

Now, having said that, the court raised objections about certain 
kinds of testimony taken from Icardi because it had to do with his 
criminal liability. 

Now, tell us how that bears upon the issue before this committee. 

Mr. Hatxanan. The court in these cases, as I understand it has said 
in effect that the Congress in these particular cases were attempting to 
perform judicial functions which more properly rested with the courts, 

Mr. Rosack. Is that your understanding ? 

Mr. Hautanan. That is my understanding of the separation of 
powers. 

Mr Rosack. Instead of us having an exchange here, we will let the 
vases speak for themselves, Mr. Hallahan. 

Has it come to the attention of the Board or yourself, Mr. Hallahan, 
that various savings and loan associations have represented to this 
committee that the administrative hearing is or might be impeded by 
the committee’s operation ? 

Mr. Hatianan. It hasn’t come to my attention. 

Mr. Ropack. You are unaware of it ? 

Mr. Hatutanan. Yes. 

Mr. Rosackx. Do you know whether it is the custom—strike that. 

Is it possible that some of these statements are inspired by Board 
or regional bank officials ? 

Mr. Hatnanan. Not to my knowledge, sir. 

Mr. Rosack. You have no information on the subject 

Mr. Hatianan. No, I don’t know of any Board inspiration. 

Mr. Rosack. Is it likely that associations which owe money toa 
regional bank might be persuaded by the regional bank to make a 
statement ¢ 

Mr. Hatianan. I would consider it very unlikely, Mr. Roback. 

Mr. Rorack. Is there anything 

Mr. Hatianan. I think that in that respect, I don’t know what the 
figure is at the moment but it is customary, or it is not unusual, let 
me put it that way, to have 30 or possibly even up to 50 percent of 
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from the 





the association borrowing—talking now in the aggregate 
bank system. That is the “usual number. ; 

Mr. Rozack. They have legal obligations, customarily, to the bank. 
Would it be a v iolation of law for an officer of the Board ora regional 
hank to suggest to an association that he address the committee ! 
Would it be a violation of law ? 

Mr. Hattanan. That an officer 
Mr. Ropack. Advise the association to let the committee know 
what the bank thinks the committee ought to understand. 

Mr. Hatitanan. Oh, I think in the context of your statement, Mr. 
Roback, if any borrowing members were under fear with respect to 
their individual loans, were forced—I think that is what you are 
saying—I think it would be highly improper. 

[might say with respect to ‘the manner in which advances are made 
available to the associations, each of the banks has a board of directors, 
and the board of directors lay down the basis for the loans that are 
made. 

Mr. Rozack. Do you believe that this hearing is in any way im- 
peding the administrative hear ing? 

Mr. Hattanan. Mr. Roback, I think, to answer you fr: ankly, there 
are probably Board personnel who would be otherwise engaged with 
respect to the administrative heari ing. , 

Mr. Ronack. You testified, or at least Mr. Creighton testified a few 
moments ago that if the Board were served with an application for 
a more definite statement, it might take any number of weeks. They 
might have to request an extension themse lves. 

Mr. Hatnanan. I never heard of the application until you men- 
tioned it this morning. 

Mr. Rosack. All right, let’s go over the ground so there will be no 
misunderstanding. Suppose there is conveyed to you an applic ‘ution 
for a more definite statement of the charges. Suppose that there are 
no obstacles as to timeliness of filing, or at least they 
case there are any. 

Suppose you make, in good faith, an effort to respond and supply, 
under the regulations, a more definite statement. 

Isn’t it conceivable that you might require or need an extension 
of time? 

Mr. Hatinanan. That is possible; yes. 

Mr. Ropack. So why do you assume, automatically and without 
information, that the committee is interfering with the administra- 
tive process ? 

Mr. Hatnanan. I didn’t say that, Mr. Roback, and I would like 
tohave the record perfectly clear on that. 

Mr. Ropack. ~ the record be very clear about this. 

Mr. Hatianan. I said that there are certain Board personnel who 
unquestionably would be engaged with respect to matters leading 
to the administrative hearing. 

Mr. Hotrrreip. This is true of Mr. Gregory, too. Mr. Gregory 
has been here with his staff before the committee the same length 
of time that the Board has been, and if there be any inconvenience 
to — it results in inconvenience to Mr. Gregory and his staff 
as We 


Mr. Hatnanan. I understand. 
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Mr. Hovtrierp. I wasn’t arguing with you. I was clarifying th 
record on that point. 

Mr. Moss. Well, on this point, I want to read into the record q 
telegram, and then comment upon it. It is addressed to the Honorable 
William L. Dawson, chairman of the Committee on Government 
Operations. 


The California Savings & Loan League represents all sections of the State 
all types of savings and loan associations, has a total membership of 2492 as. 
sociations which are custodians of $544 billion of the public’s savings, The 
protection of this $8% billion depends upon the maintenance of public ¢op. 
fidence in this financial system. Such public confidence requires that the 
administrative processes and the judicial review established by the Congress be 
adhered to in the case of the Long Beach Federal as well as all cases of 
controversy between the management of associations and supervisors. The 
Executive Committee of the California Savings & Loan League by unanimoys 
action therefore respectfully but urgently requests that the Government Opera. 
tions Committee place no impediment— 


the Western Union has a habit of making the reading of a telegram 
a most interesting experience 





place no impediment that would result in the administrative hearing on the 
substantive merits of this Long Beach controversy not being held at the time 
and the place already designated in view of the strong possibility that the eur. 
rent hearings of this subcommittee may involve witnesses and records which 
could result in postponement of this administrative hearing. We therefore most 
strongly urge that the further proceedings of the subcommittee on the Long 
seach controversy be postponed until the conclusion of the administrative 
hearing. We have confidence that the legislation already enacted by Congress 
regulating such administrative hearing protects the rights of all parties in 
that it makes provision for the selection of an impartial hearing examiner, 
for the right of counsel, the right to call witnesses, full rights of cross examina- 
tion, rights to file briefs and the right of subsequent full review by the U.S, 
courts on the weight of the evidence. This action of the executive committee 
in no way should be construed as a lack of interest of the California savings 
and loan industry in substantive legislation governing the supervisory powers 
of the Federal Home Loan Bank Board. The California Savings & Loan League 
recognizes the responsibility of Congress to consider such legislation and to 
oversee the conduct of all Government officials. We accordingly urge the 
committee to undertake such a review of the adequacy of this legislation and 
the conduct of the Federal supervisory authorities as soon as but not before 
such investigation can be conducted without interfering with or prejudicing the 
pending administrative hearing. 
Louis S. Eaton, 
President, California Savings & Loan League, Pasadena, Calif. 


Now, first I want to make it very clear that the subcommittee has 
no intention of acceding to the request. Our responsibilities in this 
matter are in every sense as persuasive as the responsibilities of the 
agency we have created to exercise our constitutional responsibilities 
in connection with the financial or banking system of this Nation. 

The hearings have become lengthy, have taken much more of the 
time, the attention and the efforts of the members of the subcommittee 
than was originally contemplated. That would not have been the case 
had there been proper cooperation, and proper response from the 
Board. 

For the committee to accede to this request would be to establish a 
precedent that by stringing out and refusing cooperation the activi 
ties of the Congress could be frustrated, and I think that would bea 
most undesirable precedent, and as long as I am chairman we will con- 
tinue to a conclusion the assignment given us. 
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The telegram is full of error. It is predicated on assumptions 
which would be difficult to support. I place it in the record so that 
therecord may be quite clear as to the expressed attitude of the savings 
and loan league of my own State, but I most respectfully disagree 
with the telegram, and we will, of course, continue the hearings. 

Mr. Hourrirecp. Mr. Chairman, I, too, received a copy of this tele- 
gram, and as you have so clearly stated, it is full of inaccuracies, it is 
also full of misunderstanding as to what the subcommittee’s purpose is 
under direction from the full committee. It indicates that there might 
be some possibility of us placing an impediment in the administrative 
hearing, and, of course, there is no such intent, purpose, or effect of 
the committee. 

The administrative hearing is on another subject, the subject of 
appointing a receiver or conservator, and will go forward under the 
jurisdiction of the examiner and others who have control of it, and, 
of course, the committee has no control of it, nor does it express its 
opinion as to the timing that Is involved. , 

I would like to ask at this time Mr. Robertson, Chairman of the 
Board, and Mr. Hallahan as a member of the Board, and Mr. Creigh- 
ton and other members of his staff, and Mr. Wyman, if any of you 
have conferred with Mr. Eaton, or with members of the San Francisco 
Home Loan Bank, and have requested them in any way to send a 
barrage of telegrams to this committee. 

Mr. Hannanan. No. 

Mr. Rozertson. I answer for myself, no. 

Mr. Houirietp. Mr. Wyman ? 

Mr. Wyman. No, sir, I have not. 

Mr. Cretcuton. No, sir, I have not. 

Mr. Trevas. No, sir. 

Mr. Houtrtetp. So this comes as a voluntary telegram so far as this 
groupisconcerned. 

Mr. Stoanr. You didn’t ask me, but my answer would be the same. 

Mr. Ropackx. Mr. Chairman, you refer to Louis S. Eaton, president 
of the California Savings and Loan—— 

Mr. WatiHAuser. Excuse me, I want to clear one question. 

Mr. Stoane. I am aware there may be some ambiguity in the record. 
Idid not know of the telegram. ‘This was the first I had heard. 

Mr. Houirteip. I accepted your answer as such. 

Mr. Ropack. Mr. Chairman, the telegram as it was read was signed 
by Louis 8S. Eaton, who is president of the California Savings & 
Loan League, and I believe he spoke in behalf of the executive com- 
mittee, did he ? 

Mr. Watinauser. Yes, that is what the telegram says. 

Mr. Rozack. These are the executive committee members, and the 
committee may want to look at that. Listed here are their outstand- 
ing obligations to the San Francisco Bank. 

Mr. Moss. Mr. Lanigan. 

Mr. Lanican. First I just want to ask Mr. Robertson a question. 
You had indicated yesterday that at noon you were going to be able 
to get the information on when the recommendation was made for 
appointing a supervisor in charge in this case. 

Mr. Rosertson. Yes, I didn’t know we were not going to meet in 
the afternoon. 


59258—-60—pt. 1 40 
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Mr. Lanican. Do you have that information ? 

Mr. Rosertson. Yes. Definitive action to appoint a supervisory 
representative in charge of the Long Beach Federal Savings & Loan 
Association was taken. by the Board on April 19, 1960. There were 
many earlier conferences concerning Long Beach with members of 
the Board’s staff. The Board did not act on the recommendation of 
any particular individual or division. 

In making its determination, the Board considered the views of the 
staff and acted upon its own evaluation of the situation. 

Mr. Lanican. Well, could you tell us when the Board instructed 
the staff to draft the resolution 13372? 

Mr. Rozertson. There is nothing in the record to indicate that date. 

Mr. Lanitean. Do you have any personal memory ¢ 

Mr. Rozertson. It would be purely a guess. I would say possibly 
a month before. It is purely a guess. There is no record. 

Mr. Lanican. It could have been less than a month before, too? 

Mr. Rorertson. Yes, or it could have been more or less. 

Mr. Lantean. Perhaps Mr. Hallahan has a better personal recol- 
lection of that. 

Mr. Hatianan. No, I don’t. I was shaking my head, Mr. Lani- 
gan, to indicate that it might have been less than a month. 

Mr. Lanican. Could it have been a week before ? 

Mr. Rorsertrson. Did you ask me that ? 

Mr. Lanigan. No, I asked Mr. Hallahan. 

Mr. Hatianan. It could have been, but this is from memory, I 
would think it would be a little longer than a week, Mr. Lanigan. 

Mr. Lanican. I have some questions for Mr. Hallahan. I think we 
are through with Mr. Robertson. 

Did Mr. Ault dismiss the attorney for Long Beach Federal Savings 
& Loan Association in the litigation, as has been testified—did he do 
that with the authority and know ledge of the Board ? 

Mr. Hatnanan. What particular litigation are you referring tof 

Mr. Lanican. There was reference to a case in Los Angeles in 
which a motion had been made to substitute another attorney for Mr. 
Chapman, and I ask did the Board have knowledge that such a motion 
was made in any case ? 

Mr. Hatianman. I think, Mr. Lanigan, it was the understanding 
that Mr. Chapman’s services were to be terminated, but that isn’t 
true with respect to a particular case, and I am not sure which one you 
are referring to. 

Mr. Laniean. Then it was the Board’s understanding that Mr. 
Chapman’s services would be terminated, and some other attorney 
selected by Mr. Ault when he took over; is that correct ? 

Mr. Hatianan. You mention a specific case, and I am not sure. 

Mr. Lantcan. Well, in general is that correct ? 

Mr. Hatitanan. Except for the bank note case, Mr. Lanigan. 

Mr. Hortrreip. Now, Mr. Chairman, I think this matter needs to be 
clear. 

Mr. Moss. All right, we want the record to be clear. 

Mr. Houirrenp. Mr. Hallahan, you are aware of the fact that a 
petition was made in the court to increase the bond of Mr. Ault from 
something like a million dollars, or a million and a half, to $20 
million. 
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Mr. Hatianan. Yes. 

Mr. Horirrerp. And the appearance in court of your Board's at- 
torney in response to that particular case, a motion was made to dis- 
charge Mr. Chapman, and to disqualify Mr. Chapman as attorney 
for the shareholders. You are aware of that ? 

Mr. Hattanan. The case that I was referring to, Mr. Holifield, was 
the bank note case. 

Mr. Hortrie.p. Let’s stick to this case. I am not interested in these 
other cases. I am asking you if you know that on the motion of your 
Board attorneys, Mr. ¢ ‘he apman’s services to the shareholders had been 
terminated, and that they sought to prevent him from representing 
any interest in the court on that question ? 

Mr. C REIGHTON, You are talking about the petition which they filed 
in the U.S. District Court for the Southern District of New York to 
require an increase—I mean Southern District of California to in- 
crease the bond ¢ 

Mr. Hottrietp. Exactly. That was the case that I referred to and 
stated very clearly, so th: at the record might be clear. 

Mr. Creicuron. Well, now, the Department of Justice, the U.S. 
attorney, Who was representing the association in that case, the super- 
visory representative in charge, and I do not know that they took 
the issue—I think they took the issue probably that the court was 
without jurisdiction in the matter, Mr. Holifield, that the court had 
no jurisdiction to order the increase in the bond. I don’t know that 
they raised it, [ wasn’t there, and I don’t see every document that is 
filed. 

Mr. Houirtetp. The question was, did the Board know that their 
represent: itives, their legal represent: tives before the court, were go- 
ing to take the action of denying Mr. Chapman or attempting to deny 
Mr. Chapman his representative power ? 

Mr. Crereu'ton. In that particular proceeding ? 

Mr. Houtrreip. Certainly, that was the proceeding in the court. 

Mr. Creicuton. Well, there were several proceedings, but I can’t 
tell you whether the U.S. Attorney did that or not; he had authority. 
I know they did argue the jurisdictional question, ‘Mr. Holifield, and 
whether the U.S. attorney argued that Mr. Ch: apman had no authority 
toask for an increase in the bond for the protection of the sharehold- 
ers and the officers of the association or the shareholders of the asso- 
ciation, I can’t say. 

Mr. Ronacx. Mr. Chairman, I don’t believe—these cases have come 
up, and nobody here probably has had a chance to examine the issues 
in detail, but as I understand it, the question of the sufficiency of ‘0 
bond did not directly raise the question of the attorney. That w 

raised, I believe, in a proceeding by the association to have the sian 

visory representative named in the bank litigation. 

Now, the question that Mr. Lanigan asked was as to the Board’s 
knowledge and understanding. 

Did you say it was the Board’s understanding that the attorney 
would be separated when this order was served upon the association ? 

Mr. Hattanan. With respect to—it is my understanding, Mr. Ro- 
back, that generally, yes, that was the case, with respect to ‘Tepresent- 
ing the association, but with the exception of the bank note case. 
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Mr. Rozackx. When you considered issuing the emergency order, did 
it come up for discussion, and was it considered, and did you evaly. 
ate the consequences of separating Mr. Chapman from the case? 

Mr. Hattanan. Are you speaking of the bank note case ? 

Mr. Rosack. I am speaking of the Board decision to issue an emer. 
gency order, order 13372. 

Mr. Creicgutron. At the time there was the discussion, this note case 
was pending, and it was concluded during the discussion that because 
of the defenses that had been raised in the note case, with respect to 
the validity of the note, the lack of consideration, and I don’t know 
what all, that some method and manner must be worked out whereby 
the association’s former officers and directors should have counsel who 
would be able to present the defenses to that note which they alleged 
were defenses to the note. 

Mr. Ropack. What does all that mean, Mr. Creighton? 

Mr. Creicguron. It means frankly they were going to be represented 
by counsel of their choice in that particular matter. 

Mr. Howitrrevp. But not in any other matter ? 

Mr. Creiguron. But not in any other matters in which the associ- 
ation was interested; yes, sir. 

Now, this is pure hearsay. Do you want me to tell you my under- 
standing ? 

Mr. Rozack. What was the strategy of the Board when it decided 
to issue this order? There were many conferences, Mr. Robertson 
testified, and other people did. What was the strategy in getting rid 
of Chapman? 

Mr. Creicuron. Well, the strategy that I know was a letter which 
was wriiten and signed by Mr. Ault confirming, as I recall, an oral 
conversation which he had with one of the attorneys of the Board out 
there. 

Mr. Laniean. Could I ask why the Board wanted to replace Mr. 
Chapman with some other attorney ? 

Mr. CrercuHron. Well, I think it is only natural that the Board 
should desire to have an attorney selected of their choice, or the 
choice of Mr. Ault, to represent the association while Mr. Ault was 
in charge and responsible for its operations. 

Mr. Lanican. Did the Board have any knowledge of the attorney, 
which attorney Mr. Ault would select ? 

Mr. Crereyron. Not at that time. They later on interviewed some 
attorneys, and I received a recommencation that a Mr. Clock, of the 
firm Clock, Waestman & Clock, be retained to represent the associa- 
tion, and I approved that retention. 

Mr. Lanican. So the approval in Washington was required—— 

Mr. CreitcuHron. Our regulations, if memory serves me right, re- 
quire that any attorney selected by the supervisory representative in 
charge must be approved by the General Counsel of the Federal Home 
Loan Bank Board. 

Mr. Lanican. Now, the Board is defendant in some of the litiga- 
tion, either directly or indirectly the named defendants. It is de- 
fendant in some of the litigation, is that not correct ? 

Mr. Creicuton. Well, with respect to the note case, I think it has 
been the position of the Board that they are not a party defendant 
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to that action; that the court has no jurisdiction over them. I believe 
that is the position that has been taken. 

Mr. Lanican. But in the other matter is it a defendant ? 

Mr. Cretcuron. The other matters that are pending—it is still a 
qu uestion whether or not those matters are still pending in the courts, 
or whether or not they have been dismissed, and there is no action 
pending. In other words, as I tried to tell you the other day, and I 
did a very poor job of it and I am doing a poor job today, if you 
asked me to recite to you all the details and the many, many issues 
which have been raised in all this Long Beach litigation, I simply 
couldn’t do it. I do know that it has been the position with respect 
to certain cross seonel aints and certain interpleaders and third party 
complaints that the cireuit court of appeals ordered those dismissed, 
and ordered certain issues which were therein raised not to be reliti- 

ated. 

With respect to the note case, it was determined that this Board 
could not be in the position of not permitting the association, or the 
officers of the association, to raise whatever defenses they thought they 
had to their liability on that note, and that was a subject matter of 
diseussion, and it was definitely determined that that would be the 
case. 

Mr. Lanican. Is there any litigation pending involving Long 
Beach Federal Savings and Loan Association in which the Board is a 
party defendant, or plaintiff, or in which the Federal Savings and 
Loan Insurance Corporation is a party plaintiff or defendant, or in 
which any officials or employees of the Board are partly plaintiff or 
defendant ? 

Mr. Cretcu'ron. You asked me a question that gets back into the 
maze of this litigation, Mr. Lanigan, and I say that there are certain 
pleadings on file in the courts which attempt to make the Board or 
the Insurance Corporation either third party defendants, or defend- 
ants, or bring them in in some manner. 

Mr. Lanican. Those pleadings are on file? 

Mr. Cretauton. No service has been had in some of them. In some 
the position of the Department of Justice has been that those issues 
which they are attempting to relitigate have already been litigated and 
ordered dismissed by the court of : appeals. 

Now, quite frankly, I am not going to stand here before you and 
try to be an expert upon all of this litigation, the maze of it. For 
many years I tried not to know anything about it. 

Mr. Lantcan. Would you say the litigation is still a fairly compli- 
cated matter ? 

Mr. Cretauton. Well, I say the Department of Justice, I believe, 
was of the opinion that the issues maybe are not complicated, but it is 
a complicated matter, I will say that for you. The pleadings are that 
high. 

Mr. Moss. You kee “p referring to the Department of Justice. 

Mr. Cretauron. Yes, sir. 

Mr. Moss. Isn’t it a fact that the Department, in this instance, is 
acting merely as the attorney for the Board ? 

Mr. Cretcuton. The Board at the time the Department of Justice 


was first brought into this case, the Board had to have the Department 
of Justice represent them. 
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Mr. Moss. I realize that, but since that time the law has been 
changed. 

Mr. Creienton. Since that time the Board has considered it to its 
best interest, and it has been its policy, to let the Department continye 
to represent it in this case. 

Mr. Moss. The reason I asked the question is because, in my observa. 
tion, if I employ an attorney, I have him advise me, I have him handle 
matters for me, but I also want to be informed of each step that js 
going on, because I may or may not approve of what he is proposing 
to do. 

Do you think my position or the attitude is an unusual one ? 

Mr. Cretcutron. No; 1 don’t think it is unusual. 

Mr. Moss. Then isn’t it unusual for the Board not to want to consult 
with its attorney and advise on matters or on actions which may or 
may not be taken ? : 

Mr. Creieutron. Oh, I think that is correct. 

Mr. Moss. And in order to so advise and be advised, isn’t it essentia] 
that the Board have a comprehensive understanding of the details 
of the litigation ? 

Mr. CreicuTon. Well, I think we have a comprehensive understand- 
ing of the general details of the litigation, Mr. Chairman. 

As I say, it has been our position—— 

Mr. Moss. Do you have such an understanding, Mr. Creighton? 

Mr. Creienron. I think that I have a fair understanding of what is 
going on. 

Mr. Moss. Do you, Mr. Hallahan ? 

Mr. Hatianan. With respect to that litigation, I know a great 
deal less than Creighton. 

Mr. Moss. Would you characterize it as a comprehensive under- 
standing? 

Mr. Hatuanan. Of the 

Mr. Moss. Of the litigation which is being carried on under your 
direction, because it is your attorney that is handling the case. 

Mr. Hatianan. I believe that all of these cases, Mr. Chairman, 
were in court many, many years before I came on the Board. 

Mr. Moss. Well, I think it would be very nice if we could say that 
that would excuse us from the requirement of having such an under- 
standing. 

I point out that there are many issues in this Congress which have 
been before it many years before I became a Member, but strangely 
enough when I return home each fall the people in my district expect 
me to be able to undertake discussion of them, and they do not permit 
me to plead privilege. 

Mr. Hautianan. [ think I could discuss them to some degree. I can 
assure you I couldn’t discuss them to the same degree as Mr. Creighton. 

Mr. Moss. Mr. Robertson, would you say that you have a compre 
hensive understanding of the cases ? 

Mr. Rosertson. I would say I did not. 

Mr. Rosack. Can we inquire on this point as to discussion of the 
Board members as to the advantages or disadvantages of relieving 
themselves of litigation—just a matter of their understanding. 

If they appointed a supervisory representative they would fire the 
association’s lawyer who everybody on the Board knew, certainly Mr. 
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Creighton and the Board members knew, was an ingenious, aggressive, 
and imaginative lawyer. _ Wek 

Mr. CreicuTon. I admit all that; if I had some more adjectives I 
could think of, I would add to it. . 

Mr. Ropack. What was the discussion of the advantages or dis- 
advantages of getting rid of Mr. Chapman by issuing an order? _ 

Mr. Hatnanan. Mr. Roback, I don’t believe there were any dis- 
cussions—in other words, that the order was issued to get rid of Mr. 
Chapman. ew ; 

Mr. Rorack. Did it come up as a matter for discussion as one of 
the derivative, beneficial consequences ? 

Mr. HatnaAnan. No. 

Mr. Ronack. It didn’t enter your mind ? 

Mr. Hattanan. No. 

Mr. Rosnack. Mr. Creighton, did it ever occur to you this was a 
way to get rid of Chapman ¢ 

Mr. Creicuron. I had no desire to get rid of Chapman as such. I 
thought Mr. Ault as the Board’s representative in charge of the as- 
sociation should have—— 

Mr. Ropack. Would the appointment of a supervisory representa- 
tive and the change in the legal representation in effect—whatever the 
motive—in effect constitute a means for dismissal of any or all or part 
of the litigation ( 

Mr. CreigutTon. What litigation are you speaking of, Mr. Roback ? 

Mr. Rosack. Any litigation, one tiny little bit of the litigation- 
could it have that effect ? 

Mr. CrerauTon. It was never intended to have that effect. 

Mr. Rosack. I didn’t ask you about the intent, I asked about the 
consequence, 

Mr. CreicutTon. What the consequence would be would depend upon 
what the attitude of the court would be. 

Mr. Rogackx. Was the consequence considered when the order was 
issued ¢ 

Mr. Crerenron. I told you the consequence was considered with 
respect to the note case. In my opinion—and I say this, and I say 
people disagree—in my opinion—and this is just my opinion—the 
only litigation which was really pending out there and in which the 
Board could possibly be involved, and I don’t think they are involved 
in that, is the so-called note case, Mr. Roback. 

Mr. Ronack. And you wanted Chapman to be on which side of 
that issue ? 

Mr. Moss. Well, he indicated that the Board undertook to devise 
means of assuring the continuation of Chapman as the attorney for 
the former management. 

Mr. Ropacx. Mr. Gregory has advised me, Mr. Chairman, by a 
note which he had handed me, that the Government. officials flatly 
denied Chapman’s right to appear in the bank note case. 

Mr. Creicuron. The attorneys for the Board did not do that, and 
the attorney for the supervisory representative in charge did not do 
that. 

Mr. Rogack. Who did that ? 

Mr. Moss. Well, I would say at this point that rather than under- 
taking a debate of the issue that we can ascertain that from the record 
of the court, and examine on it later. 
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Mr. Creitenton. I believ e, and my understanding is, that the attop. 
neys for the San Francisco bank, I think, r aised that issue. 

Mr. Horirterp. That is true, but wasn’t the bank ac ting on behalf of 
the Board ¢ 

Mr. Cretcutron. Not in my opinion in that proceeding, Mr, Holj. 
field. 

Mr. Hortrtetp. They weren’t ? 

Mr. CreicuTon. No, sir. 

Mr. Moss. This is the note executed by the former conservator? 

Mr. Cretcnton. That is right, sir. 

Mr. Moss. And in executing the note, he made it with the Sap 
Francisco bank ? 

Mr. Creicuton. That is right, sir. 

Mr. Moss. And whose authority was he acting on at the time he 
made the note? 

Mr. Creicutron. At the time he made the note, he was acting under 
the authority of the Board, sir—the Federal Home Loan Bank Board, 

Mr. Moss. He was your agent ? 

Mr. Creicuton. He was the conservator of the association ap- 
pointed by the Board. 

Mr. Moss. He was agent of the Board in taking the role of con- 
servator. 

Mr. CreicutTon. Yes. 

Mr. Moss. As your agent, were you liable for his acts? 

Mr. Creicuton. I don’t ‘know ‘whether we were liable for : any Mis- 
feasance or malfeasance in office or anything of that sort. 

Mr. Moss. Normally, generally, isn’t the principal responsible for 
the acts of the agent? 

Mr. Creicuton. If he acts within the scope of his authority. 

Mr. Moss. If he acts within the scope of his authority in the execu- 
tion of the note ? 

Mr. Cretenton. Yes. Wetook that position; yes, sir. 

Mr. Moss. But you would not go along and say that the usual rule 
that he has responsibility is applica able ? 

Mr. Creicuton. I am saying this, and I hope I make myself clear. 
Regardless of what I think of the defenses which the association has 
raised with respect to its liability upon these some 6 million dollars’ 
worth of notes, I think that that association, the former officers and 
directors of that association, should have an attorney of their own 
choice to raise those issues and have them tried, and that we should not 
be in there where they can say, “Here is the Board both the defendant 
and the plaintiff in this action,” because those issues the Supreme 
Court has said under a decision that that decision did not in any 
way bar the association from raising any valid defenses which it 
thought it had to the execution of these notes, such as lack of con- 
sideration, and otherwise, and I was trying to make it certain, and 
the Board was trying to make it certain that it didn’t get itself into 
the box which it is now accused of being in, because we well recognize 
that it would be highly improper not to let these issues be raised. 

Mr. Moss. Then it is your contention that the action to oppose 
Chapman’s appearance in this matter was undertaken unilaterally 
by the San Francisco bank ? 

Mr. Creteuton. Absolutely. 
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Mr. Horirretp. You were not in conference with the members out 
there on this proposed action 4 

Mr. Creieuton. I talked to some members of them at one time, and 
[ told them quite frankly that the Board’s position was that they 
should have an attorney of their own choice in order to present what- 
ever defenses should be presented. 

Mr. Houtrrecp. Well, now, let’s explore this matter a little bit. 

Whenever something happens that the Board here doesn’t like, it 
disclaims responsibility for it, but yet it is another arm—the San 
Francisco bank is an arm of the Home Loan Bank Board, so when 
they do something you don’t like you disclaim it, and the court dis- 
claims it, but when the »y do something you like, I suppose you are then 
pleased with it. , 

Now, in this particular instance, the plea of the association was that 
Mr. Ault be made a party to the suit, and, of course, that was con- 
tested by the San Francisco bank attorney. 

Mr. Creignron. Did they contest Mr. Ault being made a party to 
the suit? 

Mr. HoutrreLp. Well, apparently they did. 

Mr. Cretauton. In other wor ds, I think they took the position that 
this was a suit against the association, and that Mr. Ault was not a 
necessary party as supervisory representative. 

Mr. Hourrtetp. All I have before me—and I have sent for the court 
record—is a news item from the Independent, the Long Beach Inde- 
endent, Thursday, May 19, and it says “Seized Long Beach Federal 
Savings Wins State Court Skirmish; Judge Rules ‘Fired Counsel’ 
Still on Job,” and it goes as follows: 

An alleged attempt by Federal agencies to control both sides of longstanding 
multimillion-dollar litigation involving Long Beach Federal Savings & Loan 
Association was blocked in superior court Wednesday. 

Judge John F. McCarthy ordered C. E. Ault, supervisory representative in 
charge of the firm since it was seized April 22, made a party to the litigation, 


and also refused to exclude Attorney Charles K. Chapman from representing 
the firm, although he was “fired” by Ault April 29. 


“It seems perfectly clear to me that the Federal Home Loan Bank Board has 
the power to completely dominate activities of the San Francisco Home Loan 
Bank [plaintiff in the law suit involved] and also those of Mr. Ault,” Judge 
McCarthy observed. 

“Tam not ascribing to the Board or the San Francisco bank any improper mo- 
tives. However, both of them are public bodies, and should conduct themselves 
ina manner that their motive cannot be subject to any just criticism.” 

Judge McCarthy ordered Ault included both as a codefendant in the San Fran- 
cisco bank’s action against the local firm, and as a cross-defendant in Long 
Beach Federal’s counteraction. 

Mr. Creicuron. I think that is a mistake. 

Mr. Houirretp. You think it is? 

Mr. Creicuton. I think the court ruled that Ault, as supervisory 
representative in charge, should be brought in as a defendant, and 
that since the bank had filed an amended complaint he would reserve 
decision on Ault being brought in as a cross-defendant until Chapman 
filed a cross-comp!: vint. That br idge would be crossed when he filed a 
cross-complaint to the amended complaint. 

Mr. Houtrtecp (reading on) : 


Chapman sought the order. Attorney Sylvester Hoffman, representing the 


San Francisco bank, answered that Chapman had no standing to make the 
motion. 
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Hoffman pointed out that Ault “has succeeded to all powers of officers and 
managers” of the local firm, and that Ault had dismissed Chapman. 


Then a quote from Judge McCarthy. He says: 


There are a few technical reasons why this relief should be denied. But jy 
court the skids are not supposed to be greased. 

Mr. CreiguTon. I agree with that. 

Mr, Ho.trrevp (reading) : 

Both sides are entitled to have their cases presented. 

You agree to it, but the San Francisco bank that is acting as an 
arm of your Board, a legal arm, does not agree with you. 

Judge McCarthy goes ahead : 

If there is a good defense (by the local firm) and because of this seizure this 
defense is not urged, would it not be a fraud on the court? 

Inherent powers of the court to see that every party has his day in court 
demand that Mr. Ault be brought in, and demand that something be done to 
see that merits of the cross-complaint (filed by Long Beach Federal) are fully 
and vigorously presented. 

The Bank Board should not be placed in the position of telling the association 
it may not act, and then refusing to act itself. 

This ruling is not an accusation of any kind, but the case poses a situa. 
tion which should not exist. 

It comes a little too close to a case of a plaintiff suing himself. I think it 
is the duty of this court to see that no such possibility shall exist, whether 
the threat be real or not. 

Those are the words of Judge John McCarthy, and I note that 
Mr. Hoffman referred to here is associated with Angell & Adams of 
San Francisco, and Mose Silverman who just rec ently left the Board 
is now also with Angell & Adams, and Angell has a long record of 
participation in this matter that goes way ‘back to before the hear. 
ings which I held i in 1951 and 1952. So you find the same old gang 
of law yers mixing it up, making fees, building a legal jungle, but 
never does the Board take action to bring this case to the court and 
let it be decided on its merits, and this is what the Long Beach as- 
sociation has tried from the very first—to get a trial on its merits in 
the court, and every type of legal impediment has been put in is 
path, and an insistence has been made that the executioner be allowed 
to be the judge in the administrative hearing. 

This is the record of the case. 

I asked Mr. Hallahan yesterday could he not at any timg have— 
could not the Board at any time have passed a resolution allowing 
these points not resolved by conference and compromise to be de- 
cided upon their merits in the court, and I received no satisfactory an- 
swer as to why it was not done. 

Do you have any satisfactory reason ? 

Mr. Hartauan. You are speaking about the old litigation, Mr. 
Holifield ? 

Mr. Howirtetp. I am speaking about all of the litigation, up to 
the time you seized it, because you have referred back to ‘all the points 
in litigation apparently, and put a few more in the basket. 

All of these things could have been resolved in court on the merits, 
but your lawyers wouldn't let you, would they? Your lawyers would 
never let the Board settle this case, and they still won’t let you. 

You are not a regulatory board, a sovereign board exercising your 
own authority; you are dominated by a group of lawyers that havea 


~— 


ve 
ca 


tit 


th 


Fy 


to 
to 
W) 


an 


el 


Be 


rs and 


But in 


as an 


re this 


1 court 
lone to 
e fully 


ciation 
situa- 


hink it 
yhether 


e that 
ms of 
Board 
ord of 
hear- 
| gang 
le, but 
rt and 
ch. as- 
rits in 
| In is 
llowed 


have— 
lowing 
be de- 
ry an- 


n, Mr. 


up to 
points 


merits, 
would 

ou. 

g your 
have a 


a 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 619 


vested interest, financially and otherwise, in winning this case, be- 
cause as long as they can keep it in the courts, they can continue to 
draw their big fees, and they are drawing big fees from the associa- 
tion—from the Home Loan Bank Board. 

Mr. Lanican. Mr. Chairman, I think at this point 

Mr. Hoiirirevp. Just a minute. 

Maybe he wants to make a comment on that. 

Mr. Hautiauan. I think Mr. Creighton gave, Mr. Holifield, a fair 
representation of the complicated nature of all of these past actions. 

Mr. Horirtevp. It is complicated, certainly. I have some 2,200 
pages of hearings. I know how complicated it is from the previous 
hearings. I know all of these issues; they were all discussed before 
a former committee of the Congress, and I am aware of the complica- 
tions, but how are you going to settle complications? Don’t you 
have to settle them in the court, or do you want to nullify them by 
firing an attorney for the plaintiff and settling it by an administrative 
hearing which you have already decided the equity of ? 

Mr. Hatranan. Mr. Holifield, I think it was made clear that the 
Board feels that Mr. Chapman should be the association’s representa- 
tive, or legal counsel in the note actions. 

Mr. Moss. Is the San Francisco bank an autonomous institution ? 

Mr. Hattanan. Mr. Chairman, it is a part of the Federal Home 
Loan Bank System. 

With respect to some matters within the limits laid down by the 
Board, yes, it is autonomous. 

Mr. Moss. Is it autonomous in the selection of counsel ? 

Mr. Hatianan. I believe that it is. I could stand corrected on that, 
Mr. Chairman. 

Mr. Moss. Mr. Creighton, is it autonomous in the selection of 
counsel ? 

Mr. CreicuTon. It is my belief that the selection of counsel has to 
be approved by the Board. I would like to have an opportunity 

Mr. Moss. Is it approved by the Board or by the chief counsel for 
the Board ? 

Mr. Creicuton. By the Board. 

Mr. Moss. And in the matter of initiating litigation, does the San 
Francisco bank act autonomously, or does it consult with the Board ? 

Mr. CreicutTon. It is my belief with respect to obligations owed 
to the San Francisco bank, they act autonomously, they don’t come 
to the Board to get before it, to sue upon a note, or to take action 
with respect to obligations owed to it. 

Mr. Hotirretp. Hasn’t this litigation been taken out of their hands 
and placed in the Department of Justice by the Board ? 

Mr. Cretcuton. No. 

Mr. Hottrrecp. The former litigation ? 

Mr. Creiguton. Pardon me, Mr. Holifield. I think I can say quite 
clearly that the Department of Justice has never represented the San 
Francisco bank. 

Mr. Honirtetp. Who has it represented in the litigation ? 

Mr. Creienron. It has represented the Federal Home Loan Bank 
Board, and the Federal Savings and Loan Insurance Corporation. 
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Mr. Houtrreirp. And it has dealt with the matters now pending as 
a result of the note signed by Mr. Ammann, and the action taken by 
the San Francisco bank, so where do you draw the line? , 

Mr. Moss. I think we had better have a memorandum of law pre- 
pared by the staff on this matter so we may know exactly what the 
situation is. 

Mr. Hatiranan. I think, Mr. Chairman, I think what Mr. Creighton 
has said is that the Department of Justice has represented the Board 
in this case, and the bank has selected their own counsel. 

Mr. Moss. The bank has made the selection of its own counsel sub- 
ject to confirmation of that selection by the Board. 

Mr. Creien ton. I think that is correct. 

Mr. Moss. Counsel who has appeared on behalf of the San Francisco 
bank at all times has been counsel confirmed by the Board. 

Mr. Hatiauan. | understand that that is so. 

Mr. Creiegnton. I think that is correct. I feel confident of that. 

Mr. Moss. You will check it so we will have the record clear, and 
we will hold the record open to receive clarification, and any citations 
of rule, regulation or law that might be applicable. 

(Subsequently the following statement was submitted) : 

Section 12 of the Federal Home Loan Bank Act (47 Stat. 1725) provides in 
part as follows: 

“Upon the making and filing of such organization certificate with the board, 
such bank shall become, as of the date of the execution of its organization certifi- 
eate, a body corporate, and as such and in its name as designated by the board 
it shall have power * * * to select, employ, and fix the compensation of such 
officers, employees, attorneys, and agents as shall be necessary for the transac- 
tion of its business, subject to the approval of the board.” 

A review of the records of this office confirms that counsel who has appeared 
on behalf of the Federal Home Loan Bank of San Francisco at all times has been 
counsel approved by the Board. 


Mr. Lanican. Mr. Chairman, I think there is a letter that should be 
put into the record at this point, if I may read it. 

Mr. Moss. Go ahead, Mr. Lanigan. 

Mr. Lanican. It is on the stationery of the Federal Home Loan 
Bank Board, Washington, D.C., dated April 23, 1960, Long Beach, 
Calif. 

CHARLES K. CHAPMAN, 
Attorney, Ocean Center Building, 110 West Ocean Avenue, 
Long Beach, Calif. 

GENTLEMEN: You are hereby notified that the undersigned has taken charge 
of the affairs of the Long Beach Federal Savings & Loan Association, Long 
seach, Calif., as supervisory representative in charge, pursuant to order No. 
13372, issued April 19, 1960, by the Federal Home Loan Bank Board, Washing- 
ton, D.C. A certified copy of that order is attached hereto. 

All outstanding authority of any persons to act in any capacity for or on 
behalf of the Long Beach Federal Savings & Loan Association, Long Beach, 
Calif., is revoked. You are directed not to honor the request of anyone other 
than the undersigned or persons duly authorized in writing by him for the re 
moval, transfer, disbursement or any other disposition of any documents, papers, 
funds or property of any kind of the association, or in which the association has 
an interest, which may be held by you as depository, trustee, escrow agent or 
in any other capacity. 

Respectfully yours, 
C. B. AULT, 
Supervisory Representative in Charge, 
Long Beach Federal Savings & Loan Association. 
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On April 25, 1960, at 8:57 a.m., I received a true copy of the foregoing notice 
together with an attached certified copy of Federal Home Loan Bank Board 
Order No. 13372, issued April 19, 1960. C.K.C. 


This, evidently, is Mr. Chapman. This has no reference at all to 
any exceptions or possible modification. It says “all outstanding au- 
thority is revoked by this letter,” and I notice that in the excerpt read 
by Mr. Holifield, the San Francisco attorneys contended that Mr. Ault 
had dismissed Mr. Chapman, and this letter seems to bear that out. 

Mr. Moss. The Chair asks unanimous consent that the letter just 
read become exhibit G-1. 

(Exhibit G-1 appears in the appendix on p. 1095.) 

The letter of April 29, 1960, addressed to Mr. Charles K. Chapman, 
signed by Mr. C. E. Ault, which reads as follows: 


This is to confirm our understanding that your services as attorney for this 
association have been terminated as of April 22, 1960, after business hours of the 
association on that date. 

It is our further understanding that within a reasonable time you will furnish 
to us a list of the association property in your possession and, also, a list of 
your property which may be on the association’s premises. 

As you mentioned to Mr. Fenderson, the matter of fees due you by the associa- 
tion will be the subject of further discussion. 

Very truly yours, 
LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, 
C. E. Aut, Supervisory Representative in Charge. 


That will become exhibit G-2. 
(Exhibit G-2 appears in the appendix on p. 1099.) 
A letter from Mr. Chapman to Mr. Ault on May 3, 1960. 


Your letter of April 29, 1960, received. You are not correct when you “con- 
firm our understanding” that I would no longer represent Long Beach Federal 
Savings & Loan Association as its attorney. 

I would not in any way attempt to act as your attorney, nor attempt to bind 
the association without your knowledge, but I think you and your attorneys are 
disqualified to represent the association in all litigation in which the associa- 
tion seeks any relief against the Federal Home Loan Bank of San Francisco, 
your superiors, the Federal Home Loan Bank Board, Federal Savings and Loan 
Insurance Corporation, et al., your predecessor former conservator Ammann, or 
any other similar situations. 


Your examiner Mr. Harrington was given a list of litigation on April 15, 1960. 


It gave my report of all cases in which I was attorney for the association as of 
January 25, 1960. 


We have been obtaining extensions of time for any action to be taken on behalf 
of the association since your taking over April 22, 1960. On a case-by-case basis 
I will seek your addition as a party to be represented by your own attorneys as 
fast as can be done, with the most important cases being dealt with first. 

This is signed by Chapman, and acknowledged by Ault as having 
been received on the 3d of May. 

This will be G-3. 

(Exhibit G-3 appears in the appendix on p. 1101.) 

G4 is a copy of a motion filed in Superior Court of the State of 
California, in and for the County of Orange, /n the Matter of The 
People of the State of California acting by and through the Depart- 
ment of Public Works v. Metrim Corporation, a corporation, as trus- 
tee, Long Beach Federal Savings and Loan Association, a corporation, 
et al., as defendants, in which the motion is made that Mr, Chapman 
be dismissed as counsel, in that instance, and that Mr. Clock be substi- 
tuted as attorney, of the firm of Clock, Waestman & Clock. 
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This is in the matter of the condemnation of the 64 acres in Belle. 
hurst. That will be G—4 for the record. 

(Exhibit G—4 appears in the appendix on p. 1102.) 

Mr. Howirtevp. Mr. Chairman, I have in my hand the reporter's 
transcript of the court’s ruling which I read excerpts from, and I agk 
that this be accepted as an exhibit for the committee. 

Mr. Moss. Is there any objection ? 

(No response. ) 

Mr. Moss. Hearing none, it becomes G-5. (Exhibit G—5 is retained 
in the subcommittee files. ) 

Mr. Hourrietp. Now, I call to the attention of the chairman that 
while I was in the chair I accepted a document and asked that it be 
appropriately marked. 

Mr. Moss. It will be identified as G—6. 

Mr. Creieuton. Mr. Gregory tells me that has not yet been served 
upon the Board, but he expected to serve it upon the Board at noon 
today. 

Mr. Houtrrevp. That isn’t the document I asked to be accepted, | 
asked for a document to be accepted this morning. 

Mr. Rogack. I believe, Mr. Chairman, it had to do with the applica- 
tion before the Board and the trial examiner on the issue of subpenas, 
and attached to the issue of subpenas was a statement by Mr. Gregory 
in which he said that having watched these hearings he believed the 
Board was biased, and I questioned the witness on the administrative 
handling of the issue of bias. 

Mr. Moss. This is a petition in connection with the hearing on June 
27% 

Mr. CreicutTon. Yes, sir. 

Mr. Moss. The Chair is going to reserve ruling on and receive it at 
this point not for the record. 

Is that the only exhibit discussed this morning ? 

The Chair is prepared to rule that the document is in conection with 
a matter not yet before the subcommittee, the hearing of June 27. 

Weare inquiring into an action taken by the Board in the issuance of 
order 13372. It is still the chairman’s opinion that the hearing will go 
to order 13440. 

Mr. Laniean. Shall I proceed ? 

Mr. Moss. Yes. 

Mr. Lanican. Mr. Hallahan, about how often does the Board meet! 

Mr. Hatuanan. It meets almost daily. 

Mr. Lanican. It meets almost every day ? 

Mr. Hatianan. Yes. 

Mr. Lanigan. And does it have 
Saturday ? 

Mr. Hatitanan. No, quite infrequently. 

Mr. LAnican. Now, when the Board meets from time to time, does it 
have employees who come to the meeting, do employees attend the 
meetings of the Board ? : 

Mr. Hatitanan. Well, there are often employees that are called into 
the meeting, yes. 

Mr. Lanican. So the Board determines which employees are to 
attend the meetings, is that correct ? 
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Mr. Hatianan. Yes, if a matter comes up we want some advice 
on, yes, we will ask a particular employee to come in. 

Mr. Lanican. And on what basis do you determine which employees 
tocall into the meeting ? 

Mr. HaLttanan. Well, it depends on the particular matter which the 
Board is considering. 

Mr. Laniean. Then do you call in some employees who have been 
working on the matters that you are considering, who are familiar 
with all the facts ? 

Mr. Hattanan. That is correct. 

Mr. Moss. Will you call in the employees who have been working 
on matters when the Board sits for review of any decision, or recom- 
mended decision on matters to be considered on the 27th of June? 

Mr. HatnAnan. Would you restate that question, Mr. Chairman ? 

Mr. Moss. When the Board sits to consider the recommendations 
or the decision of the examiner, after the administrative hearings are 
concluded, is the Board at that point free to call in any employee of the 
Board for ex parte discussion on the matters which have been at 
issue / 

Mr. Hatnanan. I don’t think so, Mr. Chairman. 

Mr. Moss. Who can the Board call in at the point where it sits to 
review an administrative finding ? 

Mr. HatnanHan. Beg pardon / 

Mr. Moss. Who can the Board call in when the Board sits to review 
an administrative finding by an examiner? What portion of its staff? 
Can it, for example, call in Mr. Creighton, who will have had a hand 
in preparing the charges and the case which will be presented before 
theexaminer? Can it call Mr. Trevas? 

Mr. HatuaHan. You are raising a unique question for me to answer. 

Mr. Moss. But a most important question. 

Mr. Hattanwan. May I wait until he checks 

Mr. Moss. Yes. 

Mr. Hatnanan. Mr. Sloane points out to me that the Administra- 
tive Procedures Act doesn’t point out that you can or can’t 

Mr. Moss. Oh, I understand that, but I am asking about the Board’s 
policies. 

Mr. Hatnanan. In my judgment, I wouldn’t think there would be 
anybody called in. 

Mr. Moss. Well, that is little assurance to a person who might be a 
party interested in such a case. Surely the Board in assessing its 
quasi-judicial role has thought sufficiently far ahead to spell out some 
rules of the road, as it were, undertaking such a hearing or considera- 
tion. 

Mr. Hattanan. I wanted Mr. Sloane to check the Administrative 
Procedures Act. 

Mr. Moss. We checked this in Oversight, and I think you are quite 
familiar with the contentions of some as to the ex parte role of the 
staff in connection with quasi-judicial proceedings, and the serious 
question of the propriety of such ready access to the Board, or to the 
Commission as the case may be, but it is your position, and the posi- 
tion of counsel at the moment that the Board has not thought this 
through and spelled out any rule? 
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Mr. Hatxianan. Mr. Chairman, what I was saying is that in my 
judgment it shouldn’t be necessary for the Board to call in the staff 
or that the Board shouldn’t do it. 

In other words, they should make it, as much as possible, a com. 

letely independent review by the Board, itself, and I realize, Mp 

hairman, as well as you—and you probably realize it much mop 
than I, that the system of administrative law that we referred to yes. 
terday, and I guess the Administrative Procedures Act was the one 
that was worked out to best conduct it, has certainly some paradoxes 
in it. 

Mr. Moss. Oh, you are aware of the fact that the Federal Bar As. 
sociation, the American Bar Association, their committees on admip. 
istrative law have recommended some rather substantive changes jp 
the Administrative Procedures Act ? 

Mr. Hatxianan. I think there should be some, myself-—— 

Mr. Moss. Primarily for the safeguarding of the interests of persons 
who are subjected to that new type, really, of legal process. 

Mr. Hatianan. With that I am in entire agreement. 

Mr. Moss. You are probably aware that we in Legislative Oversight 
have been very much concerned as to the questions of ex parte contact 
and communication, and that we have been concerned with the rela- 
tionship of staff to Board performing these functions, and in many 
instances the commissions who perform these functions on a mor 
regular basis than does the Board have spelled out by rule and regula 
tion this relationship. 

I think it is important here, if we are going to take the Board into 
this field of sitting in review of an examiner’s finding that there 
should be some ground rules. 

Mr. Hatuanan. As I say, I believe that I have expressed myself. 

Mr. Moss. I agree with your expression, but I say it is not reassur- 
ing, lacking something of substance to show that that will be the 
policy. 

Mr. Hatxianan. I think there is no question about it as far as I am 
concerned, and I hope I can speak for the Board on it—Mr. Robertson 
is still here. 

Mr. Houirrecp. Mr. Chairman, may I ask a question at that point! 

You indicate that you believe that certain changes should be made in 
the Administrative Procedures Act, as recommended by the American 
Bar Association and other responsible bodies. 

Would you recommend that these changes be made mandatory! 

Mr. Hatxianan. I am not familiar with all of the recommendations 
that they have made, Mr. Holifield, but in the past the Congress has 
created a number of special courts with which you are all familiar— 
you have got the Court of Claims, the Tax Court, the Court of Patent 
Appeals, you have the Emergency Court of Appeals, if you recall, 
with respect to the OPA Act. 


It seems to me—and I am not too familiar with some of the other | 


agencies in this field, and I am sure that the chairman and Mr. Holi- 
field are, that possibly the Congress could well give consideration to 
doing that in this field. 
Mr. Houirretp. But you haven’t come up with any recommendations 
for the Congress, have you, along that line? Your Board hasn’t made 
recommendations to the Banking and Currency Committee. 
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Mr. Hattanan. No, we did not. 

Mr. Howtrrecp. You did make one recommendation, your Board 
did make one recommendation that the word “shall” be changed to 
‘may”, did it not ? 

Mr. Hattanan. I haven’t refreshed myself on that. 

Mr. Horirrevp. You know of that instance, Mr. Creighton, in which 
Mr. Robertson appeared before the Banking and Currency Committee 
and asked that the word “shall” be changed to “may”, do you not ? 

Mr. CretcuTon. I really don’t recall. We can check that, Mr. Holi- 
feld. I don’t recall. 

As I explained to you before, the Board did recommend at one time 
arewriting of section 5(d). 

Mr. Houirretp. But the rewriting of it was to take out of the stat- 
ute the mandatory word “shall” and put in the permissive word “may” 
which would further increase the power of the Board and take away 
from the 1954 amendment that procedure which was made mandatory 
under the language unless this alternative was used, is that not true, 
so that shows the attitude of the Board. 

Mr. CretcuTon. I don’t know that that shows the attitude of the 
Board, Mr. Chairman. I think there are many statutes in which 
“shall” is used, and it means “may,” and “may” is used when it means 
“shall.” 

Mr. Moss. I would hope that the Board would, in advance of the 
review of the examiner’s opinion, seriously consider the predetermina- 
tion of the relationship of staff to the Board as it undertakes its review 
function at that point. 

I recognize that this is a very complex and controversial area, and 
while we have recommendations from segments of the Federal Bar and 
American Bar Association that there are areas where there should be— 
where there is substantive disagreement before those groups as to the 
best means of correcting what we all recognize is a faulty procedure, 
and one which does not always insure that justice will be done. 

I guess it is part of the growing-up process as Government feeds over 
into other fields, but we are faced now with the fact that such a pro- 
cedure ultimately will be before it, and in the absence of definitive 
standards there should be some determination made by the Board. 

Mr. HatLanan. I agree with the chairman wholeheartedly on that 
int. 

Mr. Moss. Mr. Lanigan. 

Mr. Lantean. Do you recall that on April 23, the Board was in ses- 


sion from 9 a.m. to 6 p.m.—that was on a Saturday following the seizure 
of the bank. 


Mr. HALLAHAN. Yes. 
Mr. Lanican. Mr. Chairman, I would like to read from the min- 
utes of the 1899th meeting of the Federal Home Loan Bank Board, 


Itreads: 


The Board was in session from 9 a.m. to 6 p.m., on Saturday, the 23d of April, 
0, to receive staff reports with respect to the takeover of the Long Beach 
Savings & Loan Association, Long Beach, Calif., such takeover having been pro- 
vided for by order No. 13372. Also in attendance were Mr. Caulsen, secretary. 


Now, why was Mr. Caulsen asked in at that meeting ? 
59258 


-60—pt. 1—-41 
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Mr. Hatianan. Well, Mr. Caulsen as you know is a member of the 
Board’s staff, and I feel quite confident that. he was there in cage 
the Board, itself, had totake some particular action. 

Mr. Lanican. You mean he was there to assist. in preparing any 
necessary documents ¢ 

Mr. Hatitanan. No. I believe he was there, Mr. Lanigan, in cage 
the Board had to take any formal actions. 

Mr. Lanican. The next man listed is Mr. C. Smith, assistant to the 
Board. 

The next is Mr. Creighton, General Counsel. 

Why was he called in? 

Mr. Hatxianan. Well, I think that all members, top members of 
the Board’s staff—it would be highly unusual if they weren’t jp 
attendance. 

Mr. Lanican. Had he been involved in the discussion prior to the 
issuance of order 13372, Mr. Creighton ? 

Mr. Hatnanan. Lam sure Mr. C reighton was, yes. 

Mr. Lanican. And Mr. Sloane, attorney. Why was he there? 

Mr. Hatianan. I would think for the same reason. 

Mr. Lanican. Had he been involved in the discussions prior to the 
takeover ? 

Mr. Hatzanan. Not with the Board, itself, that I can recall, He 
may have been in connection with some of the other matters. 

Mr. Lanican. Had he been working with—I will ask Mr. C reigh- 
ton, had he been working with you on the matters respecting the 

takeover ? 

Mr. Creicuron. Mr. Sloane worked with me in preparing some 
documents and matters of that sort, yes, and looking up some law, 

Mr. Lanican. Was he familiar with the Long Beach case? 

Mr. Creiguron. Not in the sense of being fi amiliar with it, but he 
had not been in on consultations—— 

Mr. Lanican. He had been in on consultations ? 

Mr. Cretauton. No, he had not. 

Mr. Lanican. But he prepared material in connection with it. 

Mr. Creiguron. He prepared material in connection with the 
matter, yes. 

Mr. Lanigan. And Mr, Wilfand? 

Mr. Creicuton. He is an attorney on my staff. We didn’t know 
what legal matters might arise at that time and what might be nec- 
essary, and I asked those members of my staff to be present at that 
time so they would be available if some matters should arise that 
required research or the like. 

Mr. Lanican. Had he done any work on this case prior to that 
meeting ? 

Mr. Cretguron. No, sir. I am sure that is right. He hadn’t been 
with the Board too long, Mr. Lanigan. 

Mr. Lanican. The next was Mr. Ammann. Why was Mr. An- 
mann brought in, Mr. Hallahan ? ' 

Mr. H. ms AHAN. He is Associate Director of the Division of Super- 
vision, Mr. Lanigan, and that is I am sure why he was there. 

Mr. Lanican. Had he been involved in any of the preparatory ac- 
tion prior to the issuance of order 13372? 
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Mr. Hatianan. I don’t believe so, Mr. Lanigan, but I could be 
wrong on that. I don’t recall Mr. Ammann participating. I don’t 
recall. ; ¥ it 

Mr. Lanican. You don’t recall whether or not he had participated 
previous! y? 

Mr. Moss. I am going to have to interrupt at this point. There is 
acall over at the House. It will be necessary that we recess the hear- 
ings until 2:30 this afternoon, at which time we will reconvene in 
room G-53 in the Capitol Building. That is the meeting room of the 
Committee on House Administration. 

; } 9) -2 

(Whereupon, at 12:10 p.m., the subcommittee recessed until 2:30 
pl, the same day.) 

AFTERNOON SESSION 


Mr. Moss. The subcommittee will now be in order. 

Before we go into additional questions by counsel on these minutes, 
what is the requirement either by regulation or statute for the keeping 
of minutes of the meetings of the Federal Home Loan Bank Board, 
or is there a requirement ¢ 

Mr. Hatiranan. I think Mr. Caulsen isn’t here. Do you know, Mr. 
Creighton ? 

Mr. Creiauron. I am told by the secretary, and I don’t know 
whether this is by formal resolution or what, in 1954 or 1955, at the 
time Mr. McAllister was Chairman of the Board, that a question arose 
with respect to what the minutes of the meetings of the Board should 
show, and it was determined—which I am told was approved by the 
GAO—that they should only reflect the official action taken by the 
Board, and that is the extent of my knowledge, Mr. Chairman. 

Mr. Moss. You are not aware of any rule, regulation, or statutory 
provision requiring minutes be maintained ? 

Mr. CretcuTon. Iam not, sir. 

Mr. Moss. I have been impressed in looking over the minutes at 
the brevity of the Board, or its secretary. For instance, here the 
Board was in session from 9 a.m. to 6 p.m. on Saturday, April 23, 
1960, to receive staff reports with respect to the takeover of the Long 
Beach Federal Savings & Loan Association, Long Beach, Calif., such 
takeover having been provided for by Order No. 13372. Also in at- 
tendance were—which doesn’t indicate the members of the Board who 
were present. 

It indicates the non-Board members who were present. It is not a 
simmary of action taken, it is a narrative of what in a most succinct 
form occurred, and I was just wondering if this was a characteristic 
ofthe minutes. If so, it seems to me that there is little useful purpose 
served in having any minutes. 

Mr. Crercuton. I think the minutes as they are kept now merely 
show official action taken by the Board, the adoption of an order, the 
adoption of a resolution, or matters of that sort, Mr. Chairman, and 
Tam told that that has been the practice and was a result of confer- 
ences between the then Chairman of the Board, the auditor, and GAO, 
and that that was what was finally determined would suffice. 

Mr. Moss. GAO? 

_ Mr. Cretcuron. The General Accounting Office. That is hearsay 
insofar as I am concerned, but I did make inquiry with respect to it. 


Mr. Moss. Mr. Holifield. 
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Mr. Ho ttrrtevp. I am again amazed at the type of minutes of yoy 
meetings. If ever there was a procedure which would lend itself to 
obscuring the reasons for taking action, this type of minute keeping 
would lend itself to that point. 

If there ever was a need for the Congress or anyone else to inspeet 
or to probe into why actions were taken, and which members of the 
Board were in favor of those actions, and which members were againg 
or which members were present, even, then this is a successful method 
of defeating and frustrating that purpose. 

In the holding of executive sessions of a congressional committee 
there is rarely, and then only on the most security bound subjects, ; 
failure to keep a record of what is said. I am on the Joint Committe. 
on Atomic Energy, and we have testimony in executive session befor 
our committee of greatest security value. We are elected by the 
people—we do not have to answer to the Congress or anyone else as 
to what transpires in an executive session, but nevertheless we keep 
a record of those executive sessions, almost without fail, and excepting 
only when some high official asks for permission to testify off the rec. 
ord. These records are impounded in our safes and vaults, as a matter 
of record and a matter of reference when it is needed to refer to thee 
matters, and certainly people that are charged with regulatory re. 
sponsibility should make a record of their executive meetings in order 
that Congress some day might look at it, and in order that each 
individual on that Board might have a record of where he stood on 
particular matters, and that it not be left to the transitory memory 
of man as to what occurred. 

Mr. Chairman, I consider this another piece of evidence that the 
procedures of this Board partake of the nature of privilege which | | 
don’t think they have, and partake of a nature of hiding the actions | 
of the members of the Board, separately, and the reasons for taking | 
the actions. 

Mr. Moss. Mr. Lanigan. | 

Mr. Lanican. When we closed this morning, Mr. Chairman, I asked | 
Mr. Hallahan a question or two about Mr Ammann, whose name 
appears as having been at the meeting on the day of April 23, 1960, | 
which was held to receive reports on the takeover. 

I just want to ask Mr. Hallahan whether this is the same Mr, 
Ammann who was a conservator of the building and loan association 
at the time it was seized previously by the Board? 

Mr. Hatianan. Yes; it is. 

Mr. Lanican. And at the present time he is Associate Director in the 
Division of Supervision ? 

Mr. Hatianan. That is correct. | 

Mr. Lanican. And then I asked you whether he had participated | 
prior to April 23 in any of the Board discussions regarding the action | 
that might be taken in the Long Beach case. 

Mr. Hatianan. Yes; I think I said, Mr. Lanigan, I didn’t recall. 
He may have been in one or two of them, but I don’t—he was nota 
participant. 

Mr. Lanican. Perhaps Mr. Wyman should be asked the same 
question, that is whether Mr. Ammann participated in any of the | 
actions taken by the Division of Supervision with respect to the Long 
Beach case during the current calendar year from January 1, 1960, 10 | 
April 19, 1960? 


' 


part 
1948 
M 
Sup 
M 
M 
M 
M 
M 
of ec 
M 
on V 
M 
of n 
any 
tion 
M 
ing 
M 
or t] 
the 
and 
asso 
say, 
othe 
to th 
tion 


M 


Of your 
t self to 
keeping 


inspect 
3 of the 
against, 


method 


nmittee, 
bjects, 4 
mmittee 
n before 

by the 
e else as 
we keep 
xcepting 
the ree. 
a matter 
to these 
itory re- 
in order 
hat each 
stood on 
memory 


that the 

which I | 
e actions | 
or taking | 


' 


1, I asked 
ose name 
23, 1960, | 


same Mr, 
sociation 


tor in the 


rticipated | 
the action | 


n’t recall. 
was nota 


the same 
ny of the | 
the Long 
1, 1960, to | 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 629 


Mr. Wyman. No; to the best of my recollection he did not partici- 
pate in any of them. 

Mr. Lanican. Do you mean that he did not—did he prepare any 
papers in conne ‘tion with this action, Mr. Creighton ? 

r. CreicHTON. Mr. Ammann took care of getting the bond, fidel- 
ity bond, which was given by the supervisory representative in charge. 

Mr. Lanican. Do you recall whether he did any other work in con- 
nection with this case ? 

Mr. Creicuton. Not with me, not as far as I know; no, sir, but he 
did, because we were busy, he did arrange with the U.S. Fidelity & 
Guaranty Co. for the fidelity bond which was required of Mr. Ault. 

Mr. Moss. Has Mr. Ammann exercised any supervisory responsi- 
bility in connection with Long Beach since the institution was returned 
to its management ? 

Mr. Wyman. No; I would say that he has not exercised any super- 
yisory responsibility. 

Mr. Moss. Or judgment ? 

Mr. Wyman. With respect to it. 

Mr. Moss. Or supervisory judgment in connection with the reports 
of examiners assigned to review Long Beach ? 

Mr. Wyman. I don’t recall that he has. Of course, when you reach 
back in years, some 12 years ago, and try to remember all the way 
back, you do it with some recognition that sometimes memory plays 
tricks on you, you know, but to the best of my recollection he has not 
participated in the supervision of the association in any way since 
1948—January 1948. 

Mr. Moss. He is Deputy, or Associate Director of the Division of 
Supervision. 

Mr. Wyman. That is right. 

Mr. Moss. Is he your immediate assistant ? 

Mr. Wyman. Yes, he is. 

Mr. Moss. And is he in charge when you are away for any reason ? 

Mr. Wyman. In my absence he would be in charge of the Division, 
of course, of the operations of the Division. 

Mr. Moss. And that might be during periods when you might be 
on vacation or away for whatever the reason might be? 

Mr. Wyman. Well, that is true, of course, but again to the best 
of my recollection he has not participated in any supervision or had 
any responsibility in connection with the supervision of the associa- 
tion since January 1948. 

Mr. Moss. Do you recollect whether there has been an understand- 
ing between you and Mr. Ammann that this would be the case? 

Mr. Wyman. No; there wasn’t any understanding about it one way 
orthe other. The Division has expanded to some modest degree over 
the years, and as we were able to add financial analysts to the staff 
and subdivide the work that had to be done, the area in which the 
association was located was under the immediate supervision, let’s 
sy, for purposes of analysis of examination reports, of someone 
other than Mr. Ammann, and he had no connection with it subsequent 


to that time, and that goes all the way back, to the best of my recollec- 
tion, to 1948. 


Mr. Moss. Mr. Lanigan. 
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Mr. Lanican. I just wanted to ask Mr. Hallahan if Mr. Ammann 
had no knowledge and had no connection with the case for all these 
years why the Board didn’t call in someone who had knowledge of 
the problem who might be able to help them out rather than someone 
who had no knowledge of the problem from the Division of Super. 
vision ? 

Mr. Hatianan. I think Mr. Wyman was away during that period 
Mr. Lanigan, so in this instance it was Mr. Ammann who was there. 

Mr. LanicAn. Is there more than one Associate Director of the 
Division of Supervision ? 

Mr. Hatianan. No; there is only one. 

Mr. Ropack. Mr. Hallahan, was.there any discussion by the Board 
as to the appropriateness or the advisability of having Ammann jn 
on this matter? 

Mr. Hatnanan. Would you elucidate, Mr. Roback ? 

Mr. Ropack. Well, consider—Mr. Ammann was a conservator for 
some years. Mr. Ammann knew all about the Long Beach matter, 
He was named as a party in some of the litigation. He had experience 
in dealing with these people. He could anticipate the kind of prob- 
lems that might arise. 

Was he a sensitive issue because he had been in the litigation and 
had been in the institution ? 

Mr. Hatianan. I think Mr. Wyman could probably best answer 
that. 

Mr. Rozpack. At the Board level, it didn’t become an issue, as to 
whether Ammann should be in or out of the deal ? 

Mr. Hatnanan. No; I wouldn’t say that it was an issue, Mr. Roback. 

Mr. Rosack. Were you aware that it might be an issue? 

Mr. Hatianan. Yes, I think to some extent; yes. 

Mr. Ropack. You were sensitive to the possibilities ? 

Mr. Hatianan. Yes. 

Mr. Rozack. Were you, Mr. Wyman? 

Mr. Wyman. I am not sure, Mr. Roback, that I understood your 
question. 

Mr. Ropack. Was there consideration given by you and a recom- 
mendation or advice to the Board as to whether it would be appro- 
priate or inappropriate for Mr. Ammann to be involved in this 
particular action? 

Mr. Wyman. Well, I would like to inquire what action you are 
referring tonow. Do you mean the conference on the 23d of April! 

Mr. Ropack. No; the issuance of the emergency order. 

Mr. Wyman. I had no discussion with the Board on that subject, 
nor with Mr. Ammann, nor with anyone else. 

Mr. Rosackx. Did Mr. Ammann advise anybody, or discuss with 
anybody, that you know of, or with you, what kind of reaction might 
be expected if there was a summary seizure and how you ought to 
go about doing it ? 

Mr. Wyman. I don’t recall that there was any discussion of it with 
him, no particular occasion for it, although it might have been dis- 
cussed. Icouldn’t say for certain that it was not. 

Mr. Horirierp. And not having any minutes of your meeting, of 
course you can’t go back to the minutes and ascertain it. You must 
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rely upon your memory, or the memory of your associates; is that 
right ? , , 

Mr. Wyman. Well, I understood the question here to refer to any 
discussions which I might have had with Mr. Ammann, rather than 
any Board meeting, or discussions at any Board meeting. 

Mr. Hoxirretp. Will you repeat your question, please, Mr. Roback ? 

Mr. Ropackx. I wanted to ask Mr. Wyman as to whether he knew 
of any conversations or had any conversations or discussions with Mr. 
Ammann—I couldn’t ask him to testify about Ammann’s conversa- 
tions with somebody else unless he heard about them. 

Lasked him, Did he hear about them, or did he have any 

Mr. Wyman. Of course, there may have been discussions with Mr. 
Ammann. I can’t naturally remember all of the discussions that 
I might have or would have or have had with various people in the 
Division about various matters over an extended period of time. I 
couldn’t possibly remember all of them. 

Mr. Ronackx. Who was in charge of the strategy of the raid? After 
all, at a certain predetermined time, there were some +0-plus exam- 
iners moved in on the institution at 10 minutes to 8 on Friday night. 
That wasn’t a matter of circumstance, that was a matter of planning. 
Who was in charge of the planning? 

Mr. Wyman. Do you mean the planning of the taking, the pro- 
gram to take possession of the association / 

Mr. Moss. Yes. 

Mr. Wyman. I dont’ know that any one individual was in charge of 
the planning of that. 

Mr. Ronack. Who was commander in chief? Somebody gave the 
orders. Who was in charge? 

This wasn’t an anonymous collocation of individual events, there 
was a strategy group, there was a plan, there were orders given. 
There was a fellow in charge and there was a fellow back here calling 
thesignals. 

Now who was it? This is a question about administration. After 
all, you don’t try to tell this committee that you don’t plan these things. 

Mr. Wyman. Well, the details of the matter, the carrying out of the 
Board’s order 13372 were worked out largely, I would say, with the 
Division of Examination, or by the Division of Examination and the 
Division of Supervision, necessarily so because we had the carrying 
out of the Board’s order on the one hand, and, on the other hand, the 
making of an examination, and the personnel necessary to effectuate 
compliance with the Board order 13372. 

Those details were worked out by the two Divisions cooperatively. 

Mr. Ronack. And did you take charge for the Division of Super- 
vision of this matter ? 

Mr. Wyman. To the extent that the Division of Supervision was 
responsible for carrying out the order, naturally under the general 
direction of the Board I had charge of that. 

Mr. Ronack. And had you deputized Mr. Ammann, or had you 
excluded him because he was a sensitive issue in this case, possibly ? 

Mr. Wyman. No; primarily because there is a great deal of other 
work for which the Division is responsible, some 4,000 institutions. 
We have a staff that has to have direction, and it was necessary that 
somebody with appropriate authority be assigned to the task of carry- 
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ing on that phase of the operation, and a very important one, so it was 
a result of that rather than anything else. 

Mr. Hoxtrretp. Now, Mr. Wyman, you have avoided the direg 
question by Mr. Roback. You have said two divisions planned this 

Now, who was in charge of the Division of Supervision that was 
in charge of the planning? Were you in charge of it? Were you jp 
charge of the Division of Supervision that planned the program of 
seizure ¢ 

Mr. Wyman. No. 

Mr. Ho.trretp. Who did ? 

Mr. Wyman. The Board determined 

Mr. Houtrrevp. I know the Board determined, but did you plan 
the strategy of seizure ? 

Mr. Wyman. That was worked out by the Division of Examina- 
tions 

Mr. Houtrrevp. I am going to get to who functioned as the head 
strategist. You are the head strategist of the Division of Supervision, 
are you not? 

Mr. Wyman. Well, I am the Director of that Division. 

Mr. Houirrevp. That is right. 

Now, did you act in a personal capacity, in a personal official ca- 
pacity in planning that strategy, or did you delegate that to a 
subordinate ? 

Mr. Wyman. No; I did that personally, myself. 

Mr. Houtrretp. Who was the top man? Who was the top man in 
the Examining Division with whom you conferred ? 

Mr. Wyman. Well, I conferred with Mr. Walters. 

Mr. Houirrerp. Who is Mr. Walters, this gentleman here? 

Mr. Wyman. Mr. Walters. He is Associate Director of the Bureau 
of Examinations. 

Mr. Ho.trtevp. So we have it now that you two planned the strategy 
of the seizure. We finally got it on the record after tortuous evasion. 
Couldn’t you have answered that in the first place? 

Mr. Wyman. I don’t believe, Mr. Holifield, I have been asked the 
question before at these hearings. I don’t recall that I was ever asked 
the question before. 

Mr. Houtrrecp. Mr. Roback just got through asking you who was 
responsible for the strategy, and you said the divisions, the two di- 
visions were, and, of course, a division can’t act without personality, 
so you could have said that you and Mr. Walters planned the strategy 
of the seizure. It is now on the record. 

Mr. Moss. Well, now, on that point, because you planned it the 
way you did, I am interested in knowing why the method determined 
upon was deemed the desirable method of moving into an institution. 

Isn’t there any other method than to arrive late on the last business 
day of the week, late in the afternoon ? 

Mr. Wyman. Well, it is the customary thing—and Mr. Walters can 
testify on that better than I can, but it is the customary thing. 

Mr. Moss. When you say customary, a custom extending over how 
many vears and during how many instances? 

Mr. Wyman. Well, let me finish my statement. It is the customary 
thing in examinations, for example, of large institutions—let’s say 
institutions with $50 million, $100 million, $300 million, or whatever 
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the large amount of assets might be, wherever possible insofar as 
feasible for the examiners to commence their examination at or about 
the close of business at the end of the week, so that they will have an 
opportunity to count the cash and get control of assets for examina- 
tion purposes to the extent necessary over the weekend when it will 
interfere as little as possible with the normal work of the business. 
That has long been the practice. 

Mr. Moss. Normally how many examiners do you send in under 
those conditions ¢ 

Mr. Wyman. I would have to ask Mr. Walters to answer. 

Mr. Moss. Mr. Walters, how many do you normaly send in under 
those conditions ¢ 

Mr. Watters. We would send in any number up to, I would say, 80 
examiners. 

Mr. Moss. Up to how many? 

Mr. Watters. Up to 80. 

Mr. Moss. Up to 80? 

Mr. Watters. It will vary from 10 to 80, depending on the size of 
the institution, 

Mr. Moss. A routine examination of a firm’s books ? 

Mr. Watters. That is right. 

Mr. Moss. And do they march in and take possession ? 

Mr. Watters. In effect we try to do it by sending in groups at a 
time, a small group first to avoid attracting any attention at all. That 
is one reason we go into the association in the evening the way we 
do. Invariably the regular examinations are started at the close of 
the business day. It may be during the week rather than a Friday, 
depending upon the volume of work that has to be cleared. 

xaminers generally, if they can clear the work from 4 o’clock in 
the afternoon to, say, midnight, so that all the accounts are under 
control and have been run and balanced, can go in at night during 
the week. 

As to the very large jobs, we will take those on Friday so if we can’t 
do it in 8 hours time, we can still have Saturday or Sunday if they 
run into difficulty in balancing accounts. The number will vary, de- 
pending—on the weekend we might 

Mr. Moss. We will accept that explanation, but here we had a dif- 
ferent situation. You were taking control of an institution for the 
purpose of conserving its assets, for the purpose of protecting its 
shareholders, and I presume concurrently for the purpose of main- 
tainmg confidence. Would you say those are correctly stated as to 
reasons for such an action ? 

Mr. Houirteip. The nod is in the affirmative. 

Mr. Moss. As I understand it, this was a force moved in immedi- 
ately going to preassigned posts—— 

Mr. Watters. That is right. 

Mr. Moss. And taking over the duties of the personnel of the in- 

stitution. 
_ Mr. Watters. Well, those duties did not have to be taken over 
immediately. The main purpose of my planning of it was on the 
examination end. Actually in direct charge of the operation was, of 
course, our chief examiner. I would accept responsibility for any- 
thing the chief examiner did, because he is under our jurisdiction. 
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As in every case, the chief examiner of the district is responsible for | 
all operations in that district under our supervision. 

Mr. Brown, who is chief examiner, was in direct charge. I wag | 
not, although I consulted with Mr. Brown and we followed the ro- 
cedures we “would or dinarily follow in any examination and audit, 

The operating responsibilities weren't import: ant at that moment, 
Our main concern, and that is one reason for going in at the close of 
business, was to get control of the accounts, get the accounts run, cash 
counted, and so forth. 

The operating functions could be delayed by that method, and were, 
and would have been had it been on an evening during the week, as 
matter of fact, except we probably couldn’t have gotten the job done 
in time to open for business the next morning. 


Mr. Moss. At the point of this takeover, who was in charge of the | 


institution? I assume that the moment your forces entered the door 
there was a takeover of the institution. Who became the responsible 
head at that moment ? 

Mr. Watters. Is that question directed to me or Mr. Wyman? 

Mr. Moss. Who can answer it ? 

Mr. Wyman. Mr. Ault as supervisory representative in charge be. 
came the responsible head. 


Mr. Moss. In the planning of this strategy, was it predetermined | 


that the major employees in contact with the public would be dis. 
missed, and that they would be replaced by employees of other insti- 
tutions in the area ? 

Mr. Wyman. Well, that is a double-barreled question. There was, 
of course, an understanding that the officers of the association would 
be relieved of their duties because it is required by the regulation. 

Mr. Moss. I used the term “major employees,” I didn’t use the term 
“officers.” 

Mr. Wyman. It was intended that the employees, the personnel of 
the association who wished to continue to work in the association—it 
was hoped that they would continue to work. 

Mr. Moss. Well, now, are you telling me that the—what was it, 28 
or more discharged employees were discharged at their own request 
because they did not desire to continue w orking i in the association?! 

I haven’t received, I don’t believe, the list of those employees. (See 
pp. 152, 146.) 

Mr. Wyman. That information, Mr. Chairman, has been received. 
We wanted to check it against the record to make certain that it con- 
tains all of the information which the committee requested. That is 
being done, and I assure you that we will have it in your hands just 
as promptly as that can be done. It was quite a job to assemble it. 
It came in yesterday morning, as I recall it now, and we wanted to 
check it again against the transcript, or against the tabulation which 
we made from the transcript to make sure that it is all in there. 

As soon as that is done, we will deliver it to you. It was certainly 
not the intention at the time of the takeover of the association that 
any of the employees—and I am speaking now not of the officers, but 
of the employees—it was not the intention that any of them be dis- 
missed, but rather it was the hope that all of them would continue in 
their jobs. 

Mr. Moss. Were they afforded that opportunity ? 
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Mr. Wyman. As I understand it, they were. 

Mr. Moss. All of them ? 

Mr. Wyman. Well, to the best of my knowledge that was true. 

Now, whether there might have been some exception to that, I 
would have to check back into the record to find out, but I do not at the 
moment know of any exception to tltat. 

Mr. Moss. When were arrangements made for the securing of per- 
sonnel from other institutions to supplement the staff, or the remain- 
ing staff of Long Beach Federal ¢ ain 

Mr. Wyman. Those arrangements were made by the supervisory 
representative in charge, I believe at some time within the first week, 
but I do not know, offhand, the exact date. 

Mr. Moss. Were they made before or after the takeover ? 

Mr. Wyman. Oh, they were made after. 

Mr. Moss. In all instances? 

Mr. Wyman. So far as I know, they were made in all instances 
after, because it was not known at the time of the takeover, it was not 
known whether all of the employees of the association might return 
to their jobs, and, of course, most of them did, and it was hoped that 
they would do so, certainly, and there was no way to make arrange- 
ments for borrowing additional people. 

Mr. Moss. Is it the custom in a takeover to recruit employées from 
other competing institutions / 

Mr. Wyman. I don’t know what the custom is in that respect, Mr. 
Chairman. I don’t recall, as a matter of fact, whether in any asso- 
ciations which the Federal Home Loan Bank Board has ever taken 
over whether that has been done at any other time or not, It seems 
tome that it was, but I am just not positive at the moment. 

Mr. Moss. Well, now, it is your testimony that the approximately, 
I believe, 28 employees who left Long Beach left of their own 
volition. 

Mr. Wyman. I don’t believe it is quite the figure I used, Mr. Chair- 
man. I would have to check that. I think there were a smaller 
aumber than that that left of their own volition. I think there was a 
lesser number. 

Mr. Moss. Here are the reasons supplied to the staff by Mr. Ault. 

There was a letter—a form letter—on the letterhead of Long Beach 
Federal Savings & Loan Association, 328 Long Beach Boulevard, 
Long Beach, Calif., April 25, 1960. 

Deak Sik OR MADAM: Your services as an employee of this association are no 


longer required. You are hereby notified that your employment is terminated 


effective as of the termination of your regular working hours on April 25, 1960. 
A check for your wages to and including April 25, 1960, plus benefits and termi- 
nation pay in lieu of notice, will be mailed to you within a few days. In order 


that we may pay you the correct amount, please bring in your timecard as soon 
as possible. 


Very truly yours, 
C. E. AULT, 
Supervisory Representative in Charge. 
By FRED M. STONE. 

Then in the field interview by Mr. Roback on behalf of the Govern- 
ment Operations Committee, this information on separations was sup- 
plied by Mr. Ault: 20 employees, failure to cooperate; 4 employees, 
close relative of officer or director; 2 employees, entered into dealings 
with former management; 1 employee, reduction in force. 
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This seems strange, indeed, in view of the fact that there was q 
recruitment program then actively underway. Two employees, close 
contact with conditions. That is a most interesting one. Two em. 
ployees, apparently worked in annex, not a part of association, per 
Gregory. Seven employees resigned. 

On this basis, it would appear that there were 29 for specified rea. 
sons, 7 resignations, and 2 in this category of “worked in annex, not 
a part of association,” and 1 employee was counted twice because he 
was found to have failed to cooperate and was also a close relative 
of the management, so the total becomes 37, 7 of whom resigned. 

Do you know how many received this notice 

Mr. Wyman. No, sir; I donot. 

Mr. Houirrecp. Mr. Chairman, this is a mimeographed sheet, “Dear 
Sir or Madam,” and apparently if it was necessary to mimeograph it, 
there must have been quite a number of them sent out. 

Now this was on Monday morning, the 25th. It undoubtedly was 
prior to personal interviews with the employees. R 

Mr. Moss. I am intrigued over the unusual ability of Mr. Ault 
to determine in the period of 48 hours, 48 rather crowded and busy 
hours, that 20 employees failed to cooperate. 

Mr. Wyman. The information I have, Mr. Chairman, is through 
June 3? I don’t know the date of your information that you had at 
the time you were there, but, through June 3, my information is that 
16 employees had resigned, and the 20 who were dismissed because 
of failure to cooperate I believe is the same figure that you gave a 
moment ago. 

Mr. Moss. Did you participate in a conference on Saturday, April 
23, in Los Angeles with other building and loan people where they 
were asked to furnish employees for the staffing of Long Beach? 

Mr. Wyman. Yes, I did participate in such a conference, but the 
conference was not for that purpose. 

Mr. Moss. Was the matter of supplying personnel raised at that 
conference ? 

Mr. Wyman. I believe there was some reference to it, but, if so, it 
was of the most superficial sort. 

Mr. Moss. If it were to be raised superficially, sir, why be raised 
at all? 

Mr. Wyman. I don’t recall now, sir, how it came up. 

Mr. Moss. It is the sort of subject matter which would have no 
pertinence unless it were specifically raised and specifically discussed. 

Mr. Wyman. I don’t recall how it came up. It seems to me that 
someone present—not myself, or anyone in any way connected with 
or representing the Board—made a comment or a suggestion as to the 
possibility of temporary lend-lease if it should prove necessary I 
order to carry on the operations. I don’t recall—I have no clear 
recollection of it. It may have come up in just that way. 

Mr. Moss. But your record on the matter of the 20 discharged em- 
ployees coincides with the material developed in the field by our stall 

Mr. Wyman. Substantially so, except for the number that I show 
here through June 3 as having resigned. I believe the figure you gave 
was 7, and what I have is 16 through June 3. 

Mr. Moss. Well, my question went to the matter of the 20 discharged 
for failure to cooperate which you had substantiated a few moments 
ago. Now you were in the Los Angeles area at this time? 
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Mr. Wyman. Well, yes. I don’t know during what period of time 
exactly that these dismissals and resignations occurred, but I was 
there for a period of about, oh, 10 days or a little more than that— 
10 or 11 days. 

Mr. Hourrreip. Mr. Chairman, I want to inquire. 

Mr. Moss. Just a moment. 

When did you arrive in Long Beach, or Los Angeles—it is the 
Long Beach-Los Angeles area 

Mr. Wyman. I would say—and here again I have to trust to recol- 
lection—I would say about, on or about the 20th. 

Mr. Moss. On or about the 20th ? 

Mr. Wyman. On or about the 20th, as near as I can recollect it now. 

Mr. Moss. And how long were you there ? 

Mr. Wyman. I was there, I guess, for about 11 or 12 days. 

Mr. Moss. Were you in active and continuing contact with the super- 
visor in charge and the other Board staff who were engaged in this 
takeover ¢ 

Mr. Wyman. Well, only with respect to the supervisory representa- 
tive in charge. I had nothing to do with the supervision of the ex- 
aminers in connection with the examination, audit, and inventory. 

Mr. Moss. Well, I am not so much interested in what you didn’t do 
as Lam in what you did do, and it was to that point I addressed my 
question. 

Mr. Wyman. Well, I was responsible, of course, for general super- 
vision of the operations of the supervisory representative in charge, 
which, however, had been rather completely established by the regu- 
lations, themselves, and by orders or regulations issued by the Board. 

Mr. Moss. Well, there was one by the Board at this point, takeover 
order 13372. 


Were you consulted, or did you consult with Mr. Ault on the matter 
of dismissal of the 20 employees ? 

Mr. Wyman. I don’t wat that I was consulted. I advised with 
him about it, and the sense of that advice simply was that employees 
who wished to continue in their positions, and who performed their 
duties diligently and faithfully should, of course, be kept by all 
means, and that every effort should be made to do just that. 

Mr. Moss. And how did you determine in the short space of 48 
hours which employees 

Mr. Wyman. I didn’t make that determination, Mr. Chairman. 
That was the responsibility which rested on the supervisory represent- 
ative in charge, and he made that determination. 

Mr. Moss. Without consulting you at all? 

Mr. Wyman. Yes, sir. He is authorized to make that determina- 
tion not only by the regulations, but by specific authorizations given 
him by the Board. 

Mr. Moss. And what is the form of those specific authorizations ? 

Mr. Wyman. I believe the resolution—I woulld have to check on it. 

Mr. Cricuron. It is Order 13373, dated April 19, 1960. 

Mr. Moss, All right, I want a copy of that at this point so I can 
examine it, and I want copies of all other orders issued in connection 
with the seizure and the management immediately following the 
seizure, 


Mr. Cretcuton. Here is one other order, 13374. 
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Mr. Moss. I have a copy of that. 

Mr. Hallahan, does the Board have any guidelines to be followed 
by a supervisor in charge in the taking over of an institution safe- 
guarding the rights of employees of that association or institution? 

Mr. Hatxanan. Well, Mr. Chairman, I believe—I don’t know that 
there are any specific instructions. I believe that the general pro. 
gram is to give to the supervisory representative in charge the an. 
thority—— 

Mr. Moss. Well, you know that raises an interesting question, | 
sit here as a member of the board of directors of the Government of 
the United States. I have a pretty good reputation, particularly the 
4 years since I served on Post Office and Civil Service, for acting to 
safeguard the rights of the employees of the Government of the 
United States. 

Now all of you gentlemen who participated in this—and you ap. 
parently all had some role—would you urge upon the Congress that 
we adopt a policy that when we change administrations that we cause 
authority to go with the change for your summary dismissal upon 
a finding made overnight that you are not cooperative, and destroy 
the employment rights and a way of life which might have been 
predicated on many years of loyal service? 

There are many things in this which disturb me, but candidly, gen- 
tlemen, there is nothing that so disturbs me as the arbitrary, high- 
handed, unconscionable conduct toward the employees, the salaried 
employees of this organization. I think there is nothing that better 
bespeaks the role of the petty bureaucrat, of the arrogant, the thought- 
less, than this action, and if there is one point in this I am going te 
pursue until I have every fact on this record, if it requires the most 
detailed interview with every employee, it is this matter of their dis- 
missal, and on this point before I am finally finished—maybe not 
before I issue a preliminary report, but before I am finally finished— 
Iam going to hear from Mr. Ault in the greatest of detail. 

The man has not the experience to come to the conclusions which 
he reached in such a summary fashion; nothing that you have placed 
on this record gives him that type of background. It would take the 
most skilled personnel management expert to arrive at that finding 
so quickly. 

You create a condition of extreme unrest, where the employee is 
faced with uncertainties at every point, where certainly there must 
be at that moment some degree of divided loyalty, and take advantage 
of it—take advantage of it for the summary dismissal of those people. 

I don’t think any of you, outside of perhaps Mr. Robertson, has 
ever been in the role of an employer. I have. I developed a regard 
for the people who worked for me—I do today. I would never treat 
them in such a fashion. 

It is shoddy, and I think it is unjustified, and if we treated you 
people like that, you would be petitioning us here on the Hill ina 
hurry. You should sometimes put yourself in the position of the other 
man when you temporarily hold authority, and that you obviously 
have not done. 

The only summary action I can think of at the moment is, if I had 
the authority, Mr. Ault would be fired. He benefits from every 
thrust of organized employees to safeguard, to establish as legal rights 
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ertain procedural protection, denies it to the very people when 
hegets this temporary authority. 

Mr. Holifield. 

Mr. Hoxtrrevp. I join with the Chair in the indignation over this 
type of action, and I say that the Chair is eminently right in saying 
that Mr. Ault should testify under oath before this committee, and 
I think the employees should also testify before this committee, in 
the city of their own debasement. 

At this time I would like to ask you a question, Mr. Hallahan. 

Did you or Mr. Robertson or the three Board members plan for the 
conference to be held in Los Angeles County, of the savings and loan 
managers on the 23d of April ? 

Mr. HatitAnan. No; I don’t believe that we did, Mr. Holifield. 

Mr. Rozertson. No, sir. 

Mr. Horirretp. Who called that meeting of the Los Angeles County 
svings & loan managers, Mr. Wyman ? 

Mr. Wyman. That was called, I believe, by Mr. Adams, president 
ofthe Federal Home Loan Bank of San Francisco. 

Mr. Honirrecp. And did Mr. Adams address the group at that 
time ? 

Mr. Wyman. He made some comments to them. I don’t recall the 
exactnature of them. They were very brief. 

Mr. Houirtetp. Do you recall during his comments that he re- 
ferred—were you there / 

Mr. Wyman. Yes. 

Mr. Hourrietp. All right; do you recall that during his comments 
he referred to the seizure of the Long Beach association as being for 
the purpose of liquidation, and used the word “liquidation” ? 

Mr.Wyman. Do I recall whether or not he used that phrase? 

Mr. Houirieip. Yes. 

Mr. Wyman. I do not. 

Mr. Horirretp. It might interest you to know that we have an 
ifidavit that he did use the term “liquidation.” 

Mr. Wyman. I don’t recall it. 

Mr. Houirietp. This wouldn’t have been important, it wouldn’t 
have impressed itself on your mind, using this word “liquidation”? 
You are seizing an institution to conserve its assets, and your San 
Francisco bank president uses the word “liquidation” to a group of 
county managers, but this would not be important enough to impress 
itself upon your mind. 

That is all, Mr. Chairman. 

Mr. Moss. The order 13373, which goes to the powers of the super- 
visory representative appointed under order 13372, will be tact in 
the record as exhibit G—-6, and No. 13374, which goes to the limitation 
of deposits in the institution—just a moment, this one here I hadn’t 
read before. 

This becomes G-7. 

(Exhibits G-6 and G-7 appear in the appendix. G-—6 appears on 
p. 1104 and G—7 appears on p. 1106.) 

Mr. Moss. These were all issued at the time, contemporaneously with 
theissuance of 13372, weren’t they ? 

Mr. Creiguron. That is right. 
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Mr. Moss (reading) : 


Provided, however, That he shall receive no payments on any existing share ae. 
counts of $10,000 or over, nor shall he receive payments on any new or existing 
share accounts which will result in any such account exceeding $10,000. 

Was this given publicity at the time? 

Mr. Hatianan. No, sir; I don’t believe it was. 

Mr. Wyman. I don’t believe so. 

Mr. Moss. What was the purpose of this? 

Mr. Hatianan. The basic purpose of it, Mr. Chairman, was this 
that the Board thought it would be the best method of procedure if 
the supervisory representative limited new share accounts or addi- 
tions to old ones to the $10,000 insurance limit. 

Mr. Moss. Let me pose a hypothetical question to you, Mr. Hallahan, 

I have $10,000 in a savings and loan, and I read a story in the paper 
that it has been seized. That doesn’t frighten me. It is quite a jolt, but 
I still have confidence that it is sufficiently strong that it will finally 
work its way out of the difficulties of the moment, and maybe because 
it has been the center of controversy for years I might even feel that 
there is an element of prejudice, so my confidence is not shaken at that 
pees but I receive a payment on something which is owing me, and 

pick up another thousand dollars that I decide I want to put in the 
on and I walk down to the teller and I hand him my thousand 

ollars. 

He looks me in the eye, and he says, “Sir, this institution has been 
seized by the Home Loan Bank Board, and we can’t accept anything 
above $10,000, anything which will take your account above $10,000,” 

Don’t you think it is highly reasonable at that point that I might 
be severely jolted and say, “Well, you had better pay me off the 
$10,000” ? 

Mr. Hatianan. Mr. Chairman, I believe that the great majority 
of accounts in associations are under the $10,000 limit. 

Mr. Moss. Oh, I would concede that. 

Mr. Hatianan. I would put it about 98 percent. 

Mr. Moss. Maybe not over 2 or 3 percent of the accounts are above 
$10,000. 

Mr. Hatianan. That is generally true; yes, sir. 

Mr. Moss. But supposing I walk on out of there and I run intoa 
friend of mine, maybe he even works for me, and he is going in to 
make a deposit, and he has a balance of $500, and I say, “Joe, my 
God, you better get your money out of there; they just refused to take 
anything from me which would take it above $10,000.” 

Do you think the effect here is to contribute to the maintenance of 
confidence of that institution ? ; 

Mr. Hatxauan. I think, Mr. Chairman, the promise to make avail- 
able all of an investor’s account if he should desire it—— 

Mr. Moss. That would encourage him to take the opportunity while 
available. 

Mr. Hattanan. No; I wouldn’t concur with the chairman on that 
point. I think that if people have concern about an institution, about 
the safety of their investment in it, I think that the greatest assurance 
that you can give them is that their money is safe, and that it 1s avail- 
able if they want it, which gives an added degree of, a practical addi- 
tion to, the feeling of safety. 
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Mr. Moss. Well, of course, it becomes a matter of opinion on which 
there could be disagreement, and discussing it all day would not lead 
to anything but piaetne on the record our individual views. I think 
the one action taken without the other would have the effect you have 
suggested, but I think the one, with the other, would be more toward 
the view I hold of the impact upon the depositors. 

Mr. Hatianan. As I say, that is a question of judgment, Mr. 
Chairman. 

Mr. Smirn. Mr. Chairman, I still don’t get the point—why would 

ou not want to take anything over $10,000? 

Mr. Hattanan. Congressman, there are many institutions—and I 
don’t want to mislead you on this, but there are a number of institu- 
tions that limit accounts to $10,000. 

Mr. Smirn. But in the case of the institution on April 19, why 
would you not want anyone to invest over $10,000? 

Mr. Hatitanan. Well, we wanted to do two things, as I say, to 
demonstrate the safety through the availability of the investors’ ac- 
counts by letting them know that there was no question about their 
availability, or there was no question about their safety. 

Mr. Smirn. What did that have to do with refusing to take anything 
over $10,000. } 

Mr. Hatianan. I think on the second point, the question was since 
the Insurance Corporation had made the loan of money in this case, 
that with respect to new accounts it might be the more prudent thing 
todo to limit them to the $10,000 ceiling. 

Mr. Smirn. Well, it would seem to me that that would embody an 
assumption that you couldn’t make any money on additional deposits. 
That wouldn’t be true, would it? 

Mr Hatitanan. Beg pardon ? 

Mr. Smiru. Did you assume, then, that you could not make regular 
dividend rates on new deposits? 

Mr. Hattanan. No, that was not part of it. 

Mr. Smiru. If you could make regular dividend rates, why 
wouldn’t you want the new deposits? 

Mr. Hatnanan. Well, Congressman, they were acceptable up to 
the $10,000 ceiling. 

Mr. Smirn. But if you can make it on $10,000, why couldn’t you 
make it on something over $10,000? 

Mr. Hattanan. I say the question of dividend was not an element. 

Mr. Smirn. Then you did assume that on new deposits you would 
be making some money under your new management? 

Mr. Hattanan. Yes, I think that is so. 

Mr. Smirn. Then why didn’t you want the deposits? Why did you 
want to limit them ? 

Mr, Hatianan. I think, as I said, the great majority of share ac- 
counts were under the $10,000 maximum already. 

Mr Smirn. I don’t see what that has to do with limiting the mi- 
hority that has over $10,000 they want to put in. When you know 
you can make some money on their money, why did you want to refuse 
to take it ? 

Mr. Hatranan. Well, as I said, we thought it best to limit the 
new accounts to the insurance maximum. 

Mr. Smiru. Why? Why would you want to limit them? 
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Mr. Hatianan. As I said previously, the Insurance Corporation {n 
this instance was the one that made the loan to the institution, and it 
was just thought more prudent to follow that particular course of 
action. 

Mr. Smiru. Was the Insurance Corporation afraid the new map- 
agement would not be able to pay off what it borrowed over $10,009 
from depositors? 

Mr. Hatnanan. It wanted to be assured, Congressman, that any 
liability with respect to share accounts that came in while it was there, 
it w ould be in a definite position. 

Mr. Smiru. Was this order an order of the Insurance Corporation 
or of the Home Loan Bank Board? 

Mr. Hatitauan. No, | believe it was an order of the Board. 

Mr. Smirn. Was it on the request of the Insurance Corporation that 
it made the order ¢ 

Mr. Hatianan. I believe it was the consensus of everyone that this 
would be the most prudent thing to do. 

Mr. Smiru. You mean the Board ? 

Mr. Hatianan. Yes. 

Mr. Moss. 1 want to pursue that when we come back. We are 
going to recess for 20 minutes to permit the members to answer a roll- 
call. 

(Whereupon, a short recess was taken. ) 

Mr. Moss. The subcommittee will be in order. 

Mr. Hallahan, you have stated that the Insurance Corporation re- 
quired certain actions to curtail, and the concern or the attitude of the 
Insurance Corporation was in part a consideration in 13374. 

The Corporation’s actions in this instance were dictated by the 
Board, were they not? They were not asked to acquiesce, they were 
merely instructed what to do? 

Mr. Hauianan. I think in large measure, Mr. Chairman, the 
Board made the determination. 

Mr. Moss. The Board donned its other hat and sat as directors of 
the Insurance Corporation. Do you think that is a desirable organi- 
zational feature, to have the Home Loan Bank Board sit as directors 
of the deposit insurance company ? 

Mr. Hatranan. This matter came up some years ago, some few 
years ago, Mr. Chairman, and at that time I felt that it was a good 
organizational setup. 

Frankly, I have some frank questions about it now. Whether it is 
the best way to have it, or whether a separation would be best. 

Mr. Moss. I am going to have to leave for a few minutes. 

Mr. Holifield. 

Mr. Horirrentp, You are aware that the Hoover Commission recom- 
mended a division of the Insurance Corporation from the Home 
Loan Bank Board, are you not? 

Mr. Hatxianan. | can’t recall exactly whether the task force recom- 
mended it and the full Commission did not, or whether it was vice 
versa. 

Mr. Horirtetp. I think the record will show, when it is looked 
into, that the Board did make this recommendation. You are aware 
that a reorganization plan was sent up to the Government Operations 
Committee to effectuate this change, are you not? 
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Mr. Hatianan. Yes. 

Mr. Houirievp. Did the Board acquiesce in that reorganization 
plan, were they consulted, did they help draft it and send it out? 

Mr. Hatianan. No, the Board was not consulted. 

Mr. Houirieip. You are aware, of course, that we turned that down, 
are you not? 

Mr. Hatnanan. Yes. 

Mr. Houirienp. I was one of those on the Hoover Commission 
who recommended that it be divided. I was one of those on the 
Government Operations Committee that recommended that the re- 
organization plan be rejected. 

This, on the surface, may seem to be contradictory, but there were 
other factors involved in the reorganization plan which were objec- 
tionable, and which in my opinion further took away from the 
Congress the right to look at its regulatory bodies and to have some- 
thing to say about regulatory bodies, and I made it very clear in 
my statement before the committee and on the floor of the House 
that my objection was not on the principle of division, but it was 
upon the drafting language, or the language which had been drafted 
inthe reorganization plan. 

Mr. Hatnanan. I don’t recall, Mr. Holifield, the language to which 
you are referring—I do know that the Board was not consulted 
at all with respect to it, which I understand is the normal procedure. 

Mr. Rosack. You mean it is normal that they do not get consulted ? 

Mr. Hannauan. Well, maybe I should say this, and I don’t know 
this of my own knowledge. I think that in reorganization plans the 
people being reorganized are not consulted. Now, whether that is 
true all the time or not, I don’t know. 

Mr. Hotirretp. Well, it is a matter of executive decision as to 
whether they consult with the agencies that are to be changed, or 
whether they don’t. Certainly there is no statutory obligation that 
requires the President, acting through the Bureau of the Budget, 
to consult. Sometimes maybe they would get a little better reorgan- 
ization plan if they did consult with the people doing the work. 

Mr. Ronack. Nobody wants to be reorganized, Mr. Chairman, so 
they sidestepped opposition that way. 

Mr. Hourtetp. Mr. Lanigan. 

Mr. Lanican. I want to read into the record an excerpt from the 
minutes of the 1889th meeting of the Board held on April 6, 1960, 
and then ask a question or two about it. 


Mr. Creighton, general counsel, and Mr. Walter J. Brown, chief examiner, 
Federal Home Loan Bank Board, Los Angeles, Calif., entered the meeting. 

The Board having been advised by Walter J. Brown, chief examiner, Fed- 
eral Home Loan Bank Board, Los Angeles, Calif., that the examiners of the 
State of California were going to conduct an examination of the Long Beach 
Federal Savings & Loan Association, Long Beach, Calif., in connection with 
the application of that association, filed with the savings and loan commis- 
sioner of the State of California for conversion from a Federal association to 
a State chartered association, authorized the Board’s examiner in charge of the 
fxamination of said association presently being conducted to make available 


to the State examiners upon request any information disclosed by the books 
and records of said association. 


That completes the excerpt. 
Now, with respect to the information conveyed by Mr. Brown on 
April 6, or with respect to this meeting, could you tell me—tell us 
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whether or not the instructions of the Board to its staff to draft , 
resolution along the lines of 13372 were made before or after this 


April 6 meeting? That was 13 days before the order was issued, | 
Mr. Hatianan. | couldn’t tell you the specific date, Mr. Lanigan, 


I think we were discussing that this morning. 

Mr. Lanican. Sometimes it is possible to relate an event to another 
event rather than to a particular numbered day, and I was wondering 
if you could relate the event to this action. ’ 

Mr. Hatianan. No, I can’t relate it to this. 

Mr. Lanican. I havea question for Mr. Creighton. 

Who on the staff of the legal division actually drafted the order 
13372 ? 

Mr. Creicuton. Well, I think that probably the preliminary draft 
was done by Judge Dougherty and Mr. Fenderson. 

Mr. Lanican. Do you recall whether the preliminary draft was 
written before or after the time that you took Mr. Brown into the 
meeting of the Board on April 6? 

Mr. Creitcuron. I can’t tell you whether that is true or not. J 
know that there have been discussions about this matter going on for 
some period of time, but I don’t believe that the Board had reached 
any final decision as of that date, Mr, Lanigan. 

Mr. Lanican. As of April 6? 

Mr. Creicuron. Yes, that is my best recollection of it. 

Mr. Ropackx. Mr. Creighton, were you called upon to give any ad- 
vice subsequently as to whether the examiners could come into the 
institution ? 

Mr. Creiguton. What examiners ? 

Mr. Ropack. State. 

Mr. CrEIGHTON. State? 

Mr. Ropack. Yes. 

Mr. CreicutTon. I am not stalling, I am trying to think. 

Mr. Rosack. That is all right. 

Mr. CreicuTon. I believe some question arose with respect to 
whether or not there was any authority of the State examiners to go 
into a Federal association, and if my memory serves me correctly, 
it was my view that where under the statute they were given the right 
to convert, and one of the provisions of the California law was that 
the California commissioner could or had the authority to make an 
examination, that no objection should be raised to the State examiners 
going in there. Otherwise that would be an indirect method of at- 
tempting to prevent a conversion. 

Mr. Rozack. Then when the supervisory representative took over, 
what was the position of the Board with respect to the entry of State 
examiners? 

Mr. Cretcutron. Nothing ever came to my attention with respect to 
that. I don’t think that—my understanding is that they just left 
voluntarily. 

Mr. Rozack. Suppose the State examiners wanted to come in during 
the supervisory representative’s tenure? Would you let them in! 

Mr. Creicuton. That is another question. I wouldn’t have the 
authority to let them in or not let them in. It would be a question 
I think for the Board, and what position I would take with respect 
to that at this time I am not prepared to say, Mr. Roback. I hadn't 
given it any thought whatsoever, sir. 
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Mr. Horrrretp. Well, as a matter of fact, the application of the 
association’s board of directors in effect invited the State examiners 
in originally. 

Mr. CreicutTon. What did you say? 

Mr. Houirtep. I said “As a matter of fact, the application for con- 
yersion required that the State examiners come in and approve any 
type of conversion from a Federal toa State charter.” om 

Mr. Cretcuton. I think the California law gives the commissioner 
the power to go in and examine if he deems it advisable or necessary 
to do so. 

Mr. Hottrtetp. That is right, and if he is invited to by the manage- 
ment, and the management did so invite him to come in, contemplating 
a possible conversion from Federal to a State mutual. 

Mr. Creicuton. Well, I will accept your statement. 

Mr. Hotrrrevp. Well, I think this is merely stating the fact. 

Now, once having appointed a receiver, or a supervisory represent- 
ative in charge who takes over all the duties and responsibilities of 
the Board, it would be for all practical purposes impossible for the 
State examiners to continue their examination of the bank’s books, 
or for them to come in voluntarily because they would have no invi- 
tation there from the people who have charge of the association; is 
that not true ? 

Do you understand my question # 

Mr. CretcutTon. I think what your question is 

Mr. Hoxirretp. My question is this: You would not contemplate 
the State examiners coming into the institution once having knowl- 
edge of deposing the former board and the appointment of Mr. Ault 
asupervisor in charge unless Mr. Ault invited them in? 

Mr. CretcutTon. I would assume that that would be the position 
that the State authorities would take, Mr. Holifield. 

Mr. Houirtevp. I would assume so. 

Mr. Creicuton. Without going into the authority or anything of 
that sort, I assume that is the position that he took when he withdrew 
from or stopped his examination. I don’t know. 

Mr. Hoirretp. Because under the Federal act, the appointment of a 
supervisor in charge does take away from the management its re- 
sponsibilities, and they were summarily ousted and ordered under 
criminal penalties to leave the premises and not to interfere with the 
operation of the new supervisor in charge, is that not true? 

Mr. Creicuron. I think under the regulation, the statute, the super- 
visory representative in charge has the powers of the management of 
the association. 

Mr. Houtrtetp. Therefore, it would be sheer fantasy to assume that 
any further steps in conversion could occur under Mr. Ault’s present 
control of the association ; is that not true? 

Mr. Creicnton. I don’t know whether it would be fantasy or not. 
lassume the State commissioner, if there was going to be an adminis- 
trative hearing held with respect to the operations of the association, 
would probably want to await the outcome of that before he took any 
further action. 

Mr. Hottrretp. I would assume so. 

Mr. Ropack. And in the Greater Delaware Valley case, since you 
didn’t appoint a supervisory representative, there was nothing to stop 
the State from going ahead, was there? 
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Mr. Creicuron. In our opinion it was, but as I stated, the cour 
held against us in all three issues in that case. 

Mr. Hourrtevp. I again ask you, Mr. Hallahan, if this action whic) 
was taken subsequent “to April 6 was taken to accomplish, among the 
other objectives, the objective of preventing conversion from a Fed. 
eral toa State mutual organization ? 

Mr. Hatwanan., I think I said before, Congressman Holifield, that 
it was not. 

Mr. Hourrterp. I believe that was your testimony. 

Now, the result, however, of the action of the Board, has effectively 
stopped such conversion, w hether you contemplated it for that Purpose 
or not. 

Mr. Hatianan. I believe that that follows. 

Mr. Ho.trtetp. So that the end result of stopping a conversion 
which was permitted by Congress, authorized by Congress, has now 
been accomplished—the end result of preventing a conversion from q 
Federal to a State mutual has now been accomplished, you have testi- 
fied. You agree with me that it has been effectively stopped ? 

Mr. Hatianan. I believe I said it was not the purpose or the design 
but probably the effect. 

Mr. Houtrrecp. That is right, the effect. And, of course, conver- 
sion from a Federal to a State organization was legislated by Con- 
gress and was permitted by Congress, and here again you find rights 
which were legislated by the Congress, denied by the action of your 
Board; is that not r ight ¢ 

Mr. Hauianan. The right to convert I am certain was granted 
by the Congress. 

Mr. Hoxtrievp. And the effective access to that right—would you 
like to confer with your counsel ? 

Mr. Hatnanan. No; go ahead. 

Mr. Houirrecp. And ‘the effective right to utilize this procedure 
has been denied because of the action of your Board in seizing the 
association ; is that not true? 

Mr. Hatianan. I believe that that is- 

Mr. Houtrtrevp. Mr. Lanigan. 

Mr. Laniean. I have just one more question on the minutes, that 
is the minutes of the 1,887th meeting of the Board held on April 4 
1960, which show the following persons present, and I will read the 
whole list. 

“Mr. Robertson, presiding, Mr. Dixon, Mr. Hallahan.” Then there 
is a space to indicate that those are the Board members, and then 
follows, “Mr. Caulsen, secret: uy, Mr. Adams, president, Federal 
Home Loan Bank of San Francisco, Mr. Newell, vice president and 
manager, Los Angeles branch office, Federal Home Loan Bank of 
San Francisco.” 

Now, I want to ask, Mr. Hallahan, was one of the subjects of dis- 
cussion at this meeting action that might be taken with respect to 
Long Beach Federal Savings & Loan Association ? 

Mr. Hatzanan. I don’t think so at this particular meeting, Mr. 
Lanigan. 

Mr. Lanican. Could you tell us what they were there to discuss! 

Mr. Hatianan. At this particular meeting? 

Mr. Laniean. Yes. 
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Mr. Hatianan. I believe there was a branch application of an 
association in the 11th bank district. 

Mr. Lanican. Is that in the Los Angeles area ? 

Mr. Hatiauan. I believe it is in the Los Angeles area. 

Mr. Rozacx. The minutes do not say anything about the purpose 
of the meeting ¢ 

Mr. Lanican. Well, the minutes do give two resolutions that were 
adopted at the meeting. However, the minutes don’t tell what other 
items were discussed, 

Mr. Rosack. Do they reflect there was a resolution or anything 
on the branch issue ? 

Mr. Laniean. Yes; there was a branch issue in San Bernardino, 
at the same time. 

Mr. Rosackx. Did Mr. Adams depart from Washington with knowl- 
edge, foreknowledge of the seizure ‘ 

Mr. Hatitauan. This question was discussed with both these gentle- 
men. 

Mr. Rosackx. On April 4? 

Mr. Hatiranan. I am not sure that it was at this particular meet- 


ing. 

Mr. Rosack. During his visit to Washington, so when Mr. Adams 
went back to California, he had some idea of impending events? 

Mr. Hatianan. I am sure that the Long Beach matter was dis- 
cussed. 

Mr. Ropack. And was Mr. Adams given any instruction as to how 
he was to deploy his forces or resources in anticipation of the seizure? 

Mr. Hattanan. Not that I can recall, Mr. Roback. 

Mr. Rozacx. Did Mr. Adams return to California with an impres- 
sion that he was to act as supervisory agent of the Board in respect 
of the Long Beach seizure action ? 

Mr. Hatianan, No. 

Mr. Rosackx. Did Mr. Adams undertake to act in some such capac- 
ity when he returned ? 

Mr. Hattanan. Would you restate that question ? 

(Question read.) 

Mr. Hatnanan. I think it was the previous question. 

(Previous question read. ) 

Mr. Hatianan. I think you mean Washington rather than Cali- 
fornia, don’t you ? 

Mr. Rosacx. When he went back to California, was there any reason 
that—was there any reason conveyed or was there any discussion or 
representation made which would lead him to believe that he was 
going to take charge of this operation ? 

Mr. Hatitanan. No; I don’t believe so. 

Mr. Rozacx. Are you familiar with any of his movements after he 
got back to California ? 

Mr. Hattanan. It would be difficult for me to answer that question, 
Mr. Roback. 

Mr. Rozack. Mr. Wyman, did you hold forth in the Biltmore Hotel 
with Mr. Adams during the week of the seizure, the first week ? 

Mr. Wyman. I don’t know what you mean by that question. 

Mr. Ropack. Well, were you registered there ? 

Mr. Wyman. Yes. 
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Mr. Rosacx. Were you registered in the same suite with Mr 
Adams? 

Mr. Wyman. No. 

Mr. Rosacx. Did you meet with Mr. Adams? 

Mr. Wyman. Oh, yes; at various times I talked with him. 

Mr. Rosack. What was your understanding as to why Mr. Adams 
descended from the north to the south during this episode? 

Mr. Wyman. Well, my understanding, quite simply, was this: that 
Mr. Adams, of course, is president of the Federal Home Loan Bank of 
San Francisco and he felt that in the circumstances it would be de. 
sirable that he be in Los Angeles for any service that he might pos. 
sibly render in his capacity to the association, member associations 
there. 

Mr. Rosack. He was lending his good offices, you might say, to the 
Board ¢ 

Mr. Wyman. Well, I suppose you might put it that way. 

Mr. Ropacx. Did Mr. Adams undertake to call together a meeting 
of bank members in Los Angeles? i 

Mr. Wyman. Yes; they had a very small group of managers who 
met on the 23d. 

Mr. Rosack. Met on the 23d. That was ona Saturday. 

Mr. Wyman. Yes. 

Mr. Rosack. And they were called together by Mr. Adams, were 
they ? 

Mr. Wyman. Yes, that is right. 

Mr. Rosack. Do you know who was there? 

Mr. Wyman. Oh, I recollect some of those who were there. AsI 
recollect it, there were 12 or 15. Frankly, I didn’t make any nota- 
tion of all of those present, or any of those present, for that matter, 

Mr. Hottrretp. Will you give us the names of those that you know 
were present, and then furnish us the names of those that you have 
forgotten ? 

Mr. Wyman. I am not sure how I can get the names of those I have 
forgotten, because I am not sure that any list of them was kept, Mr. 
Holifield. 

Mr. Hottrrerp. Maybe Mr. Adams might know. A phone aall 
might refresh his memory. Why don’t you try giving us the names 
of the managers that you can remember that were there? 

Mr. Wyman. Those 

Mr. Hottrretp. Was Mr. Joe Crail there ? 

Mr. Wyman. Yes; he was. 

Mr. Houtrtetp. Was Mr. Wellman there? 

Mr. Wrman. Yes. 

Mr. Ho.trtetp. Well, go ahead. I prompted you on two. Now 
give us some more. Mr. Joe Crail, by the way, just recently received 
a branch charter in Long Beach, did he not, within the last year? 

Mr. Wyman. I don’t know within what time it had been. 

Mr. Hottrtetp. Mr. Hallahan, how long ago did Mr. Crail receive 
a branch charter for Long Beach ? 

Mr. Hatianan. My guess, Mr. Holifield, would be from 2 to 3 
years. I could be wrong, but I think it would be in the neighbor- 
hood of 2 years. 
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Mr. Hourrretp. All right; give us the names of some more managers. 

Mr. Wyman. Mr. Martin, I believe—Jim Martin. Mr. Sprague— 
Bob Sprague, with Pioneer. 

Mr. Patton of the Federal over in Pasadena, and I have forgotten 
the name of it. 

Mr. Houirretp. Was that another institution that you seized some 
ears ago? 

Mr. Wyman. No. 

Mr. HouirteLp. Did you seize an association in Pasadena some few 
ears ago? 

Mr. Wyman. Not tomy knowledge. 

Mr. Houtrretp. There was an association in Pasadena overburdened 
with GI loans and the man is now dead—I can’t remember his name— 
and the Board, I believe, took over his institution, but that is beside 
the point. : g 

Mr. Wyman. I just don’t recall that, Mr. Holifield. We certainly 
did not take over any association out in Pasadena. 

Mr. Ropack. Was Mr. Eaton there at the meeting, Louis Eaton? 

Mr. Wyman. Eaton? 

Mr. Ropack. Yes. 

Mr. Wyman. I don’t believe he was, but I couldn’t be positive about 
that. 

Mr. Ronackx. Was George Eason there ? 

Mr. Wyman. No; he wasn’t. 

Mr. Ropacx. Was a Mr. Clayburn there? 

Mr. Wyman. Do you mean Chatburn ? 

Mr. Rosack. California Federal. 

Mr. Wyman. That would be Chatburn. Yes; Mr. Chatburn was 
there. 

Mr. Ropackx. Was Mr. Crocker there? 

Mr. Wyman. I don’t recall. 

Mr. Ropack. Was Mr. Griffin there? 

Mr. Wyman. I don’t recall that. 

Mr. Rosack. Was Mr. Lee Appley there, First Federal, San Jose? 

Mr. Wyman. I don’t recall that. 

Mr. Ropacx. Was Mr. Walker there, from Corona? 

Mr. Wyman. I don’t recall that, either. There were some of those 
people, anyhow, whom I didn’t know. 

Mr. Ropack. Was Neil Davis there? 

Mr. Wyman. Yes; he was. 

Mr. Rosack. Now, at this meeting, was there a request by Mr. 
Adams for voluntary help ? 

Mr. Wyman. I don’t recall such a request, although it is possible 
that that may have been done. 

_I would like to add this. I was not present throughout that meet- 
ing. As a matter of fact, the group, 12 or 15, whatever the number 
was, was assembled, and I don’t know how long they had been as- 
sembled, but I would suppose 20 to 30 minutes, because I was approxi- 
mately half an hour late getting there. I was with them, I would say 
not more than 15 minutes, and about the time that period had expired 
I got a telephone call which I had to take. I left the room, and all 
of these gentlemen had dispersed, before I got through and came back, 
sol had a very limited contact with those people, and in that connec- 











650 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


tion, Mr. Holified, if you will permit me to say so, you referred to an 
affidavit about the matter of liquidation, the term being used. I dig 
not hear any such term. I don’t know whether that may have been 
used before I got to that meeting or not. I have no way to know that 
I can assure you. ' 

Mr. Horirterp. I have accepted your testimony on that point, ] 
have no reason to complain. 

Mr. Wyman. I will be glad to try to find the additional names jf 
I can get them from Mr. Adams. I don’t believe a list was kept, but 
I will do my best to get it for you. 

Mr. Rozsack. How long did Mr. Adams stay in Los Angeles? 

Mr. Wyman. It is very difficult for me to answer that question, 
He left, to the best of my recollection, 2 or 3 days before I left there. 
I would say that Mr. Adams was in Los Angeles approximately 10 
days, 9 or 10 days, but I don’t know the exact date. 

As a matter of fact, I don’t recall the exact date that I came back. 
I would have to look at the record. 

Mr. Rogack. Did you ever find it necessary to caution or admonish 
him about making statements to the press? 

Mr. Wyman. Well, it was discussed to some extent, and I would 
say that the understanding was that it was not the sort of thing that 
we would try to inject into the press because it is not my job, and, 
frankly, I would try to avoid that as much as possible, at the same 
time having respect for newspaper people and the people in that 
business I had to be decent about it, but the general tenor of it was 
that we were to avoid that sort of thing, that the Board’s order 13372 
spoke for itself, and there should be nothing beyond that. That was 
the sense of the discussion that we had on the point. 

Mr. Rozack. And did Judge Dougherty have a part in that dis- 
cussion ¢ 

Mr. Wyman. I don’t recall that he was present, let’s say, around 
the table, but that was the general understanding. 

Mr. Rosack. It was conveyed to him also that statements were not 
to be made to the press ? 

Mr. Wyman. Well, again, the sense of it was that the position 
taken by the Board was set out in its order 13372, and that it should 
not go beyond that. That was the substance of it. 

Mr. Laniean. I have one question for Mr. Walters. 

Mr. Brown, who came to Washington, referred to as being in 
Washington on April 6, is under your supervision; is that correct! 

Mr. Watters. Mr. Brown was requested to report to Washington. 
He was not under my supervision at that time, other than the overall 
supervision. I don’t know quite how you mean that question. There 
was no—— 

Mr. Lanican. He was an examiner? 

Mr. Watters. That is right. 

Mr. Lanican. And you are Associate Director of the Division of 
Examination ? 

Mr. Watrers. That is right. 

Mr. Lanican. He was one of the people who worked under your 
supervision ? 

r. Waters. That is right, but frequently when they come in they 
are in conference with the legal department of the Board. I was 
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not always present at those meetings, nor was I in Mr. Brown’s case. 
He was an employee of the Division. ! 

Mr. Laniean. During that visit to Washington, did you discuss 
with him the procedures to be used in taking over the Long Beach 
Federal Savings & Loan Association ? 

Mr. Waurers. I did not. 

Mr. Lanican. I have one other question of Mr. Hallahan. 

[ think you indicated that Mr. Adams and Mr. Newell discussed 
the San Bernardino branch matter for the First Federal Savings & 
Loan Association of San Bernardino. Did you want to leave the 
impression that Mr. Adams and Mr. Newell came back to Washington 
slely to discuss with the Board the matter of whether or not the 
First Federal of San Bernardino should be permitted to have a 
branch in Barstow ? 

Mr. Hatnanan. No; I didn’t intend to leave that impression. 

Mr. Lanican. What was the purpose of their visit ? 

Mr. Hatnanan. The purpose was to discuss—— 

Mr. Lanican. The Long Beach case? 

Mr. Hatnanan. That is right. 

Mr. Lanican. They came back specifically for that purpose? 

Mr, Hattanan. That is correct. 

Mr. Houirtetp. What was the purpose of Mr. Adams’ meeting on 
April 28, Mr. Wyman ? 

Mr. Wyman. Well, the purpose of it was, as I understood it, to re- 
assure associations and through those particular persons whom he 
selected as being among the leaders, not all of the leaders, but just a 
limited group of the leaders of the associations there, the management, 
let’s say, to reassure associations through them that people who desired 
to withdraw their money would be paid, and to, by that information, 
let’s say, avoid reliance upon rumor, or the hearsay as to whether or 
not that would be the situation, and to advise them—— 

Mr. Houirretp. You mean thesubject was discussed that there might 
bea run on other institutions as a result of this, and it was to reassure 
them if there was, the insurance company, the Insurance Corporation 
would sustain them in case there was an undue run upon their reserves? 

Mr. Wyman. I don’t believe there was any discussion 

Mr. Houirrevp. There was no fear that this might cause a run on 
other associations ? 

Mr. Wyman. I don’t believe there was any discussion or evidence 
appeared that there might—that this might cause a run. It was his 
thought that it would be better to approach it affirmatively, however, 
and to assure those persons, and through them others in the business, 
that persons who desired to withdraw their money would be paid, 
and to avoid the later problem if it should develop of having to deal 
with the thing negat ively, let’s say. 

Mr. Moss. Now in this process of giving—— 

Mr.Wyman. That is my understanding of it. 

Mr. Moss. In this process of giving reassurance, what is the role 
of Mr. Adams and the San Francisco bank in a seizure of a Federal 
institution? What responsibilities have they in connection with that 
seizure ? 

Mr. Wyman. Without being an attorney, as I understand it, the 
responsibility in the case that the Board takes possession of a Federal 
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association rests entirely on the Board and any responsibility or duties 
that might fall on the president of the bank would be those which 
fell on his shoulders by delegation, let’s say, or by action of the Board, 

Mr. Moss. Were any such responsibilities delegated or assigned by 
the Board in this instance ? 

Mr. Wyman. I don’t know of any, Mr. Chairman. 

Mr. Moss. Then Mr. Adams at this point became a self-invited 
adviser and counselor. 

Mr. Wyman. Mr. Adams is also president of the Federal Home 
Loan Bank, which is a credit institution, as you know, which has q 
very large membership, and which makes advances or loans to its 
members for various purposes, within certain limits, for relending on 
mortgage security and also—— 

Mr. Moss. I recognize that, Mr. Wyman. It makes the advances 
upon proper collateral under proper conditions. My question was as 
to whether or not Mr. Adams at this point was the self-invited 
counselor. 

Mr. Wyman. I am not sure I know the answer to that question. 

Mr. Moss. Did you invite him down to help reassure other institu- 
tions on a point which at the moment appears most obscure, or did the 
Board invite him to participate, or did Mr. Ault invite him to par. 
ticipate? 

Mr. Wyman. I think perhaps the Board would know more about 
that than I. 

Mr. Moss. Mr. Hallahan, did you invite him to participate? 

Mr. Hatianan. I think, Mr. Chairman, that 1t was understood by 
the Board that Mr. Adams would be 

Mr. Moss. Understanding implies communication. That is what I 
am inquiring about. Did the Board communicate with him and urge 
that he go into the Long Beach area and undertake the role of the 
reassurer ¢ 

Mr. Hatianan. In the Los Angeles area, yes, I would say that. 

Mr. Moss. How did you do that ? 

Mr. Harxranan. I think by phone—we would expect that, I think, 
Mr. Chairman, of any president of any of our banks. 

Mr. Moss. That isn’t what I asked you, Mr. Hallahan. I asked if 
you did it, not what you expected. 

Mr. Hatianan. I am quite confident. 

Mr. Moss. Who did it? How does the Board act on a matter of 
that type? 

Mr. Hatxanan. Well, we might have done it over the phone. 

Mr. Moss. That isn’t what I am interested in. I am interested in 
how you did it—not how you might. You might have sent a wire, you 
might have flown out to talk to him. Those things are specualtive. I 
want to know how. 

Mr. Hartianan. I can’t recall offhand in this case, but I would as- 
sume it would be by phone. 

Mr. Moss. Who would have done it? Did you do it ? 

Mr. Harianan. No; I don’t think I did it as an individual. It may 
have been discussed—no. I can’t recall offhand. 

Mr. Moss. We can’t seek advice from the minutes on that point, be- 
cause the minutes are lacking in detail. 

Mr. Hatianan. I am sure the communication 











‘uties 
vhich 
oard, 


d by 
Vited 
Tome 
has a 
0 its 
ig on 
ANnces 
as as 
vited 
\. 
stitu- 
d the 
par- 


rbout 


dd by 
hat I 
urge 
f the 
t. 

hink, 


ed if 
er of 


ed in 
., you 
ve. I 


id as- 


> may 


t, be- 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 653 


Mr. Moss. What was his contribution to be? He seemed to be 

ther—— 

Tir. Hautianan. As Mr. Wyman pointed out, to generally assure 
the institutions in the area that the Long Beach Federal would be 
honoring its 

Mr. Moss. Why did they require reassurance on that? It was an 
insured institution. 

Mr. HaLLAHan. That is correct. 

Mr. Moss. The Board had announced publicly it was prepared to 
pay all deposits. a Le 

Mr. Hatitanan. As Mr. Wyman said, it would be better to get it in 
amore direct fashion than by rumor, or otherwise. 

Mr. Moss. It isa cozy arrangement. 

Mr. Rosack. Might we clarify a point for the record, Mr. Chair- 
man ¢ 

Mr. Houirievp. First I would like to have Mr. Robertson answer 
the question if he communicated. 

Mr. Ropack. Is the record clear that you discussed with Mr. Adams 
the problem of the Long Beach seizure on April 4? 

Mr. Hattauan. I am not sure which date it was. 

Mr. Ronackx. Was it the fourth or the sixth? Or was it during his 
visit to Washington ? 

Mr. HALtanan. It was in that time area, Mr. Roback. 

Mr. Rosacx. Mr. Chairman, I believe it is important for the com- 
mittee to know what Mr. Adams said to the court on that point. 

Mr. Moss. All right, if you will give us that. 

Mr. Ropack. I am reading from the transcript, the interrogation 
in the court, U.S. District Court for the Southern District of Cali- 
fornia, central division, before Judge Hall on No. 506-60 civil. I 
believe Mr. Chapman was doing the questioning. Mr. Adams was 
responding. 





Question. When did you first learn that the association was to be taken 
over? 

Answer. We will say in 1960. I don’t remember the date, but I think it 
must have been somewhere between the 15th and the 19th. 

Question. Of what month? 

Answer. Of April. 

Question. You had not heard of it before? 

Answer. Why, it has been under discussion for years, as a matter of fact. I 
met with the Board, with Tom and you in January, wasn’t it, back at the bank 
presidents’ conference, and I sat in with the Home Loan Bank Board and dis- 
cussed it with you gentlemen 

Question. Was there any discussion of another seizure of Long Beach Fed- 
eral at the meeting you just described that I was present at, or Mr. Gregory 
was present at? 

ANSwerR. None as I recall. 

QuesTIoN. Did you have any discussion with the Federal Home Loan Bank 
Board on that visit of yours to Washington about seizing Long Beach Federal 
again? 

ANSWER. Not that I recall. 

I think it is important for the committee to understand the back- 
ground of that testimony. 

Mr. Moss. Mr. Lanigan, what was the date confirmed by your ques- 
tions? Tt was dicenssed at the 1887th meeting of the Board on the 
date of April 4, 1960. Mr. Adams and Mr. Newell of the San Fran- 
cisco bank were present. 
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Mr. Horirrecp. And they came back for the purpose of disc ussing 
this matter, and when he gets back before the court he can’t recall 
discussing it. 

Mr. HALLAH: in. As I said, we discussed the Long Beach situation 
at that time. I can’t recall offhand whether it was on the direct point 
of seizure or not. 

Mr. Horirtetp. But you testified before, Mr. Hallahan, that you 
did talk with Mr. Adams and Mr. Newell about the seizure of the 
Long Beach association on those dates. 

Mr. Hattauan. I think I said we talked about the Long Beach 
situation. 

Mr. Hoxirm.p. Well, the record will show when we look back at it, 

Mr. Moss. How extensive was the discussion with the select group 
on the 23d at Long Beach ? 

Mr. Hatitanan. I can’t answer that. 

Mr. Moss. Mr. Wyman, how extensive was the discussion in whieh 
ou participated on the 23d of April with the select group assembled 
oy Mr. Adarns / 

Mr. Wyman. Well, it was very limited, Mr. Chairman. As I 
stated awhile ago, I peeabil ally was there probably 15 minutes, or 20 
at the outside, and it was devoted almost entirely, I would s say, to 
advice to those present that what they already knew, that the Board 
had taken possession of the assoc iation, but more par tic ularly to advise 
them that the Board had determined that the withdrawals would be 
paid in full as requested and when requested, and had made arrange- 
ments necessary to carry out that determination, and that the reason 
for talking with them was, as I stated awhile ago, to be certain that 
they and through them other managers in the business would not be 
left. to rumor or hearsay or gossip, but would know what the program 
was, and that that program would be carried out so far as the pay- 
ment of withdrawals to shareholders. 

Now, that was the essential of the discussion. 

Mr. Hourrietp. And was there discussion in regard to the nine 
charges and the justification of the Board in taking this action—was 
there? 

Mr. Wyman. Not to my recollection. 

Mr. Horirieip. Was there an explanation given to why you were 
seizing the institution ? 

Mr. Wyman. Not tomy recollection ; no, sir. 

Mr. Horirrery. Were the people there told that you had good 
grounds for this seizure and for using this better way—and I hope 
we have quotes around the better way, because this 1s Mr. Robert- 
son’s testimony, that you decided to take it under the emergency 
clause because this was “the better way” to do it. 

Mr. Wyman. Not tomy knowledge, sir. 

Mr. Hottrreip. But you wouldn’t say that such a discussion was 
not held in your absence ¢ 

Mr. Wyman. What happened when I wasn’t there, I would have no 
knowledge of. 

Mr. Ho.trietp. But at least it wasn’t held—such a discussion was 
not held in your presence ? 

Mr. Wyman. No, sir, no, sir; it was not. 
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Mr. Moss. Well, I think we will move along, now, to the nine 
charges on which the Board acted as the basis for the issuance of 
Order 13372. 

The first is: 

Said association has failed since 1947 to pay the premium charges for insurance 
of the association’s accounts of insured members in violation of section 404 (a) of 
the National Housing Act as amended and in violation of section 563,15 of the 
miles and regulations for insurance of accounts. 

Had there been any change in the character of that charge in, we 
will say, the last 6 months prior to seizure ? 

Mr. Hatnanan. I don’t believe there was, Mr. Chairman. 

Mr. Moss. None that you can recall ¢ 

Mr. Hattauan. None that I can recall. 

Mr. Moss. Had there been any substantive change in the nature of 
the charge other than the amount which would have been deposited 
in the registry of the court in the 12 months prior to seizure, to your 
knowledge ¢ 

Mr. Hawnanan. Not to my knowledge. 

Mr. Moss. Had there been any change in 24 months prior to seizure ¢ 

Mr. Hattanan. I don’t believe so, Mr, Chairman. 

Mr. Moss. Were you acquainted with the fact, and I think, Mr. 
Sloane, we can agree that this is a fact in view of the documentation 
before the committee, that the funds were on deposit in the registry 
ofthe court or courts ¢ 

Mr. Hatitanan. I understand that there were moneys in the court, 
Mr. Chairman. 

Mr. Moss. To your knowledge, did the Board have available to it a 
means at any time—well, we will say in the last 3 years—of making the 
daim for those funds and having this matter adjudicated in court as 
to whether or not they were owing, and if so in what amount? 

Mr. Hatnanan. I think that is correct. 

Mr. Moss. So you had on this charge a clear avenue open to you in 
the Board for resolving it at any time, virtually any time of your own 
choosing ? 

Mr. Hattanan. Well, I say that probably—I have forgotten, Mr. 
Chairman, in what actions these deposits, so-called, in court were 
made. 

Mr. Honirieip. Just a minute, would you please repeat that ? 

(The record was read.) 

Mr, Hatranan. What I meant to say was I don’t know the particu- 
lar legal actions, Mr. Chairman. 

Mr. Moss. Let us say that you know there were open to the Board 
kgal means of claiming this money and getting the matter adjudi- 
cated ? 

Mr. Hattanan. I believe as a general proposition that is true. Is 
that right ? 

Mr. Creicuron. I presume at any time we could have brought suit 
against the association for the premiums alleged to be due. 

Mr, Moss, And has that ever been done against an association ? 

Mr. Hanrtanan. To my knowledge—— 

Mr. Cretcurron. Not since I have been with the Board, Mr. Chair- 
man. 


Mr. Moss. You don’t know whether there has ever been a suit? 
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Mr. CreicuTon. I do not know, no, sir. 

Mr. Moss. Now, do you have available to you an administratiyg 
procedure for the settlement of this issue? 

Mr. Trevas. I would like to correct the record, Mr. Moss. 

To the best of my recollection, and I think the year was somewher 
between 1946 to 1948, there was an institution which was State chap. 
tered which sought to voluntarily terminate its insurance, which wag 
permitted, and it got into a dispute and an argument as to whether oy 
not it was obligated to pay insurance premiums. 

I was in the HOLC in that year operating under the same as the 
general counsel, and I brought the suit as attorney of record in the 
U.S. District Court for the Southern District of New York. 

There was a motion for summary judgment. There were some 
involved constitutional law questions, and the motions for summary 
judgment was cross motioned by both sides. Judge Henry Goddard 
was the judge in the district court. He rendered judgment in our 
favor. 

Appeal was taken to the court of appeals, second circuit, Judge 
Frank and two other judges, the Hands, Augustus and Learned, and 
the lower court’s opinion was affirmed. 

As a result of that—that was a dispute as to whether or not they 
owed it, and they raised legal questions which could only be deter. 
mined by suit, and we went all the way through with it, with respect 
to voluntary termination of insurance, but there was an outstanding 
claim. ; 

Mr. Moss. I understand the issues involved were different, but yuu 
would not challenge the statement by Mr. Hallahan that there was 
available to the Board in this instance a means to enforce collection 
in the courts? 

Mr. Trevas. No, there is no challenge on that. 

Mr. Moss. Was there an administrative remedy at this point which 
the Board could have utilized to bring this issue to some point of 
settlement ? 

Mr. Trevas. Are you asking that question of me? 

Mr. Moss. Well, Mr. Hallahan, and then he can refer to you if 
he wishes. 

Mr. Harxianan. There are, I believe, three routes, Mr. Chairman. 
The appointment of a conservator, having it included in the present 
charges, and I am not sure whether we could get an application for 
a declaratory judgment under 5(d) or not—Mr. Sloane is checking 
on it. Hesays yes. 

Mr. Moss. So you were not without remedy to settle this along the 
road. This is a matter pending, according to the charges, since 1947, 
or a period of some 13 years. 

Mr. Hattanan. Excuse me, could I have that question again? 

Mr. Moss. You say you were in a position to have acted along the 
road on this matter to settle it. It extends back over 13 years. 

Mr. Hatianan. Since 1954, at least. 

Mr. Howtrrevp. Since 1954 you could have taken administrative 
action ? 

Mr. Hatianan. Yes. 

Mr. Ho.irretp. You could have called them in to show cause why 
their insurance should not be terminated, could you not ? 
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Mr. Hatnanan. Well, Mr. Holifield, that is another question on the 
rmination of insurance of a Federal association. That is an entirely 
separate and distinct question as to whether you can have termination 
of insurance of a F ederal association. 

[believe that it would require liquidation, actually. 

Mr. Hottrretp. Certainly the nonpayment is a prima facie case, 
and if I buy life insurance or automobile insurance and I don’t pay 
my dues on it, it automatically expires. 

Mr. Hau LAHAN. There is much more involved than just the termina- 
timof insurance. It would almost have to be a liquidation proceeding. 
That was the distinction that I was trying to draw in that respect. 

Mr. Hotirtetp. Now, order 2015 was of ‘this nature, and this is, of 
course—you will remember you were questioned on 2015 which was an 
order to show cause why it should not be terminated, and this order 
of 1949 still hangs suspended somewhere in the never-never land, in the 
bureaucratic jungle. It has never been disposed of by action by the 
Board, it has never been revived, it is hanging on the hook in cold 
storage somewhere. It exists, so long as it ex cists, as a threat over the 
institution, and yet you never explained to us anything about this 
15 when we questioned you. 

Mr. Moss. Well, do you know what happened to 2015, the disposi- 
tion made of it ? 

You haven't been able to verify that ? 

Mr. Stoanr. I spoke to the best of my knowledge. I believe I had 
aconversation with the Secretary about this matter sometime prior 
tothe asking of the question. 

Mr. Moss. What happens to old orders that are not used ? 

Mr. Stoane. I guess they fade away, sir. I really don’t know, I was 

speaking in jest. 

Mr. Moss. It has stimulated my interest. 

Mr. Stoanr. Well, actually my interest has been stimulated also in 
this respect. 

Mr. Moss. Suppose we exploit the stimulation of the moment and 
try to find out exactly what happened to it. 

Mr. Stoane. Well, let me say this. As I told you, on, I believe, it 
was November 8, 1949, it was suspended until further notice. 

Mr. Moss. To the best of your recollection 

Mr.Stoane. Yes, sir. 

Mr. Moss. Well, I would like to have my record show the actual dis- 
position in case there is an error in your recollection. 

Mr. Stoane. Oh, well, there is a slight possibility of that, and I 


| canunderstand your concern, sir. 


Mr. Moss. I think it is of sufficient interest to justify checking it to 
determine that. 

Mr. Houtrretp. Do you think this matter, Mr. Hallahan, has been 
amatter of informal conversation in the Board from time to time ? 

Mr. Hatinanan. I don’t believe the old one was, Mr. Holifield. 

Mr. Houirrecp. It hasn’t been a matter of discussion ? 

Mr. Hatnanan. The subject matter, I think, has been discussed. 

Mr. Hotirrep. But you don’ t have any minutes that you —_ refer 


| toto refresh your own memory and the memory of your counsel, and 


for the edification of this committee, because you don’t keep minutes 
indetail, That is very clear. 
Mr. Moss. You do list orders, however; do you not? 
59258—60— pt. 1——-43 
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Mr. Hatuanan. Yes. 

Mr. Moss. Do you list disposition of orders ? 

Mr. Hatianan. I am quite sure that is the case, Mr. Chairman, 

Mr. Houtrrevp. By not going ahead on 2015, you failed to exhaust 
your administrative remedies; didn’t you? 

Mr. Hautianan. Mr. Sloane tells me he understands it was sys. 
pended. Whether it might have been revived 

Mr. Hoxtrretp. Suspension has a different connotation than eradi- 
cation or nullification by formal action. 

Mr. Hatnanan. Yes. 

Mr. Ho.irretp. So we must assume that this order has been in q 
state of coma, now, for 11 years, has it not, and it is of course subject 
to revision. By an action of the Board, they could bring it out of 
the deepfr eeze and breathe some warm bre: ith of life into it by renew- 
ing its content and effect, and again calling upon the association to 
do that which it called upon it to do in 1949. 

Has your Board ever been told by a court that you haven't ex. 
hausted your administrative remedy ? 

Mr. Hatianan. In what respect 

Mr. Houtrrevp. In any respect. 

Mr. Hatianan. Not to my knowledge. 

Mr. Ho.trretp. Wasn’t there an occasion when the court in effect 
said that, Mr. Creighton ? 

Mr. Creieutron. There was a recent opinion by the judge of the 
superior court in the suit on the note in which that judge stated that 
the bank had not exhausted its administrative remedies, if my mem- 
ory serves me right, and they took a certain position before the bank 
could do a certain thing they must have gone to the Board, and I don’t 
have all the details, but there was an opinion that dealt with ex- 
haustion of administrative remedies by the bank with respect to 
instituting a suit on the note. 

Mr. Moss. Well, at least. we have established the two matters on 
this, that there was available a means to enforce collection of these 
premiums, and to settle this issue, and that the means of doing this 
administratively or through the courts had been available over a 
period of time to the Boar d. 

Mr. Creten Ton. I think that we could have gone, the Board could 
have gone in and brought a suit against the association for the col- 
lection of the insurance premium, at which there would have been a 
determination of whether or not any premium was due or not. 

Mr. Moss. That. is correct. 

Mr. Creicuton. I think, secondly, the Board could have proceeded 





under 5(d)(1) and given them a notice as provided therein by a reso- | 


lution, and if within 20 days’ time, or within 20 days after the notice 
they could have filed a suit in court to have a determination made 
whether or not that resolution was proper. 

I think those are the two avenues that were available, and if they 
did not go into court, then in 30 days’ time the Board would set an 
administrative hearing for determination of whether or not they 
owed the premium. 

I believe that that would have been available to the Board. 

Mr. Moss. That is my understanding. 
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Mr. Crercuton. Now, some people may disagree with me on that, 
but I do want to say this, that I do not believe the Board could have 
proceeded with respect to a Federal association for the cancellation 
of insurance under the insurance statute, Mr. Chairman. 

Mr. Moss. I would agree with you on that. 

Now, on item 2: 

Said association has failed since 1948 to acquire, hold, and maintain its stock 
holdings in the Federal Home Loan Bank of San Francisco in the required 
amount in violation of section 6(1) of the Federal Home Loan Bank Act. 

Now, wasn’t it equally true in this instance that virtually the same 
remedies were available to the Board ? oe £ 

Mr. Hatianan. I think since 1954, Mr. Chairman, the same sort 
of remedies might be available. I would like to check that. 

Mr. Moss. While your counsel is checking that, let’s examine the 
charge itself. teary 

Was there a change in the facts of this situation other than the 
amount which might then have been due in the 6 months preceding 
seizure ? 

Mr. Hatizanan. I believe there would be an increased amount. 

Mr. Moss. The factual situation would have been unchanged other 
than for the amount which might then have been deemed necessary to 
meet the subscription requirements of the association ? 

Mr. HatnaAnan. Well, there probably would be one other matter con- 
nected with it, and that would be the general liquidity which the asso- 
ciation carried. 

Mr. Moss. The equity it carried ? 

Mr. HatnAnan. The Governments and cash that it carried. 

Mr. Moss. Now, was there any change in the 12 months preceding 
other than as to amount ? 

Mr. Hatnanan. | don’t believe there was except in the two cate- 
gories. 

Mr. Moss. Is this another instance where the funds which would 
have been required for the purchase of the stock holdings were on 
deposit in the registry of the court or courts ? 

Mr. HattanAn. I believe that these amounts are in court, Mr. Chair- 
man. 

Mr. Moss. Are you acquainted with the statement given under oath 
to this committee that the management of Long Beach had attempted 
to get a stipulation from the Board that if the funds were paid they 
would be used for the purpose of acquiring the stock holdings neces- 
sary ¢ 

Mr. Hatnanan. Mr. Chairman, would you repeat that ? 

Mr. Moss. Are you aware of the statement made under oath before 
this committee that the management of Long Beach tried to gain a 
stipulation from the Board that the funds necessary to acquire the 
stock would be used for that purpose if paid ? 

Mr. Hatianan. I think that the stipulation probably runs to the 
bank rather than the Board. 

Mr. Moss. These were very important questions surrounding this 
whole problem. Were you acquainted with that fact, or that conten- 
tion, at least ? 

Mr. Hatnanan. Yes. 
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Mr. Moss. And you do not challenge it? I asked if you were fj. 


miliar with the statement made, and you stated that you were. Now 
IT want to know if you challenge the statement as to its accuracy 
in this instance ? : 

Mr. Hatxianan. I can’t challenge it at the moment, Mr. Chairman, 

Mr. Moss. You feel that it is a correct statement ? 

Mr. Hauianan. I don’t know all the facts, but I would let it stanq 
that way unless I found otherwise. 

Mr. Moss. Now, the question asked which you checked with counsel 
on was as to the remedies available to the Board for the resolving 
of this problem since 1954. 

Were they substantively the same remedies which would have beep 
available in the preceding charge ? 

Mr. Hatianan. That is correct. 

Mr. Moss. Do you have any questions, Mr. Holifield ? 

Mr. Hotirretp. You are aware that the San Francisco bank refused 
to give the stipulation ? 

Mr. Moss. He has testified to that. 

Mr. Hatianan. No, I didn’t say that, Mr. Chairman. 

Mr. Hotrrtetp. They refused to give the stipulation. He was aware 
the stipulation had been requested. 

Now I ask you are you aware of the fact that the San Francisco 
bank lawyers refused to give such stipulation in court that the moneys 
for this purpose would be applied to a stock purchase ? ; 

Mr. Hatitanan. No,I can'tsay I am familiar with that. 

Mr. Moss. Is counsel familiar? 

Mr. CreicutTon. No, I am not familiar with that. There may have 
been some negotiation between the counsel for the bank and the associa- 
tion, and I am not familiar with all those details. 

Mr. Horrrrevp. Mr. Chairman, this isa matter of testimony. 

Mr. Hatnanan. Weare not questioning it, Mr. Chairman. 

Mr. Moss. The testimony would not acquaint him with the circum. 
stances, if he has no knowledge of it. 

Mr. Hovwirrecp. There was a flat statement that this attempt was 
made in court before a judge. 

Mr. Creicuton. I have no personal knowledge. 

Mr. Hourretp. And that the attorney for the San Francisco 
bank 

Mr. Moss. Have we the record of the court on this point ? 

Mr. Rosack. I do not have it. 

Mr. Moss. We have notranscript of that in our files? 

Mr. Ropack. No. 

Mr. Trevas. It was my recollection sitting here one day that that 
was in Mr. Gregory’s testimony. That is the only time I have heard it 
mentioned. 

Mr. Moss. That is correct, that was his testimony. 

Mr. Houirtretp. Mr. Chairman, I suggest that our staff obtain the 
necessary court records to establish that fact. 

Mr. Moss. Yes; I think it would be well for this record to be very 
clear on this point. 

Mr. Rorsack. The matter of the stipulation ? n 

Mr. Moss. The matter of the requested stipulation. (See pp. > 
739.) 

Do you have any questions on item 2? 
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Mr. Ropack. No. 

Mr. Moss. Mr. Lanigan ? 

Mr. Lanican. No questions. 

Mr. Moss. Item 3: 

Said association declared and paid dividends on savings capital during the 
years 1958 and 1959 when its net income and undivided profits were insufficient 
to make required additions to loss reserves and to pay the said dividends. 

When did you first become aware that the association had declared 
a dividend rate on 1958 accounts in excess of the rate which would 
appear to have been Justified from its records, or your examiner’s 
reports ¢ ; ; 

Mr. Hatianan. I think that was in the late spring of 1959, Mr. 
Chairman. 

Mr. Moss. I hope you and I can get over this hurdle on this ques- 
tion without having the sort of record I have at the moment on it, be- 
cause in rereading it I find that I am still completely puzzled as to 
the chronology. 

Now, this is the late spring of 1959. Was that gleaned from an 
examination of the association’s books ? 

Mr. HatnaHan. May I confer with Mr. Sloane on this? 

Mr. Moss. Certainly. 

Mr. Hatnanan. Yes, I am quite sure they came from the examina- 
tion report. 

Mr. Moss. The examination report received in the spring of 1959? 

Mr. Hatianan. I believe it was in the spring of 1959. 

Mr. Moss. Now, Mr. Hallahan, this involves a question very basic 
to the competence of management, doesn’t it ? 

Mr. HatLawAn. Yes, sir. 

Mr. Moss. If it is a fact that this procedure was followed, this could 
cause damage to the institution, couldn’t it ? 

Mr. HatLawan. Yes, sir. 

Mr. Moss. Was a supervisory letter issued ? 

Mr. Hatianan. I believe there was a communication, Mr. Chair- 
man, in June of 1959. 

Mr. Moss. Was that in the form of an inquiry, or was it in the form 
of a supervisory letter ? 

We have established that there were three ingredients in common 
on supervisory letters. We have had five identified for the record 
here by Mr. Wyman as constituting the only supervisory letters writ- 
ten to this institution in the period of time covered in the scope of this 
examination. 

Was one issued in this instance ? 

Mr. Hatzanan. Well, as was said previously, the Board has had 
conferences with the institution, and had one in the fall of 1958—— 

Mr. Moss. Well, now, remember we are talking about something 
which came to your knowledge in 1959. 

Mr. Hatitanan. Yes, I realize, I was going on. 

Mr. Moss. It got so mixed up the last time, the conference in 
October of 1958 which discussed the deficiencies unveiled in the late 
spring of 1959—obviously you couldn’t. 

Mr. Hattanan. I didn’t mean to infer that. 

Mr. Moss. This was not discussed in the 1958 conference. 
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Mr. Hatxianan. I don’t believe this was discussed in the 1958 ¢op. 
ference. 

Mr. Moss. Because you didn’t know, but you sent a letter in June 
of 1959. 

Mr. Hatianan. In June of 1959. 

Mr. Moss. It was not a supervisory letter, then, was it ? 

I think it would be well to have that letter for this record. (Seg 
exhibit D-3, p. 850.) 

Following the letter what action was taken? I assume late spring 
of 1959 means the month of May, because that is the latest. month of 
spring. 

Mr. Hatianan. It would be in that general area, Mr. Chair. 
man. 

Mr. Moss. Now, you hi ad a November 1959 conference ? 

Mr. Hatianan. Yes, sir. 

Mr. Moss. And November of 1959, then, is when this matter was 
discussed ? 

Mr. Hatianan. That is correct. 

Mr. Moss. A very serious example of a deficiency in management 
iudgment which prompted a letter in June followed by a conference 
in November. I emphasize this because there are some things in these 
institutions which Laneaba very fundamental, certainly most sig- 
nificant questions in the exercise of a regulatory responsibility, and 
yet a period of 5 months elapsed without a supervisory letter befor 
a conference. 

Now, was an order issued as a result of the conference, was an in- 
struction given as a result of the conference, or was the conference 
nonconclusive ? 

Mr. Hauwanan. I think the matters discussed in the conference, in 
the 1959 conference, as well as the previous ones, Mr. Chairman, de- 
noted the concern of the Board in these areas, and I would think 
ordinarily that would be sufficient. 

Mr. Moss. I would say, sir, that concern at this point, if it were 
a fact that this policy had been followed, was a luxury in which the 
Board should not have indulged. This is regulation; this isn’t a 
tea party. This is a Board vested with tremendous powers, sum- 
mary powers, powers to enforce its will, if need be; isn’t that 
correct ¢ 

Mr. Hatianan. Yes; the Board has powers. 

Mr. Moss. I think you have been on the Hill here long enough to 
know that it is usually the attitude of Congress, when we create the 
authority to regulate, we expect regulation will take place; isn’t that 
correct ¢ 

We don’t vote these powers just to make someone happy. We vote 


them as tools—they become the tools which are used to secure the type | 


of soundness in the regul: ited activity which we feel is essential toa 
healthy condition, yet “that is not the procedure followed here. 
Mr. Hatnanan. Well, as I have said a number of times, Mr. Chair- 
man, these and a great number of other matters were disc ussed in the 
conferences 
Mr. Moss. All of the issues dividing the two, the Board and the 
management of the association, were discussed 2 
Mr. Hatiauan. They were discussed at great length. 
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Mr. Moss. And a nonconclusive discussion, no order issued, no in- 
sruction, no supervisory letter. 

Mr. Harnanan. Well, it shouldn't be necessary, I don’t believe, Mr. 
Chairman, to follow up all of these matters. 

Mr. Moss. It isn’t necessary? Then do you suppose it would be 
a good idea for us to take away the powers? 

Mr. Hattanan. No; I wouldn’t subscribe to that. 

Mr. Moss. I wouldn’t, either; but are you to judge whether the tools 
are to be used or not to be used when something reaches a critical stage, 
if this is a fact? 

Mr. Hantanan. It was a matter of serious concern to the Board, 
and that was the reason for the unusual conferences. 

Mr. Moss. Did the Board write any letter after the November 
meeting ? 

Mr. Hattanan. The January 5 letter, I believe, was the letter. 

Mr. Moss. Mr. Hall: ahan, again you have worked on this Hill, and 
you probably helped write reports, draft legislation, and whatnot. 
Usually when you are dealing in the field of governmental activity 
and you say what something is not to be regarded as, it is not so re- 
garded, is it, and that letter said clearly in the last paragraph, “This 
isnot a supervisory letter”—‘This is not. 

Now, if nothing had been said at that point, then it might have been 
construed in that manner, but there was an exception. There was a 
disavowal of the force of the letter. It was not to be so regarded. 

Didn’t that take part of the force out of it? 

Mr. Hautianan. I think that was included, Mr. Chairman, to denote 
that all of the matters were not included in the letter. 

Mr. Moss. You might have said it is not intended to cover all the 
points at issue between the association and the Board, but that isn’t 
what it said. 

Asa matter of fact, it couldn’t have been that intention, Mr. Halla- 
han, because the letter makes two disclaimers, specifically stated. 
What do you disclaim: (1) That it is to be a formal supervisory let- 
ter, and (2) that it attempts to discuss point by point the many 
items mentioned in your letter of November 27, and all of the super- 
visory problems discussed at your conference in November. 

The deletion of the language “It is not intended to be a formal 
supervisory letter,” and merely saying this communication does not 
attempt to discuss point by point, would have covered the item you 
have raised as the reason for the disclaimer, but there is a double- 
edged one there. 

This letter bec ‘omes clearly in the category of an informal, non- 
supervisory communication. 

Mr. Hatnanan. I think with the words “formal supervisory let- 
ter,” I don’t know that it would not fall in the category of an informal 
honsupervisory letter, Mr. Chairman. 

Mr. Moss. What was it intended to do? 

Mr. Hautnanan. It was intended to restate and reiterate the Board’s 
concern about the matters discussed at the 1959 conference. 

Mr. Moss. Well, this is a matter that concerns me, because if the 
charge is as serious as it would appear on its face, and you tell me I 
should read 13372 on its face, then I am puzzled, as I said to Mr. Rob- 
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ertson, at what appears to me to be a dereliction on the part of the 
Board. 

Now, when did you become acquainted with the practice which 
controlled the declaration of dividends on 1959 accounts? 

Mr. Hatxianan. I believe that was in February of this year, Mp. 
Chairman. 

Mr. Moss. How was that concluded in view of the incomplete state 
of the examiner’s report? You have not at this moment a completed 
examination report for the past 12 months; have you / 

Mr. Hatnanan. No; we have not, Mr. Chairman, and I am quite 
sure this information is included in preliminary reports received by 
the Board. ' 

Mr. Moss. Is a preliminary report sufficiently exhaustive in its ey. 
amination of the accounts and records of the association to permit 
this conclusion ? 

Mr. Hatianan. They could very well be; yes, sir. 

Mr. Moss. Are they ? 

Mr. Hattanan. We, at the time this order was issued, Mr. Chair- 
man, believed that to be the case. That is a matter, as you know, a 
matter of fact which will be determined in the administrative hearing, 

Mr. Moss. Oh, Mr. Hallahan, I can understand the chairman when 
he was making some of these assertions of privilege, but as I recall you 
are schooled in law. How do you protect a privilege, if you have it! 
Don’t you protect it from the first in order to avoid any question as to 
whether or not you have yielded ? 

Mr. Hatianan. I think 

Mr. Moss. I could get you some awfully good authorities on that 
point if you want them. 

Mr. Stoane. On this particular kind of privilege? 

Mr. Moss. Mr. Sloane, I am talking to Mr. Hallahan. 

Mr. Stoane. Oh, I am sorry. 

Mr. Hatianan. I don’t know whether your points, Mr. Chairman, 
go to the privilege that we have asserted. 

Mr. Moss. No; I doubt if there has ever been a case involving the 
peculiar privilege you have asserted. I don’t think you can even 
conjure up one. This is sort of a pioneering venture. 

Mr. Hatianan. Well, I don’t know that it is pioneering. 

Mr. Moss. You see, this isn’t a point which is determined by a judi- 
cial proceeding, this is a point which is determined by a physical ex- 
amination of books of record. It becomes a mathematical problem. 

Mr. Hatianan. But it isa factual matter, nonetheless. 

Mr. Moss. It might be. 

Mr. Hatwanan. Mr. Chairman, which will have to be subsequent- 








ly 

Mr. Moss. We don’t recognize the privilege. However, I am not 
going to at this point order that you answer, because I have the 
answer. I am of the opinion this record speaks far more coherently 
as a result of these occasional assertions than it would be possible to 
make it speak without them. I know, for instance, that my good 
friends on Banking and Currency are reading the transcript I am 
making available to them with great interest. They just imagine the 
day when you assert the privilege before them. 
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Congress is a very jealous mistress when it comes to the matter of 
privilege. 

We will get these facts for this record, as I have said many times— 
many times, and I think we have gotten most of them, sufficient to 
form the basis for a report and a judgment. You can make it a judg- 
ment based upon conclusion, resting upon omissions, or you can make 
ita judgment based upon what you call the facts. That is your choice 
without any recognition of the privilege, it matters little to me, be- 
cause I judge the failure to speak just as I judge the content of what 
js spoken. We have had witnesses openly contemptuous, the issues 
have been settled in the court where they are found guilty, but we 
have always been able to write our reports, and we will in this instance, 

Mr. Hourrretp. Mr. Chairman, I have a request to make. 

Mr. Moss. Yes, sir. 

Mr. Houirtetp. Mr. Hallahan has testified that he came to this par- 
ticular judgment on the basis of preliminary reports. I would like 
for the committee to have any copies of preliminary reports upon 
which he based this judgment, and I would request them at this time, 
with the chairman’s permission. 

Mr. Moss. Of course, the chairman is not in a position to give you 
permission to request or not—that is your prerogative as a Member 
of the House, and asa member of this committee. 

Mr. Rospack. May I advise the committee that the examination 
reports prepared for the Board are very voluminous documents, with 
particular matters very difficult to identify. Perhaps Mr. Hallahan 
might identify those pages of the report. which are relevant to this 
discussion so it would help our finding them. 

Mr. Moss. Mr. Hallahan, you have heard the request of my colleague 
on the committee, Mr. Holifield. 

Mr. Hattanan. Could I have a little time to think this particular 
oneover, Mr. Chairman ? 

Mr. Hourrretp. What do you mean by a little time ? 

Mr. Moss. Mr. Hallahan, the request having been made, if you wish 
toconsult with counsel, you may, but I feel that the request requires a 
response on the record. It is entirely up to Mr. Holifield whether or 
not he wishes to have his request responded to at this time or whether 
heis willing to permit postponement. 

Mr. Hattanan. Counsel advises me, Mr. Chairman, that there are 
internal communications 

Mr. Moss. We have the statement on the record, counsel may advise 
you, but you advise the committee. Privilege, as you know, is a per- 
sonal thing. Counsel hasn’t it. 

Mr. Hatnanan. I realize that. 

Mr. Moss. You are supposed to be asserting it. 

Mr. Hatzanan. I realize that, Mr. Chairman, and I believe that I 
should assert the executive privilege. 

Mr. Moss. The executive privilege in this instance? 

Mr. Hattanan. That is right, as being 

Mr. Moss. Are these executive documents? In other words, the 
privilege of examining the accounts of financial institutions is a privi- 
lege vested in the executive? I thought you worked over on Banking 


and Currency, and I thought we had the responsibility for the financial 
institutions. 
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Mr. Harianan. Well, all I am saying, Mr. Chairman, on this pap. 
ticular point is 

Mr. Moss. Can you relate to me how it becomes executive ? 

Mr. Havrianan. It is an internal communication which we haye 
received, and we are an independent agency in the executiye 
department. 

Mr. Moss. You are an independent executive / 

Mr. Hauianan. I believe that is what the statute describes it, Mr. 
Chairman. 

Mr. Moss. Suppose you give me a few citations in point on this 
because we are going to examine you on this whole question of priyi. 
lege when we get through with this other matter. We are going to 
examine your legal staff rand members of the Board on priv ilege, 





Mr. Hatianan. I don’t know that I can give you any citations at | 


the moment. 

Mr. Moss. Oh, I think you should. You are claiming privilege, 
You must know the foundation for it. I would choose well, though, 
because I wouldn’t want you to look too foolish when it is analyzed, 

Is that the Attorney General’s testimony before the Senate com. 
mittee ? 

Mr. Stoane. No, sir. 

Mr. Hatianan. I think I can give you a number of citations. 


Mr. Moss. Are you aware of the interesting case of the letter from | 


the President’s counsel to Clark Mollenhoff in a news conference! 
Mr. Mollenhoff directed a question to the President on this matter of 
papers, and the President’s response, which was then modified by a 
statement in a letter by Gerald Morgan, was: be it little scraps of 


paper or otherwise, which form the basis for an official action, they | 


are available to the Congress. That is just one citation. 
I recognize that it is not based on any case, but it is a Presidential 


appraisal of the privilege, this ghost “which stalks W ashington $0 | 


religiously, and in expanding upon it Mr. Morgan makes further 
interesting observations which I suggest might be most valuable to 
you if you should undertake to read them. 

Mr. Hortrrerp. And I would also like to help you in your search of 
the precedents. I would like to refer you to Fahey v. O’Melveny and 


Myers, 200 F. 2d 420, in the year 1952, in which Judge Bone, of the | 


Ninth Circuit Court of California, described Mr. Fahey as “a statu- 
tory administrative agent of the Congress” and he said about the 
Board that it was “a purely congressional instrumentality.” 

Mr. Harianan. I think the statute has been amended, Congress 
man. 

Mr. Ho.trrerp. Has that been changed ? 

Mr. Moss. Did it change the relationship of the Board? 

It really isn’t important. I just wanted to see how well versed you 
were on your privilege, and I see that you have the same comprehen- 
sive grasp of it as most people who assert it. 

Mr. Hatianan. You asked for citations. 

Mr. Moss.I find they are as lacking here as they usually are 
This is one of those exercises which I personally enjoy a great deal. 


I have had 5 years of people claiming privilege, and they have backed | 
down more than they have stood up, I can ‘tell you that. I haves | 


pretty good compilation in process of preparation at this time by 
some most distinguished members of the bar. 
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So we have determined that the executive examination, which under 
the pressure of questions becomes an internal document, reported a 
preliminary finding in February of 1960. Was a supervisory letter 
issued at that time ¢ 

Mr. HatntaAnan. No, there was no supervisory letter issued at that 
time. 

Mr. Moss. I am trying to determine what will be our program for 
tomorrow. I am anxious to get these points covered. We will make 
atry at it at 10 o’clock in the morning in room 100-B, the George 
Washington Inn. The committee will now adjourn until 10 o’clock 
tomorrow morning. At that time, Mr. Hallahan, we will start on 
item 4 or (d) of the order 13372. 

(Whereupon, at 6:08 p.m., the subcommittee adjourned until 10 
am., Thursday, June 23, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


MONDAY, JUNE 27, 1960 


Hovsn or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 1501—B, New House Office 
Building, Washington, D.C., Hon. John E. Moss (chairman of the 
subcommittee) presiding. 

Members present: Representatives Moss (presiding), Chet Holi- 
field, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; and James A. 
Lanigan, associate general counsel of the full committee. 

Mr. Moss. The subcommittee will be in order. 

Mr. Hallahan, I believe that we had, after rather contentious dis- 
cussion, concluded point No. 38 when last we met. We now go to item 
4,or (d) on order 13372. 


FURTHER STATEMENT OF WILLIAM B. HALLAHAN, MEMBER, 
FEDERAL HOME LOAN BANK BOARD 


Mr. Hatnawan. Mr. Chairman, I think I said at the close of the 
hearing the last part of our discussion I thought was under No. 4. 

Mr. Moss. Well, I have tried on each occasion to make very clear 
the item being discussed and have, as I am now about to do, read the 
item into the record, and (qd) is: 

Said association during the month of December 1959 declared as a policy a 
current dividend rate of 4144 percent per annum commencing January 1, 1960, to 
be credited on share accounts as of the close of business June 30, 1960, when its 
undivided profits and earnings were insufficient to justify such declaration of 
policy or payment of such dividend. 

How was it determined and when was it determined that the 
December 1959 policy was not in keeping with the ability of the in- 
stitution to pay ? 

Mr. Hatnanan. I believe, Mr. Chairman, that was the latter part 
of March or the early part of April. I have forgotten. 

Mr. Moss. And how was it determined ? 


Mr. Hatnanan. From preliminary reports which the Board re- 
ceived, 


Mr. Moss. Did those reports disclose substantive error in the asso- 
clation’s report which was prepared by a CPA retained by them as to 
theamounts of reserves and undivided profits ? 


669 











670 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Hatiawan. Mr. Chairman, I think this is a substantive factual | 
matter. 

Mr. Moss. It is. We will concede that. It goes to the question of 
whether or not the report made by their CPA was a substantive error, 
It goes to one of the items in order 13372 issued on the 19th day of 
April, such order as was finally and officially adopted by the Board 
and represented a completed official action and final determination of 
fact. 

Do you wish to plead some nebulous form of fifth amendment at 
this point? Is that what you are saying? 

Mr. Hatianan. No. 

Mr. Moss. Well, that is what you are Poe 

Mr. Hatxianan. I wouldn’t put it that w 

Mr. Moss. Well, why not? 

Mr. Hatuanan. I think it goes squarely to the question of judicial 
privilege. 

Mr. Moss. You don’t even have the slightest idea whether this js 
going to bea matter that will ever come before you or not. 

Mr. Hatxianan. I don’t think there is any question about that, sir, 

Mr. Moss. This is one that you acted upon. You didn’t act on it in 
a judicial capacity. The record will show that you refuse to answer 
and that you probably are uncertain as to the reason why. You be. 
lieve it might be judicial ; if I pressed you on that, you would probably 
indicate executive, and if I pressed you on that, you would plead the 


doctrine of internal working papers, one which is not possible of 


definition, as you have on previous occasions. 

We will assume, therefore, that the record filed by the CPA will 
accord with the facts. I will so assume. It will be one of the as. 
sumptions which I will attempt to incorporate in a report because 
there is no evidence to the contrary. When you first became aware of 
this, was a supervisory letter issued ? 

Mr. Hatianan. Not with respect to this item, no, Mr. Chairman. 

Mr. Moss. You had that means available to direct the board to 
change its policy, the board of directors of Long Beach, had you not! 

Mr. Hatianan. I think it could be said, Mr. Chairman, as said 
previously, there were a number of tools available to the board, in 
view of the conferences that have been held on these subjects. 

Mr. Moss. Wasa conference held on this subject ? 

Mr. Hatxianan. Not on this particular subject, Mr, Chairman, but 
I believe that items under No. 3 or (c) were the subject of the 1959 
conference. 

Mr. Moss. Well, the first item under (c) could have been the subject 
of a 1959 conference. Item 2 or (c) could not have been the subject 
of such conference. We must assume as a matter of logic that the 
condition is not static. There had to be a change between the 1958 
and the 1959 situation, and so all of the elements of the discussion 
in 1958 would not necessarily be applicable to the 1959 situation. 
isn’t that correct ? 

Mr. Hatnanan. Yes, I think that is possible. 

Mr. Moss. It is highly probable, isn’t it ? 

Mr. Hatianan. The dividend rate 

Mr. Moss. It is highly probable. Mr. Holifield, to bring you up 
to date, we have had a plea of privilege on item 4. That is the one 
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where it says that the declaration for a dividend rate for the year 
commencing January 1, 1960, was in excess of the ability of the 
association to meet. 

This is an item the committee will undertake to develop the facts 
on independent of the Board, and I think we will be able to secure 
suficient information to develop the facts. 

Is there any element here that involves an issue at controversy in 
the courts 

Mr. Hattanan. May I check on that? 

Mr. Moss. In determining the question of reserves and of undivided 

rofits. 

Mr. Hattanan. I think that some of these matters as you have 
mentioned, are in litigation. 

Mr. Moss. And has the Board determined that the litigation is 
without merit ? 

Mr. Harnanan. Mr. Chairman, I think that there probably are 
other matters other than the question of whether the litigation is 
successful or not that would enter into this particular picture. 

Mr. Moss. Well, is it successful or isn’t it, or has that been deter- 
mined by the courts? 

Mr. Hatianan. I don’t know that there is any final determination. 

Mr. Moss. Yet wouldn’t it be basic to this as a factual matter—if 
there was a dispute, wouldn’t there be basic to a determination of 
the actual ability to pay, a resolving in your own mind of the merits 
of the litigation then pending, if an item included in the books of 
the corporation which would have a bearing upon its reserves or 
undivided profits was a matter in litigation, for you to arrive at a 
clear determination that there were insufficient profits and reserves 
to undertake supporting of a 414-percent dividend rate. Wouldn’t 
you first have to determine something at least regarding the merit 
of the issue involved in litigation; some judgment would be exer- 
cised at that point? 

Mr. Hatnanan. I don’t know, Mr. Chairman, whether that would 
necessarily follow. You could have, I am sure, situations where 

Mr. Moss. Well, I would concede that it would not follow if the 
audit of the association demonstrated that with or without the items 
in dispute, it still had an insufficient reserve or earnings to pay a 
dividend rate of 414 percent, but only under that condition could 
I possibly recognize that it would not be a matter of first resolving 
before arriving at this final 

Mr. Hatnanan. Well, that, of course, would be one factor, but I 
think there are areas even with respect to matters which are being 
litigated that the procedures used in the interim might well follow 
certain standards and recognized procedures rather than some other 
procedures. 

Mr. Moss. Do we have standard, recognized procedures for han- 
dling matters on the books of a savings and loan association where 
those matters are in litigation ? 

Mr. Hatnanan. I think Mr. Walters might be able 

Mr. Moss. Don’t you know ? 

Mr. Hattanan. I understand there are, yes. 











Mr. Moss. Mr. Walters, will you tell us what the standard and 
recognized procedures are for setting up the books of an association 
where there are substantive matters in litigation ? 
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Do they reflect the position of the association as to those matters j in 
litigation or do they reflect the conclusions of the Board as to thog 
matters in litigation ? 

Mr. Watters. It seems that treatment of any of the items in litiga. 
tion would be prejudged one way or another, I presume. The asso. 
ciation, in making certain entries, prejudged the litigation the way it 
saw it. Our examiners in adjusting those entries would obviously 
then be prejudging on the other side. I do not believe that you can 
walk off and leave it without any entries when there are certain items 
that are in question. 

Mr. Moss. Well, then there are no standard and recognized proce. 
dures for h: andling these items in litigation. 

Mr. Watters. I would say it would have to be treated on a ease 
basis depending on the nature of the htigation. 

Mr. Moss. And that would support the statement that I made that 
there would have to be on your part a determination either that the 
position of the Board was the correct one or the position of the asso- 
ciation. Apparently on this chart you have predetermined that the 
position of the Board was the correct one. There would have to be 
a conceding to you of the correctness of your position by the officers 
of the association if they were to so keep their books as to reflect your 
views. 

Mr. Hatranan. No; what I was, I think, trying to say, Mr. Chair. 
man, was that there might be—and Mr. Walters can correct me if I 
am in error on this point—that there might well be a third situation 
where the matters in controversy were footnoted. 

Mr. Moss. Well, we have here a situation, not hypothetical, a sit- 
uation. That is what we are discussing. Mr. Walters just stated 
that there is not a fixed means of accounting under these conditions, 
the at it would of necessity have to reflect one or the other viewpoint 
as to the correctness of one or the other position in litigation. 

‘That is what I concluded as being a more or less re asonable ap- 
proach to it. Now hypothetically there might be a case of splitting 
it down the middle, conceding half and insisting on half. That 
might be a way that it could be done, but it would appear in this 
instance that the association maintained its records in a manner con- 
forming to its views as expressed in litigation and that the Board 
audited in a manner reflecting the position of the Board in litigation, 
so we are not dealing here with an area of clear fact. 

Now that would appear to be the correct situation at the moment, 
wouldn’t it? 

Mr. Hatianan. With Mr. Walters’ comments—— 

Mr. Moss. Mr. Hallahan, I will point out again to you, as I did 
with Mr. Robertson, while I am appreciative of the viewpoint of the 
staff, nevertheless, we are examining on a document which was 
adopted as the official view of the Board. Having been the official 

view of the Board, I would assume normally that each Board mem- 
ber that participated in that adoption would be fully informed. 

Mr. Harranan. I think that we were fully informed. 

Mr. Moss. Perhaps you were. Maybe your memory has slipped on 
it, but your response would not indicate that. Are there other ques- 
tions on item 4% 
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Mr. Lanican. Mr. Hallahan, how are the liabilities of the share- 
holders shown on the books of a savings and loan association / 

Mr. Hattanan. Do you mean the share accounts? I am sure that 
is what you are referring to. 

Mr. Lanican. Yes. 

Mr. Hantanan. They are shown asa liability. 

Mr. Lanican. They are shown as a liability. 

Now in the statement submitted by Mr. Gregory made by his certi- 
fied public accountant, he shows an item, “Surplus in excess of legal 
reserves’ on December 31, 1957, of $10,300,000 ; June 30, 1958, $10,300,- 
000; December 31, 1958, $10,200,000; June 30, 1959, 99,900,000 5 and 
December 31, 1959, $10,076,000, after payments of dividends and in 
addition to an undivided profit account of $950,000. 

Does the Board have any regulation which prohibits payment of 
dividends from the surplus in excess of legal reserve ¢ 

Mr. Hattanan. Do you mean does the Board have any regulation 
that would prohibit the payment of dividends from undivided profits? 

Mr. Laniean. I said from the surplus in excess of legal reserves af- 
ter an undivided profit item of $950,000 is already accounted for. 

Mr. Hatnanan. Well, dividends can’t be paid out of reserves, Mr. 
Lanigan. 

Mr. Lanigan. Do you have the regulation on that subject ? 

Mr. Havnanan. Mr. Wyman could answer that more specifically 
than I. 

Mr. Lanigan. Do you mean you don’t know whether or not there 
isa regulation on payment of dividends out of these reserves which 
are surplus to the legal reserves ¢ 

Mr. Hattanan. Would you restate that last statement again / 

Mr. Lanican. Do you know whether or not the Board has any 
regulation which prohibits the payment of dividends from the sur- 
plus in excess of legal reserves . . 

Mr. Hattanan. Well, I think you have two items in your question. 
No. 1 is what do you mean by surplus? If you are speaking of an un- 
divided profits account which has been accumulated after all reserve 
accounts——— 

Mr. Moss. Don’t you have a surplus account ? 

Mr. Hauitanan. There are surplus accounts, Mr. Chairman, but in 
the savings and loan business the surplus accounts are created after 
the allocation of net income remaining after dividends are paid and 
the proper reserve allocations and then—— 

ur. Moss. The question was, Is there a regulation prohibiting the 
payment of dividends from a surplus account in excess of the legal 
requirements imposed on the association for the maintenance of the 
surplus ? 
Mr, Hautanan. Well, No. 1, we have to have a clear understanding 
of what is meant by the word “surplus.” The ordinary method of 
allocating income, of course, you pay expenses, you pay dividends out 
ofit, The balance either goes into loss reserves or after the payment 
of taxes, it can go into a—— 

Mr. Moss. Would a loss reserve be a surplus account ? 

Mr. Hattanan. I think not in the sense that I am using it here, 
Inthe broad sense it might be. 
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Mr. Moss. Well, let’s use it in a more specific and less broad senge. 
Mr. Hatiuanan. With respect to the payment of dividends, no, 
Mr. Moss. No, you do not havea regulation. 

Mr. Hatianan. No, it is not available for distribution. 

Mr. Moss. Yes, you do have a regulation. It is either yes, you do 
or not, you don’t. ‘Do you have a regulation ? i 

Mr. Hatzauan. I don’t know whether it is in the charter of the 
individual amiaaienes or a specific regulation or just a long and well. 
recognized accounting procedure. 

Mr. Moss. The staff reviewed the regulations and at this point—— 

Mr. Hattanan. Mr. Wyman can give you a specific answer on that 
point. 

Mr. Moss. Do you have a regulation ? 

Mr. Wyman. There is no regulation which prohibits the payment 
of a dividend from the undivided profits account. As a matter of 
fact, the charter expressly authorizes a Federal association to pay 
dividends or to use undivided profits for the payment of dividends, 

Mr. Moss. Mr. Lanigan. 

Mr. Lanican. Well, Mr. Hallahan. 

Mr. Hatianan. I want to make one point clear. I don’t think Mr, 
Lanigan’s comments were limited to—— 

Mr. Moss. Well, let’s go to other surplus accounts, not. reserves, 
surplus. Do you have regulations prohibiting the payment of divi- 
dends from a surplus account ? 

Mr. Wyman. No; not asthe surplus account is defined in the regula- 
tion. 

Mr. Houtrtevp. I want to clarify that, Mr. Chairman. You havea 
legal reserve requirement of 5 percent, is that not true? 

Mr. Hatianan. Yes; there are charter requirements of 5 percent, 

Mr. Ho.trretp. Now ‘you have an allowable reserve which runs up 
to 12 percent, is that not true ? 

Mr. Hatianan. Yes; under the tax laws. 

Mr. Houirreip. Under the law. Now assuming an institution had 
12 percent in their reserves that would be 7 percent above the legal 
reserve required under the statute, could they pay in the event “of 
not making enough to pay 414 percent, could they pay from that area 
between 5 percent and 12 percent? Could they pay moneys out of 
that as interest on deposits ? 

Mr. Hatxanan. Not if it is in the reserve accounts. 

Mr. Hortrrerp. Not if it has been set aside. So the answer is 
if they had 8 or 9 percent in the legal reserve, they could not pay 
dividends. 

All right, now if there is a loss reserve set aside, another item on 
your accounting, a loss reserve set up to take care of losses, could 
they pay a that? Let us assume that they had obligated them- 
selves for 414 percent interest on deposits at the beginning of the 
year and ne are advertising, they carried the rate on the outside 
promising depositors that they would pay this. At the end of the 
year they come to the point where they have only made 4 percent. 

Now in order to make their word good and to preserve the integrity 
of the institution with its depositor. s, could they reach into an item 

called loss reserves and secure such moneys as might be needed to 
make up the difference between their earnings and the promised rate! 
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Mr. Hatianan. No, sir. 

Mr. Howtrtetp. Is that right. Mr. Wyman? 

Mr. Wrman. Yes, sir; that is right. 

Mr. Moss. Do you have a specific regulation on that? 

Mr. Houirrevp. Do you have a regulation on that ¢ 

Mr. Hatxianan. I will refer that to Mr. Wyman if I may. 

Mr. Wyman. Well, the charter itself provides that the association 


shall as of June 30 and December 31 of each year credit a certain 


percentage of that income for the period to reserves and it may pro- 
vide for an undivided profits account. The charter proceeds then 
to say that any losses may be charged against the reserves. It 
proce eeds further-—— 

Mr. Hotirretp. Now, what losses are those? Are those the losses 
on the regular operation of business? 

Mr. Wyman. Capital losses. 

Mr. Houirrerp. All right. 

Mr. Wyman. The charter then proceeds further to authorize the 
use of undivided profits for the payment of dividends and by the 
letter of the charter, itself, a differentiation is made between the 
accounts. 

Mr. Horitrtetp. Now, you have said that dividends can be paid 
from an undivided profits account. Was there an undivided profits 
account for this last year. Undivided profits account No. 2810. It 
ranges from— well, it apparently is a firm figure—on this account it 
shows from December 31, 1957, June 30, 195 8, December 31, 1958, 
June 30, 1959, December 31, 1959, a recurring item of $950,000 as 
undivided profits. 

Now, if that item did exist and it was set aside, dividends could 
have been paid from that, is that right, Mr. Hallahan? 

Mr. Hatitanan. Yes, if there is a true undivided profits account, 
it is available for the payment of dividends. 

Mr. Hotirretp. Now, are there any other accounts that dividends 
could be drawn from other than earnings? 

Mr. Hattanan. No, only earnings “and undivided profits, Mr. 
Holifield. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuauser. Would a regulation of the Federal Home Loan 
Bank Board unduly penalize an association if it required that in an- 
nouncing a proposed dividend it used the word, “anticipate” or “if 
earned.” 

In other words, as I understand it, in several States, State-chartered 
institutions operate and can announce or do announce—whether they 
can or not, I don’t know legally—but they do announce a dividend in 
advance of the declaration date. 

Mr. Harnanan. Yes, that is right. I think most institutions all 
over advertise an anticipated dividend rate, Mr. Wallhauser. 

Mr. WatiHauser. And do you believe that a regulation or an agree- 
ment with the several States could have a beneficial effect if you could 
use the words, either one of the two terms that I mentioned ? 

Mr. Hatnanan. I think that most of them do use those two terms. 

Mr. Wattuavuser. Most what ? 
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Mr. Hatianan. Most of the associations, whether they are Federal] 
or State, I think use the expression, “anticipated” or “current” in their 
advertising program which basically means 

Mr. WatiHaAvser. Do the associations in California ? 

Mr. Houirretp. Mr. Wallhauser, will you yield to me ? 

Mr. Watrinauser. Yes. 

Mr. Hotirtetp. I point out the gentleman is not answering your 
question. He evaded your question. : 

Mr. Hatianan. I wanted to refer to the practice currently. 

Mr. Houtrretp. You said they could but you didn’t answer the 
question. 

Would the reporter read Mr. Wallhauser’s original question ? 

(The question was read by the reporter. ) 

Mr. Hovirietp. Why don’t you be responsive to the gentleman’s 
question ¢ 

Mr. Hatianan. I wanted to lay the background that as a matter 
of course now most of the institutions in their advertising programs 
advertise their dividend rate as an anticipated or current dividend 
rate carrying the connotation 

Mr. Hourtrrevp. All right, now that you have laid the background, 
answer the question. 

Mr. Moss. You made a statement there that really doesn’t mean 
anything. To anticipate a rate and so advertise it as an anticipated 
rate qualifies very clearly the rate, itself. It may or may not be paid. 
But when you say a 414-percent current rate, there is no question of 
payment. 

Current rate will be paid on that basis and the person who has the 
deposit is interested in the current rate. Now, he might be hesitant 
over an anticipated rate. The two are not the same. 

Mr. Watisavuser. May I reclaim the floor at this point. 

Mr. Moss. Certainly. 

Mr. Watiuavser. When you use the term current rate, you mean 
that is the rate that we paid as of January 1. 

Mr. Hatranan. That is the last rate paid. 

Mr. Moss. That is prior rate. 

Mr. Watiuauser. Prior rate is what you really meant. 

Mr. Hatnanan. That is right. 

Mr. Watximavser. Well, I think your answer before, and I don’t 
want to put words in your mouth, correct me if I am wrong, was to 
the effect that you do believe that some kind of agreement or regu- 
lation would have beneficial effect. 

Mr. Houirtetp. No, he hasn’t answered that. 

Mr. Watiuauser. Didn't you say that earlier / 

Mr. Hatianan. No, what I was saying was that is the manner in 
which most of these rates are advertised currently. I think if you 
had a regulation to that effect, you would have one which adopted 
the current practices in most part. 

Mr. Moss. Well, would you tell me how you conclude that most 
of them use this method when I see building and loan associations or 
savings and loan associations with a big 414 percent in the middle of 
a neon sign. Now, it doesn’t say anything else or when I look on 
the window and see 414 percent, savings earn 414 percent. Where 
is the qualification that dete me to the possibility that I might not 
get the 414 percent ? 
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Mr. HaLianan. Well, as I said, Mr. Chairman, in most of the 
advertising it is qué alified on the basis that you have just mentioned. 
With respect to a billboard, the advertising 

Mr. Moss. Mr. Hallahan, what is most of the advertising ? 

Mr. Hatianan. I think most of the advertising is the newspaper 
advertising and 

Mr. Moss. Well, I read a lot of California newspapers and it may 
be that I was not alert to this possibility, but I can’t recall a single 
instance where I have seen such qualification in advertising by in- 
stitutions of this type and I have been reading those papers for many, 
many, many years, and I have listened to the spot announcements 
on radio and on television and I just don’t recall that that has been 
characteristic of the advertisements brought to my attention. 

Mr. Hatianan. I can stand corrected on this, but I believe State- 
chartered institutions do have the authority to declare their dividends 
in advance, do they not? 

Mr. Wyman. Well, some States do. Some States specifically 
provide for it by statute, such as California. 

Mr. Hatnanan. California being one. 

Mr. Moss. Well, I am familiar with the fact that some of the insti- 
tutions in my home city are federally chartered and some of them 
are State chartered, but I haven’t been able to differentiate between 
the advertising of one and the other. 

Mr. Hatianan. Well, this, Mr. Chairman, is the general practice. 

Mr. Moss. Well, I will have the Library of Congress produce for 
me about 50 ads at random and we will find out the general practice 
in California, but I haven’t so observed it. 

Mr. Howirretp. Mr. Chairman, the gentleman from New Jersey, 
Mr. Wallhauser’s question was never answered by Mr. Hallahan. I 
am sorry Mr. Wallhauser left the room for a moment, but I think the 
record should show an answer, either yes or no or at least the gentle- 
man’s opinion. He asked Mr. Hallahan if he thought it would be 
beneficial to have a regulation on this particular matter which would 
require the use of the word “anticipated” or “if earned.” Do you 
think such a regulation would be beneficial ? 

Mr. Hattanan. Well, as I said 

Mr. Houirievp. Yes, I know you said most of them did it, but I 
want to know what you think about it. 

Mr. Hatxanan. I think it would be a codification merely in great 
part of the existing practices. 

Mr. Houirrevo. All right, do you think it would be generally bene- 
ficial to have this type ‘of regulation? Mr. Wallhauser, I am still 
pursuing } your question, try ing to get an answer to it which was never 
given. It is a simple question. You either believe that it would or 
it wouldn’t. Is your answer “Yes”? 

Mr. Hatxanan. I would think generally it would lean in that di- 
rection, Mr. Holifield. 

Mr. Horirretp. All right, now, is there a regulation of the Board 
requiring that ? 

Mr. Hattanan. I don’t believe there is a specific regulation. 

Mr. Houirrerp. Well, that is what I am talking about, a specific 
rule or regulation. 
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Mr. Wyman. The insurance regulations provide that an associa- 
tion may not make any representation by advertising or otherwise 
which misrepresents its conditions, its contracts, or its services, 

It may not issue a demand or a guaranteed rate security or repre. 
sent that there are guarantees. 

Mr. Houirmxp. Well, that is another proposition. That is a guar. 
anteed security. 

Mr. Wyman. The point is that the association is aware of that and 
getting back to Mr. Hallahan’s comment, the vast majority of them 
do qualify. 

Mr. Hovirretp. I understand that. I understand that you gay 
the vast majority does. I heard Mr. Hallahan’s testimony and ] 
asked him if there is a regulation requiring those words that Mr. 
Wallhauser mentioned to be placed on their advertising in news. 
papers, TV, radio, windows, and so forth. 

That is the question, and you have said that there is no specific 
regulation, is that correct ? 

Mr. Hatitanan. That is correct ? 

Mr. Hortrrevp. All right, do you have knowledge of the advertis. 
ing of the institutions in southern California, within a 50-mile radius 
of the Long Beach Federal association ? 

Mr. Hauianan. Yes,a general knowledge; yes, sir. 

Mr. Houirietp. Can you state to this committee whether most of 
the institutions in that area use the words “anticipated” or “if earned”? 

Mr. Harianan. I couldn’t answer that question right now, Mr. 
Holifield. I would have to check on that. 

Mr. Ho.irretp. You would have to check, but you don’t know? 

Mr. Hatianan. No; I couldn’t answer that specifically. 

Mr. Ho.irtrevp. So if it is true that there are institutions in southern 
California, many institutions which advertise a 414-percent rate with- 
out qualification, this would indicate a local situation and an estab- 
lished fact, would it not ? 

Mr. Hatzanan. Yes; if they do, it is an established fact, there is 
no question about that. 

Mr. Houtrrevp. And if the term “current earnings” is used under 
the 414 percent or in conjunction with the 414-percent pledge to their 
customers, this would indicate that they intend to pay 414 percent, 
would it not ? 

Mr. Hatianan. No; I think the word “current” as I said before, Mr. 
Holifield, expresses generally the last dividend rate paid. I might 
say it might be so expressed to lead the general public to believe that 
this was 

Mr. Houtrretp. Then in each instance that they used that, after they 
raised the rate, this would not apply. 

Mr. Moss. Mr. Holifield, would you yield at that point ? 

j Mr. Houirietp. Well, just a minute, let me get this one question. 
They have continuously raised the rate in California. Now, if they 
put current rate 414 percent and that represented a raise of a half 
percent from 4 percent, it is obvious they would be advertising in a 
fraudulent manner if it referred to the last payment, is that not true! 

Mr. Hatuanan. Well, you have two situations. The current rate 
would naturally reflect the—would generally reflect the last rate paid. 

Mr. Howirtetp. But it doesn’t, Mr. Hallahan. There have been 
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many raises in interest rates in southern California and when the rate 
js put on the board at 414 percent in institution after institution, it 
represents a raise from 414 percent or from 4 percent, even, to 4144 
on their last dividend payment date. 

Mr. Hatnanan. I was getting around to that. Where you have an 
increase in the rate of the kind which you mentioned, it would gen- 
erally speaking, outside of the State chartered institutions, I think 
reflect the anticipated rate of the institution. 

Mr. Howirretp. Why certainly it would. So when it says “current 
rate 414 percent,” it does not refer to the prior rate. 

Mr. Hatnanan. No, generally that does refer to the prior rate. I 
say when you have a change in the rate, the anticipated rate 

Mr. Hotrrretp. But generally you do have changes in rates. There 
has been a continuous history going up from 3 percent to 314, 334, 
4, 414, 414. So in all of those instances where advertising was done 
by an institution, it did not refer to the prior rate, it referred to a 
current anticipated rate, a current earnings, and it was in effect a 
pledge to the public that they would pay that amount. 

You must say yes to that question. It is a matter of fact. 

Mr. Stoane. I think you will have to state your hypothesis again, 
sir. 

Mr. Moss. Mr. Hallahan is answering the question. Don’t you 
start repeating here what we had a couple of weeks ago. 

Mr. Houirtevp. I state as a matter of fact and personal knowledge 
that in California the rate over the past few years has advanced from 
3 to 414 percent, in some instances at a quarter of a percent and in 
some instances at a half percent, and all of the institutions have fol- 
lowed this practice with very rare exceptions. They had to follow it 
because it was a competitive rate and so when 414 percent is put on 
the board and people come in and put their money in the bank, they 
expect 414 percent, whether there is a qualification or not, and in most 
instances in southern California, there are not qualifications. It is 
in effect a public pledge to pay 414 percent. 

If the institution doesn’t earn it and they have undivided profits, it 
has been testified that they can pull from undivided profits and make 
up the lack in earnings. It is very difficult to get responsive answers. 
These are matters of fact. They are not matters of theory. 

Mr. Hattanan. I think I have given you a responsive answer, Mr. 
Holifield. When you have changes in rates and they are upward as 
you mentioned, they are advertised to the public as expectations of pay 
at the close of the particular dividend period. 

Mr. Houirretp. That is right. 

Mr. Moss. Well, now that is an assumption. Do you have a regula- 
tion requiring these institutions to indicate clearly to the public that 
an advertised rate is one anticipatory only and not a guarantee of 
earnings on the money on deposit ? 

Mr. Hattanan. Well, as Mr. Wyman pointed out, the charter, I 
believe, as well as the- 

Mr. Moss. No, that isn’t what I asked you. I said to the public. 
The public doesn’t read the charter. It reads the ads. It reads the 
signs on the windows. It reads the neon signs. It does not read the 
charter. It doesnt read the fine print and if this is only an antici- 
patory rate, if this is only a potential and not a fact, then shouldn’t 




















680 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


you, if your purpose is to regulate in the public interest, by regula. 
tion make it abundantly clear that the advertised rate may not. nec. 
essarily be the rate of return on their savings? It is misleading to 
advertise 414 percent if that is only a target. 

Mr. HatuaHan. Would you just repeat that last statement? 

Mr. Moss. I say it is misleading to advertise 414 percent if it isa 
target and not a guarantee. 

Mr. Hatnanan. W ell, it can’t be a guarantee for the mutual ingt- 
tutions, Mr. Chairman. 

Mr. Moss. You don’t have to explain that to me, Mr. Hallahan, 
My question went to the need of the Board having a policy which 
would make it very clear to each and every shareholder havi ing funds 
on deposit in each and every one of these institutions. 

I would wager that if you went out and interviewed at random 100 
shareholders from each of these institutions, they would tell you that 
they got a certain rate on the basis of the present advertising. And 
when they placed yo dollars there they expected this rate. 

Mr. Hatianan. I don’t think there is any question about that, Mr, 
Chairman. 

Mr. Moss. Then shouldn’t you act to make it clear to them that they 
might not get it ? 

Mr. Hatnawan. Well, I think in this whole area you have the ques- 
tion of performance and the ability of the institution to perform. 
Certainly even in the cases where you have i increases in rate, if the 
basic earnings posture of the institution is such that the board of 
directors can come to the conclusion that they can pay a particular 

rate at the end of the dividend period, it diien’t necessarily follow 
that that is a fraud on the general public if they do pursue that course, 

Mr. Moss. And if they can’t pay it. 

Mr. Hatuanan. And if they can’t pay it, that is a horse of a differ- 
ent color. 

Mr. Moss. Well, you and I disagree on that. I think when the 
average depositor reads a sign that says, “We pay 4% percent,” and 
he takes his thousand dollars in and gives it to the teller and gets a 
—— for it, he has done it on the assumption that he would earn 
414 percent on his thousand dollars, and if he only earns 4 percent on 
it after having placed it there, then I think there has been a fraud on 
the public, and we act to prevent fraudulent or misleading advertis- 
ing in all business through the Federal Trade Commission. 

Can you say that it is not a fraud? That, of course, is your honest 
opinion. But in my sag, otc onagge geri acagmentons 

Mr. Hatianan. Mr. Chairman, I didn’t want you to misconstrue 
my remarks. I said 

‘Mr. Moss. If you would give me direct answers instead of hedging 
all around the place here, instead of explaining to me what Mr. Wy- 
man said or somebody else said, and I assure you I understood com- 
pletely what they said, then we could have more complete answers. 

Mr. Harranan. I think on this point I answered your question 
quite specifically. I said if the earnings position of the institution 
was such that in the considered judgment of the board of diree- 
tors 

Mr. Moss. Mr. Hallahan, I did not ask about the judgment of the 
board. I asked about the reaction of the public. Now, the public, 
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the average small depositor in one of these institutions has no idea 
what is in the minds of the board. He has a very, very sketchy idea, 
if any, of the stability of the institution. He reads a sign on the 
window and it says, “deposits insured up to $10,000” and he never 
expects to have $10,000 deposited in that institution, so he doesn’t feel 
at all concerned about that, but he does see the 414 percent and he is 
concerned about that because that is appreciation on his capital, that 
is his gain, his earnings and it should be firm, or if not firm, he should 
be fully acquainted with the fact that it is not firm. This doesn’t 
require probing into the minds of the directors. It is a matter of 
judgment of those given the power to regulate. Either the policy 
which permits in effect a fraudulent presentation is sound or it is not 
sound. 

Mr. Hatnanan. I didn’t want to leave my remarks, Mr. Chairman, 
so that they could be construed that we were approving a fraudulent 
practice because we are as much concerned about that and probably 
more so than—that is one of our, as I understand it, prime—— 

Mr. Moss. You have the power to make rules and regulations? 

Mr. Hatianan. One of the prime reasons for the Board’s being. 

Mr. Moss. Have you set any rulemaking which would make a rule 
or regulation which would require any clear promulgation to the pub- 
lic of the facts surrounding the ability to such institutions to guar- 
anteesuch areturn’ You haven't, of course? 

Mr. HattaAnan. We haven't. 

Mr. Moss. And if you are as concerned as I am at this point, I feel 
that perhaps we should recommend that legislation be enacted direct- 
ing that you take such steps so that there would be no possibility of 
public misunderstanding. ' 

Now, that is my opinion as a legislator and you acting under our 

delegated authority in a quasi-legislative role on occasion, I am 
amazed that having the intimate knowledge of this over a period of 
years, that you haven’t acted. 
' Mr. Cretcoron. Mr. Chairman, may I make a statement? The 
matter arose long before I was with the Federal Home Loan Bank 
Board and it has been a practice for a long period of time and it was 
taken up with the Insurance Corporation under their regulation, and 
they took the position that to use the word “current rate” should be 
construed as being the last rate paid and they permitted them to use 
current rate or anticipated rate. 

Now, I think lately we have been trying when matters come to our 
attention, we suggest that they put anticipated rate. 

Mr. Moss. Do you know any other place where we have used the 
word “current” to mean prior ? 

Mr. Creigutron. I am not arguing the definition with you. 

Mr. Moss. No, but is current usually understood to mean contem- 
poraneous, in the immediate, the present situation, or do we usually 
construe it to mean something which has occurred ? 

Mr. Creiguron. Well, it was in this instance used to mean some- 
thing which has occurred. 

Mr. Moss. Do you suppose we could find a dictionary that would 
agree with that definition ? 

Mr. Cretcuton. I haven’t searched it yet. I am not sure whether 
we could. 
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Mr. Moss. You have had certain familiarity with words over the 
years. Can you think of a case where current is interpreted as a prior 
action ? 

Mr. Cretentron. I was merely trying to explain to you what had 
been the practice and I do not believe that the Board has ever per- 
mitted them to advertise a rate where they say the rate is so-and-so 
unless they mean anticipated or current in the advertisement. 

Mr. Moss. If I read a rate was 414 percent, I would feel convinced 
you were going to get 414 percent currently. If I put in $1,000 to. 
day, 414 percent was the return. 

Mr. Creicuron. I understand that the chairman feels that way 
about it ; it may be that some of the public does. 

Mr. Moss. Mr. Creighton, how would you feel about it? 

Mr. Creicuton. I work for the Federal Home Loan Bank Board, 

Mr. Moss. Do you mean that puts you in a state of confusion where 
you have no opinion ? 

Mr. Cretcutron. I might have some opinion. I think it is some. 
thing that has meaning. It could mean two different things. 

Mr. Moss. I want the record to be straight now that current has 
now become defined properly as prior. 

Mr. Houtrrerp. And I would like the record also to show that this 
cloudy and ambiguous definition of the word “current” is a matter 
of knowledge to the Board and that there has been no regulation is- 
sued to correct this situation, and I would like also for Mr. Hallahan 
to know, if he does not know, that if I put an ad in the paper and I 
advertise Mallory hats for $15 and put a period after the dollar and 
make it $1.50, I have to deliver in California Mallory hats for $1.50, 
if the newspaper makes a mistake in putting the decimal point. 

It is an advertised price and it is a fraud and I can collect and have 
collected from newspapers who have made inadvertent mistakes in 
advertising prices, to the extent of my loss. 

Mr. Moss. And get an immediate retraction in the next edition. 

Mr. Hortrrecp. And get an immediate retraction in the next edition 
of the paper, so I want Mr. Hallahan to know that. 

Mr. Moss. We believe what our advertisements say 

Mr. Horirretp. There is a current statute against fraud in Cali- 
fornia, of advertising an automobile for $500, for instance, and when 
you go in and it is $1,500. You have to advertise the automobile and 
you have to advertise the serial number of its motor and you have 
to advertise in some instances its license plate and its price so that 
there can be no fraud practiced upon the people because frauds have 
been practiced upon the people by the use of fraudulent advertising, 
so when an institution in California advertises 414 percent, I assure 
you there would have been all kinds of trouble if they didn’t pay 
41/, percent. 

Mr. Hatianan. Well, Mr. Chairman, on that point I am not fa- 
miliar with the California statute, although I am sure that there are 
a number of statutes not only there but in other areas dealing with 
the point that you have just made. 

If you are dealing with an entity that has certain charter limita- 
tions, I don’t know whether that necessarily—whether your point 
necessarily follows. 
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Mr. Houirimxp. All right, then it becomes the Board’s responsibility 
to enforce those charter obligations on the members. That is what 
you are set up for, to regulate according to your charters and your 
statutes and not discuss a matter like this in a vague and nebulous 
world for year upon year and have ideas, personal ideas, but never 
put them into practice through the implementation of abe and regu- 
lations. 

This is Just another instance of the sloppy activity of this Board 
in handling the savings of $39 billion throughout the country and 
leaving it to informal arrangements and whims and fantasies in the 
place of laying it on the line so the associations, themselves, know 
what they are to deal with. 

Mr. Hatianan. I think the associations know what they are to 
deal with in this area, Mr. Holifield. 

Mr. Moss. We will go to item 5 or (e) of the charges: 

Said association has taken into income and has used for the purpose of paying 
expenses and dividends large amounts of proceeds of loans made for and neces- 
sary to finance to completion the construction of houses which were specified 
security for the loans, the construction of many of which houses has been sus- 
pended or abandoned ; and has refinanced and increased loans to seriously de- 
linquent borrowers for the same purpose. 

What is a seriously delinquent borrower ? 

Mr. Hatiuanan. Generally, Mr. Chairman, a seriously delinquent 
borrower is one who—this is generally an area in which you determine 
on specific performance. 

Mr. Moss. Well, now, some 21 years ago I was a credit manager. 
[have a fairly good idea of what delinquency is and what ser iously 
delinquent becomes, and is delinquency a matter of time or amount or 
what ? 

Mr. Hatitanan. It could be a matter of time and amount. 

Mr. Moss. This is seriously delinquent borrower; how do you deter- 
mine what are the criteria? Is ita matter of regulation ? 

Mr. Hatnauan. As I said, the question of determining whether a 
borrower was seriously delinquent or not would include both the time 
involved and the amount of money involved. 

Mr. Moss. Well, now on many trust deeds we have a little clause 
in there that authorizes trustees to move against a borrower for pur- 
poses of closing out delinquenc y, and isa borrower delinquent at the 
end of 30 days, 60 days, 90 days, 120 days, 180, or when is he delin- 
quent ? 

Mr. Hattanan. Well, technically I am sure that he would be delin- 
quent when he missed his first payment. 

Mr. Moss. Yes, technically he is delinquent upon the missing of 
his first payment, but having had some experience in business with 
people who make payments, there are m: iny who follow a pattern of 
chronic delinquency. They are due on the first and their check ar- 
rives the 15th. Yes, they are delinquent 15 days. Are they seriously 
delinquent and at what point op they seriously delinquent ? 

Mr. Hatnanan. Well, as I say, ‘that would be a technical delin- 
quency. We classify slow loan as those—I am talking about a slow 
loan—as those where there are 2 payments missed out of 12 during the 
2-month period. In this area ‘T think you have to take into ¢ onsider- 
ation the operations of the lender. The lender has certain obligations 
toperform and 
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Mr. Moss. Specific obligations? 

Mr. Hattanan. Yes; he is lending his money out for a certajy 
charge in order that he may in return, pay certain dividends or inter. 
est to his share account holder, so the matter of the delinquencies of 
his borrowers directly affects his ability to perform for his share. 
holders. 

Mr. Moss. Well, of course, that is obvious, but it still doesn’t get to 
the question of serious delinquency. One borrower might be presumed 
to be seriously delinquent at the end of missing one payment. There 
might be certain factors there where you would just figure that any 
delinquency was serious. 

Another one, you might be able to carry him for an extended period 
and not regard it as a serious delinquency. You have to look to the 
collateral, you have to look to the stability of the borrower, the char. 
acter of the borrower, his past record with the institution, his past 
record with other lending agencies. These are the intangibles which 
you must apply in arriving at a judgment as to whether or not there 
is a serious delinquency, don’t you ? 

Mr. Hatianan. Those are all factors, Mr. Chairman, which have 
to be considered. I think the paramount consideration has to be its 
effect on the condition of the institution, itself, that is what I am 
saying. 

Mr. Moss. Oh, certainly, and in arriving at the paramount effect, its 
impact on the institutions, if you have one volume borrower who has 
a very good record and arrives at a temporary condition where there 
is a delinquency situation, you also have to have an understanding of 
his problems so that in moving too quickly against him, you do not 
alienate him from the institution, because in the long run he represents 
an asset to the institution. Part of the intangibles of assets are the 
people with whom you do business and their relations with the insti- 
tution. 

These become matters, don’t they, in preserving the institution? 

Mr. Hatianan. They are matters that 

Mr. Moss. Have you ever applied any of these factors? Have you 
ever been in a position where you have had to apply any of these 
factors? 

Mr. Hatianan. Not specifically, Mr. Chairman. You used the 
words “asset of the intitution.” I think that performance is, as I say, 
current performance in relation to the condition of the institution, is 
the area in which these matters generally have to be weighed. 

I think they would have to be weighed that way with respect to any 
credit operation. 

Mr. Moss. Were these seriously delinquent borrowers delinquent 
90 days? 

Mr. Hatianan. The answer would be “Yes.” 

Mr. Moss. The answer would be “Yes.” Then we have established 
that these seriously delinquent borrowers were delinquent 90 days. 
Were they delinquent on both principal and interest or on one or the 
other ? 

Mr. Hatnanan. I believe that it encompasses both, Mr. Chairman. 

Mr. Moss. Was there any prepayment on the part of these seriously 
delinquent borrowers beyond the normal requirements of the amortiza- 
tion of the loan ? 
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Mr. Hatxanan. Mr. Chairman, here again we are getting into 
Mr. Moss. I know, it is difficult to answer and you have just answered 
part, of the question and your attorney and you know what your 


privilege is or what you think it is, I should say, because I don’t recog- 


nize it again, but I ‘would submit that you have answered at least 50 
or 60 percent of this question. 

Now, do you want to fall back on a fifth amendment again ? 

Mr. HAuiAnan. I have never fallen back on the fifth amendment, 
Mr. Chairman, but I think this gets into the area of privilege that 
we have asserted. I know different connotations are placed on it. 

Mr. Moss. The question that there are such borrowers, that they 
are delinquent more than 90 days, they are delinquent on both interest 
and prince ipal, this is your testimony, not mine, is not encompassed 
within this pec cuhiarly elastic type of privilege being claimed by you, 
but the question as to whether or not there was prepayment on princi- 
pal suddenly takes to it this mantle that you have devised. 

You are not ver y consistent, Mr. Hallahan. 

Mr. Haunanan. Mie ivbe I should have said the same thing with re- 
spect to your previous questions. 

Mr. Moss. You are not very consistent. 

Mr. Hatnanan. Mr. Chairman, the inconsistency wasn’t related to 
the particular question. 

Mr. Moss. In fact, as a lawyer, Mr. Hallahan, you don’t even believe 
your own claim of privilege at this point. 

" Mr. Hattawnan. I can’t subscribe to that, Mr. Chairman. 

Mr. Moss. You would have to do some real gymnastics to find even 
the remotest prec ‘edent to cover this divided privilege that you have 
now claimed. ‘The answer is obviously that you don’t really know. 

Mr. Hatnanan. No; I don’t believe that is the answer, Mr. Chair- 
man. 

Mr. Moss. Well, I can assume because you have answered on all 
other points that you must not know this or you would answer as 
readily on it. 

Mr. Hatnanan. Well, that is an assumption of the chairman. 

Mr. Moss. I know it, and I am going to let the record support my 
assumption. I think it will. What is the meaning of paying expenses 
and dividends from large amounts of the proceeds of loans made for, 
and necessary to finance to completion, the construction of houses 
which were specified security for loans. Is this a case where the 
institution loaned itself money ? 

Mr. HattanAn. Institutions don’t loan themselves money. 

Mr. Moss. How do they get the proceeds from loans made for spe- 
cifie purposes? Do they receive deeds of trust on the properties which 
they advance money for ? 

Mr. Haunanan. That is the general practice ; yes, sir. 

Mr. Moss. How do they get the money then, themselves? 

Mr. Hatnanan. How do they get the money ? 

Mr. Moss. Yes. 

Mr, Hantanan. They get the money from the general public or the 
repayment of previous loans that they have made. 


Mr. Moss. You said the proceeds of loans. Who gets the proceeds 
ofa loan, the borrower or the lender? 
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Mr. Hatianan. The borrower should get the proceeds of the lo 
generally. 

_ Mr. Moss. In this case these people got the proceeds of the loans: 
is that right. They loaned it to themselves; isn’t that what yOu say 
there? ‘They got the proceeds of loans made for 1 

Mr. Hatianan. That is what the charge says. 

Mr. Moss. ‘They took the loan themselves; is that correct ? 

Mr. Hatianan, Well, all I can say is, Mr. Chairman, on that, js 
I think that the charge speaks for itself. : 

Mr. Moss. Well, it is a confusing charge, very confusing. What js 
the abandonment of construction? How is that ascertained ? 

Mr. Hauianan. I think in the residential building field generally 
speaking, that building and loan agreements ordinarily provide that 
if the construction on the houses is suspended for a specific number 
of days, they provide that constitutes default on the part of the bor. 
rower. 

Mr. Moss. Is a default an abandonment? 

Mr. Hatianan. It could be, Mr. Chairman. 

Mr. Moss. Is it an abandonment? 

Mr. Hatitanan. It would depend upon the circumstances involved, 

Mr. Moss. Is that the criteria of determining an abandonment? 

Mr. Hatianan. It could very well be the criterion. 

Mr. Moss. I didn’t ask you if it could well be. I said, Is it the eri- 
terion for determining abandonment ? 

Mr. Hatianan. The length of time for which construction is sus. 
pended could very well be the determination of abandonment. 

Mr. Moss. Is it? 

Mr. Hautianan. In most cases, I think it would be. 

Mr. Moss. Do you havea regulation or a rule on this? 

Mr. Hatianan. No, sir. 

Mr. Moss. Well, then for my better understanding, how many days 
do you suspend construction to arrive at abandonment ? 

Mr. Hatianan. Well, it would have to depend upon a particular 
case, Mr. Chairman. I don’t think it could be considered in the ab- 
stract. 

Mr. Moss. If you have an abandonment in a large development, 
does the entire development have to be suspended to be abandonment 
or may one house in an area be suspended and constitute abandon- 
ment? I need to know this. 

I might want to put a recommendation in this report proposing leg- 
islation to spell out abandonment. Whatever you can do by regula- 
tion or supervisory letter, we can do by legislation. 

Mr. Hatianan. Technically that could be true. I don’t think as 
a practical matter that would be the way to view it. 

Mr. Moss. Are you to pass judgment on what is practical for the 
Congress or is the Congress to do it 

Mr. Hatianan. No, I was talking about the specific case. 

Mr. Moss. I know, but I am saying that I as a legislator, am 1- 
terested because I may well want to introduce such legislation or make 
such a recommendation, or I may want to require that you make the 
regulation by law, just require that you spell out by rule and regula- 
tion what constitutes abandonment. 

Mr. Hartanan. It would have to be within the framework, Mr. 
Chairman, of general as well as specific cases. I don’t think from 
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what you are saying that you would recommend that if a particular 

house in a development was abandoned or construction was suspended 

for #@ number of days, that per se, all of the obligations under the 
instruments involved would or should thereby become due. 

Mr. Moss. In other words, you are unable to define abandonment 

is point ? 

Mee Testtastan. No, I didn’t say that it isn’t capable of definition. 
Mr. Moss. Are you capable of defining it? _ , . 
Mr. Hatnanan. With respect to the particular cases, I think it 
an be defined. 

." Moss. Well, can you define it then so that it becomes sufficiently 

flexible to cover all cases ¢ wy 2 ve 

Mr. Hatnanan. Well, this is what you have a building and loan 
agreement for, Mr. Chairman. It is to protect the lender on the one 
hand and let the borrower on the other hand, know what his rights 
are and what performances he is going to be held to, in order that 
the funds advanced will be most expeditiously used for the purposes 
intended and when you have serious impairments of performance, 
that the borrower is on notice because of its importance to the other 
arty to the agreement, namely the lender. 

Mr. Moss. And are these agreements fixed and irrevocable or are 
they subject to modification by mutual consent to take care of un- 
foreseen developments / 

Mr. Hattanan. Most agreements are subject to modification. 

Mr. Moss. And is the modifying of an agreement necessarily bad ? 

Mr. HatnanAn. It doesn’t necessarily follow that it is bad; no, sir. 
Itcould be, but it doesn’t necessarily follow. 

Mr. Moss. But at the moment there is not within the association 
or within the Board a regulation dealing with the matter of aban- 
donment ? 

Mr. Hatntanan. No, sir. 

Mr. Moss. A large part of this question goes down to management. 

Mr. HatnAHan. Yes, sir. 

Mr. Moss. And the second-guessing of management judgment. 

Mr. Hatnanan. Well, I would put it as the review of management 
judgment ; yes, sir. 

Mr. Moss. Well, you can’t review it without applying other judg- 
ment and sort of second-guessing ? 

Mr. Harnanan. What I am saying, Mr. Chairman, is I think that 
the supervision of almost all acts takes place before the supervisors 
are aware of them. That is the nature of the process and I am sure 
it will always be that way. 

Mr. Moss. When did you first become conscious of this practice? 

Mr. Hattanan. This was, I am positive, the subject of discussions 
at both the 1958 and 1959 conferences. 

Mr. Moss. It was the subject of the 1958 conference. Wasa super- 
visory letter written after that conference on this matter? 

Mr. Hattanan. I don’t believe that one was written, no, sir. 

Mr. Moss. You had the authority to issue such a letter and you had 
the authority to order this practice stopped. Did you? 

Mr. Hatnanan. Yes, the Board has that authority, Mr. Chairman. 


Ithink this again goes back into the question of the conferences held 
in both these years. 
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Mr. Moss. And in these conferences did you say, gentlemen, this 
has got to stop ? ak 

Mr. Hatianan. I think that was the purport of the Board’s ¢op. 
cern, Mr. Chairman. 

Mr. Moss. You are not prepared to say that you told them to stop? 

Mr. Hatianan. I don’t recall what the exact words were that wer 
used, but as in most cases, where you have matters of substantia] 
concern, where a great deal of time is devoted to attempting to work 
out the matters that are the subject of concern, I don’t know whether 
it is absolutely necessary that they be followed up by specific letters 
or not. 

Mr. Moss. This is a most serious charge, is it not ? 

Mr. Hatianan. Yes, sir. 

Mr. Moss. You are saying, in effect, an institution has loaned money 
to itself. It has taken the proceeds of a loan for paying its own 
expenses, and yet, having knowledge of this more than a year and q 
half ago, we have this overly tolerant attitude, one which in no respect 
resembles sound regulatory procedure. 

You let it continue on and on and on. Did you know about this 
in 1957? 

Mr. Hartnanan. No, I don’t believe so. 

Mr. Moss. Well, do you know whether you knew about it ? 

Mr. Hattanan. My answer would be “No,” Mr. Chairman. 

Mr. Moss. Well, when did you become aware of it in 1958? 

Mr. Hatianan. I was just trying to recall the specific time which 
1 can’t. I am sure that these matters, as most matters which are 
developed by supervisory agencies, come in the form of examination 
reports. 

Mr. Moss. But the whole Board knew about it in 1958 because the 
whole Board participated in these conferences ? 

Mr. Hatnanan. Mr. Chairman, I don’t want to mislead you on 
this point. The degree of the matter which the Board was concerned 
about varied during these years. I think the degree of concern 
increased rather than decreased. 

Mr. Moss. Oh, I am sure that the degree of concern increased, but 
the factual situation on this you said was discussed in 1958. 

Mr. Hatnanan. I don’t want to leave you with the impression that 
all of these matters were discussed in both 1958 and 1959. I am sure 
that the substance of some of them were discussed in 1958 and some 
of the resulting matters were discussed—I know they were discussed 
in the 1959 conference. 

Mr. Moss. The more I look at this as we go through the charges 
with you, as we went through them with Mr. Robertson, the more it 
strikes me that it would not take a great deal of revision of 13372 to 
use it as a summary of charges of dereliction against the Board, itself. 
I recognize that that is a serious thing to say, but in each instance as 
we have examined them, but one, and that was but a continuation of 
another, there is an admission that they go back over a period of time, 
that the Board had cognizance of the conditions, that the Board was 
concerned, that the Board consulted, but the Board did not issue super- 
visory letters, it did not instruct the association to stop the practices, 
it did not use the remedies at hand to correct them, but permitted them 
to continue on and on and on. 
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Mr. Hatianan. I think it was the Board’s feeling, Mr. Chairman, 
that these matters could be worked out by 

Mr. Moss. It looks to me as though we are almost trying to bring 
this baby up to the point where we could look at this and say: “You 
are a nasty little situation emerging and we are going to act most 
harshly on it.” Do we have any more questions on (e€) ¢ 

We go now to item 6 or ( f) of the charges. 





Said association has concentrated a high percentage of its lending activity in 
long-term construction loans to a small number of borrowers, wherein the asso- 
ciation is taking a disproportionate share of the risks of the speculative real 
estate ventures financed by said loans. The association has failed to make avail- 
able to the Federal Home Loan Bank Board examiners and has refused to comply 
with the requests of the Federal Home Loan Bank Board, to obtain and make 
available to the examiners, credit reports or financial statements pertaining to 
said borrowers. 

When did you become aware of this concentration of loans in long- 
term construction activity 4 

Mr. Hatwanan. I think generally, Mr. Chairman, in 1958. 

Mr. Moss. Generally in 1958. Was there any knowledge in 1957? 

Mr. Hatnanan. I can’t recall that specifically. 

Mr. Moss. Is such a concentration an unsound business policy ? 

Mr. Hatnauan. Yes, in the financial fields it can be extremely un- 
sound, Mr. Chairman. 

Mr. Moss. And then am I to understand that the Board counte- 
nanced unsound policies from 1958 until April of 1960 ? 

Mr. Hatnanan. Well, as I have said previously, Mr. Chairman, 
these matters were discussed and the discussions were for the purposes 
of —— 

Mr. Moss. Was a supervisory letter issued on this account? 

Mr. Hattanan. No, there was none issued. 

Mr. Moss. Was an order issued instructing them to change their 
ways / 

Mr. Harianan. No, there was no formal order issued, Mr. Chair- 
man. 

Mr. Moss. Then the Board countenanced this unsafe business prac- 
tice from 1958 when it first became cognizant of it until 1960, with- 
out using its full powers to prevent its continuance ? 

Mr. Hatnanan. Well, Mr. Chairman, it wasn’t countenanced; as 
Isaid it was the subject of serious discussion. 

Mr. Moss. It wasn’t stopped, was it? 

Mr. Harnanan. We had hoped that it would be but that was not 
the end result. 

Mr. Moss. You did not act to stop it with the authority you had 
available, did you ? 

Mr. Harnanan. As the chairman and the committee well know, 
there werent any formal orders issued. The Board felt that the con- 
ference procedure and technique was the more proper one to use. 

Mr. Moss. It didn’t get results. You have had conferences with 
this institution over a period of many years at least over a period of 
ll years on some of these charges which are the basis for this summary 
ution of seizure, and you have not in testimony once said that the 
conference produced a concrete result, that it brought about a change 
m policy; and yet notwithstanding this consistent record of failure, 

59258—60—pt. 1 45 
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without a single exception you continued this highly informal ap- 
proach on matters which you deemed to be matters of unsound bugi- 
ness practice. 

I said on Thursday or Wednesday I think when we last met, tha} 
you were created for the sole purpose of regulating. This is not ap 
informal procedure. It might be nice to use an informal approach a 
a preliminary step, but time and time again, year in and year out, al. 
ways stopping short of using an effective means to prevent it is a dem. 
onstration to me of exc eedingly unsound regulatory practices, exceed. 
ingly unsound. 

Mr. Hatranan. Mr. Chairman, this I am sure has been said befor. 
There have been many conferences other than the ones that I mep. 
tioned in the past which were for the purposes of settling the mat. 
ters between 

Mr. Moss. Mr. Hallahan, you could have directed the association to 
stop this practice, couldn’t you ? 

Mr. Hatnanan. What I was saying, Mr. Chairman, was that— 

Mr. Moss. I know you said you hi id lots of conferences. All you 
have been doing is shori ing up my conviction that you people have been 
highly informal in your approach to regulation. I am going now to 
the question of your authority. You did have the authority to act to 
stop these, didn’t you ? 

Mr. HAL AHAN. The authority exists for that, but Mr. Chairman, 
if I could finish my remarks- 7 

Mr. Moss. Go right ahead. 

Mr. Hatianan. I just w anted to restate that prior to the conferences 
which we have referred to, in previous years the conferences were held 
for the purposes of seeing if the whole matter couldn’t be settled, and 
IT am talking about matters before these matters arose and I think that 
in great measure the fact that those conferences had gone on and that 
there was an objective to see if all of the matters could have been 
settled, that when other matters came up that appeared to run the 
other way, that the conference method was continued to see if they 
could be worked out. 

Mr. Moss. Well, take the first charge. “Said association has failed 
since 1947.” Has this been resolved as a result of the conferences? 

Mr. Hautianan. No; it was the subject matter of previous confer- 
ences, when the matter was in the hoped-for settlement stage. 

Mr. Moss. Have you a rule or regulation requiring the supplying to 
you of credit reports or financial statements pertaining to said bor- 
rowers. 

Mr. Harianan. I don’t believe there is a specific rule on that point, 
Mr. Chairman. 

Mr. Moss. Do you require satisfaction as to the assets of a borrower, 
as to the condition of a borrower ? 

Mr. Hatianan. We expected the association to be completely sat- 
isfied with respect to the current financial condition of its borrowers. 

Mr. Moss. I expect we would expect that the association’s manage- 
ment would be satisfied. The charge does not go to the expectation of 
their satisfaction, but rather to the expects ition of the satisfaction of 
your examiners s and I am asking you what rule or regulation you have 

requiring the supply! ing of this ty pe of information. 

Mr. Hanianan. I don’t believe there is a specific rule on it. 
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Mr. Moss. And has there been a direct refusal to supply it? 

Mr. Hattanan. Well, that again, Mr. Chairman, is a matter which 
ou know 

Mr. Moss. Has any of it been supplied ? 

Mr. HALLAHAN. The c harge doesn’t say that all requests for finan- 
cial information has not been 1 forthcoming. I think that—— 

Mr. Moss. When did they refuse to comply and how was that refusal 
communicated to you ? 

Mr. Hattanan. Of course, as I say this again, Mr. Chairman, gets 
into the facts of the matter. : 

Mr. Moss. Well, it all goes to the facts of the matter. I recognize 
that you are troubled by a peculiar type of selective privilege which 
is sort of off again, on again, in character. Is it that you now want 
to assert a priv ilege ? I am not even going to argue : about it any more. 
It is so ridiculous that it doesn’t merit argument. As I told you at 
the beginning, I am going to have all of these facts when I am finished. 
[have most of them and I will have the rest of them before I wrap up 
this investig: ition. 

Do you want to claim privilege? You started off to do so. You 
might as well complete it for the record. 

Mr. Hannanan. Y es; I think so, Mr. Chairman. 

Mr. Moss. And what priv ilege are you claiming at this point ? 2 

Mr. Haunanan. This is a factual matter, Mr. Chairman, that will 
bethe subject of determination. 

Mr. Moss. Well, I hope all of these matters are factual. 

Mr. Hatnanan. Yes, I think they all fall under the same category. 

Mr. Moss. I wouldn’t want to regard them as fanciful. 

Mr. Hanranan. No. I use the word fs ictual” for express purposes. 

Mr. Moss. The question of whether or not you were refused as you 
state in this charge, which forms the ie sis for this order, which reflects 
the final and conclusive judgment of the Board and was issued on the 
19th day of April and following which a seizure of the institution 
was made, is one that you can’t now testify to, whether or not you had 
arefusal. You said you did here. 

That is why I w as asking you about it. Is this a truthful statement ? 

Mr. Harnanan. I believe it to be a truthful statement, Mr. Chair- 
man. We think the charges speak for themselves on this particular 
point. 

Mr. Moss. You have had a refusal then ? 

Mr, Hatnanan,. I think the charge speaks for itself. 

Mr. Moss. I was just asking you if it was atrue charge. You either 
had or you didn’t have. 

Mr. Harnanan. I am saying that the charge speaks for itself 
and that 

Mr. Moss. But you won’t tell me whether it is true or false. Well, 
Idon’t mind. I can regard it either way. It gives me a wide area of 
selection. 

Mr. Hatnanan. Well, I don’t want to get boxed in on this, Mr. 
Chairman, the way your questions are phrased; obviously we believe 
that the charges are true. 

Mr. Moss. It isa privileged matter to tell me whether they are true ? 

Mr. Hantanan. No: I said that I believe that they are true, 

Mr. Moss. You believe that you received a refusal ? 
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Mr. Hatianan. Yes. 

Mr. Moss. But you won’t state it as a fact that you received , 
refusal ? 

Mr. Hatnanan. Yes; that is what the charge says. 

Mr. Moss. Well, inasmuch you adopted this, I must assume, there. 
fore, that you received a refusal. 

Mr. Hatianan. That was the assumption, Mr. Chairman. 

Mr. Moss. But under oath you wouldn’t want to put yourself in q 
spot where you would have to live with that statement that you did 
receive a refusal. 

Mr. Hatianan. Mr. Chairman, I think my position is clear on this 

Mr. Moss. I can see no difference in this from the idly taken fifth 
amendment. 

Mr. Hanianan. I know that the chairman has made that state. 
ment—— 

Mr. Moss. I want to make it clear on each point in this record that 
that is my attitude. 

Mr. Hauianan. Previously, but I believe that these are factual 
matters which must be adjudicated subsequently. 

Mr. Moss. Well, everything we have asked about is a factual mat- 
ter. What is a disproportionate share of risk? Is that a factual 
matter ? 

Mr. Hatxtanan. Yes, in general it is a factual matter. 

Mr. Moss. Well, if it is a factual matter we must have it defined 
then. Facts are usually defined. 

Mr. Hatxanan. Well, I assume that your question is a general one, 

Mr. Moss. I am asking what is a disproportionate share of risk. 

Mr. Hatitanan. Well, let’s take a situation where a borrower comes 
to you and he says, “I want to borrow some money for a specific pur- 
pose.” The lender has two basic things in mind. One, the ability of 
the borrower to perform and the evidence of that borrower's ability 
to perform. 

The latter is usually expressed in having borrowers have some of 
their own equity involved in the project. which is to be undertaken. 

I am only stating practices which are, I think, general practices, 
Mr. Chairman, in the credit field. This goes to the association, to an 
institution’s exposure with respect to a particular loan or loans. 

It also goes to the heart of the matter of greater—I am looking for 
a word, greater pressure or an evidence of dollar security on the part 
of the dollar to perform. 

Mr. Moss. Is collateral and is equity, both would be considered, 
would they not? 

Mr. Hautxanan. Collateral, equity, and his financial condition. 

Mr. Moss. And motivating the officers of such an association— 
usually an important question—is the making of a profit, is that not 
so? 

Mr. Hatianan. Beg pardon ? 

Mr. Moss. Motivating the officer of an association is usually making 
a profit. 

Mr. Hatnanan. Without undue risk exposure. 

Mr. Moss. Now, is your risk necessarily less if a man has a large 
equity in the particular project or if he has an equity and also sulb- 
stantial collateral outside of the project ? 
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Mr. Hatitanan. Equity, I think, would generally be the more de- 
sirable situation. You can have the other matter 

Mr. Moss. Do you really think that? Do you mean if I have all 
of my eggs in this one basket, I am better off than a borrower who is 
going to give me a number of good choice trees to select from if I have 
tomove against him? That is what you said. 

Mr. Hatianan. No, I said that generally the greater equity of the 
borrower in the particular project is the more preferable situation. 
J was going on to say that you can have situations where equity as 
well as additional collateral would be factors to be taken into consid- 
eration. But in all of these matters the requirements of the institution 
with respect to income and performance are matters of importance. 

Mr. Moss. What is disproportionate? It means out of proportion. 

Mr. Hattanan. Out of proportion; yes. 

Mr. Moss. Do you have rules or regulations attempting to define a 
disproportionate portfolio of any kind? 

Mr. Hatnanan. Mr. Chairman, would you restate that ? 

Mr. Moss. I said do you have any rules or regulations attempting 
to define disproportionate ? 

Mr. Hattanan. We have them expressed with respect to the amount 
of money which can be advanced by an institution on particular loans. 

Mr. Moss. Well, what is disproportionate in those instances? What 
isthe proper proportion in those instances? 

Mr. Hattanan. Well, the proper proportion, Mr. Chairman, I don’t 
think can be isolated with respect to every transaction. 

Mr. Moss. Is there a limitation? Is there a ceiling on how much 
youcan loan on a residence in relation to its value? 

' Mr. Hatnanan. Yes, there is. 

Mr. Moss. Well, then you have a matter of determining the dispro- 
portion at that point, don’t you? 

Mr. HatnaHan. Yes, sir. 

Mr. Moss. Not only disproportionate, but the question of legality 
can also be determined at that point? 

Mr. Hatitanan. That is correct. 

Mr. Moss. Are there any other definitions other than this legal 
ceiling ¢ 

Mr. Hatnanan. This goes all into the specific area of how does the 
association best protect itself in-—— 

Mr. Moss. How does it ? 

Mr. Hatnanan. It does it generally in these manners, Mr. Chair- 
man: You have No. 1, the question of spreading your risk so that as 
you put it, all of your eggs won’t be in one basket. 

You attempt to secure from your borrowers some equity in the 
project involved so that he will at all times have a greater inducement 
toperform his obligations under the contract. 

You have at the same time certain provisions in the contract that 
can be exercised by the institution to assure itself that the borrower 
will perform. You have the manner in which moneys are disbursed 
8% that you are assured of the reasons for which the money is lent, 
that it will be disbursed in accordance with the work performed and 
as it progresses. 

Mr. Moss. That is disproportionate? I asked you what dispropor- 
tion Was in connection with long-range construction loans. What 
isthe disproportionate ratio ? 
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Mr. Hatxzanan. Well, I think you followed that up with another 
question, Mr. Chairman. 

Mr. Moss. Yes; I thought perhaps that might throw light on this 
but it doesn’t. 
Mr. Stoane. You don’t want him to answer that question? 

Mr. Moss. It doesn’t throw any light on it. 

Mr. Stoane. Are you withdr awing the question ? 

Mr. Moss. I am probing to get an : understanding of what you mean 
by disproportionate share of the risk. 

Mr. SLtoane. Well, we are in the middle of an answer. 

Mr. Moss. Now, you just wait. When your Board member can’t 
understand and has to seek your advice for clarification, let him do it, 
I have not restricted his right or need to seek your advice, but I don't 
want it. Ihave sufficient. 

Mr. Hatianan. Well, Mr. Chairman, to answer the question, it has 
to be related to specific matters, of course, the question of whether the 
lender is taking a disproportionate share of the risk obviously in- 
volves, as I said, the amount of money which the lender i is making 
available to the borrower in rel: ationship to the borrower's equity in- 
volved, the collateral, the underlying security likewise, the length of 
the performance of the obligation, the manner in which it is agreed 
that funds will be disbursed with respect to particular loans and prob- 
ably overshadowing all of these matte rs in any particular case, would 
be the amount of the assets of the association involved. 

I think it could be generally agreed by everyone that the greater 
the amount of association’s assets that are put in a particular basket, 
that the association should give every recognition and follow—give 
every recognition to the basic items which I have just mentioned i mn 
order that its exposure would be at an absolute minimum or as mini- 
mal as possible in order that—— 

Mr. Moss. What is “as minimal as possible” ? 

Mr. Hattanan. That is a question of —Mr. Chairman, you are ask- 
ing a specific question. Let me answer it in this manner. The associa- 
tion’s exposure under circumstances such as I have outlined should 
have to have a relationship to the obligations of the association, itself, 
In other words, you proceed on the basic theory that the wider distri- 
bution of risk with respect to the borrowers is a fundamentally sound 
practice to follow. 

Mr. Moss. But you have no criteria spelled out in rule or regula- 
tion which alerts a man as to the point at which he becomes open to 
the charge of having a disproportionate share of the risk. 

Mr. Hatianan. Well, no, and I don’t know that you could draw 





a 

Mr. Moss. The national banks have such procedures. They have 
limitations. 

Mr. Hautiauan. They have a limitation, I think, of 10 percent 
of —— 

Mr. Moss. This is a matter of great concern. Why don’t you havea 
limitation? Isn’t it because you were created in this field of construe- 
tion to take a greater risk than that which the banks would normally 
countenance ? 

Mr. Hatianan. Your question really is related as against a specific 
regulation. No; I can’t see where the Board couldn’t have a specific 
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regulation on the amount of assets or savings or loan portfolio that 
might be available to any single borrower. 

[don’t think that would necessarily run contra to the purposes for 
which the associations are organized and chartered. I don’t think it 
would run contra to that at all. There is a—— 

Mr. Moss. But you do not have such a regulation. 

Mr. HattAnan. We have a specific regulation that runs to the 
amount that can be made available with respect to loans to home- 
owners. 

Mr. Moss. Well, let’s not get too confused here, because you do not 
have the type of regulation we have been discussing. You have a 
regulation limiting the amount loanable on a single property as it re- 
lates to the total value of the property, but you do not have a regula- 
tion spelling out the percentage of the total loans which can be « con- 
centrated in an area or in a ty pe of loan. 

Mr. Hatnanan. No; we don’t have a specific regulation. 

Mr. Moss. Or to an individual borrower. Or to a group of borrow- 
ers in an individual tract. You do not have regulations of that type. 

Mr. Hatnauan. We do not have specific regulations on that point, 
Mr. Chairman. 

Mr. Moss. Well, now, you open the implication that while you do 
not have specific regulations, you have general regulations attempting 
to define this question. 

Do you have such general regulations ? 

Mr. Harnanan. Well, I think this goes—this colloquy goes into 
the question of unsafe and unsound operations. Obviously, even 
though such a specific regulation were not issued by the Board, it 
doesn’t necessarily follow, and I think the chairman would agree 
with this, that an institution would be following a safe and sound 
practice if it lent all of its assets to one borrower or two borrowers, re- 
gurdless of even in those cases the equity involved on the part of the 
borrower or the additional collateral that might be forthcoming. 
i 

Mr. Moss. It is my position that the term “disproportionate share of 
risks” is very ambiguous. Confronted with it, I would have great 
difficulty determining the nature of the charge against me. 

Mr. Hatnauan. I think we were talking about loan concentration, 
Mr. Chairman. I just attempted to point out that whether or not a 
regulation were in being or in effect nonetheless, it would not give sanc- 
tion to operations which just are inherently unsafe and unsound. 

Mr. Moss. Of course, we would hope that they wouldn’t. Has this 
institution a record of loss on loans below, equal to, or in excess of its 
competitors, either taken within the area of its operation or na- 
tionally ? 

Mr. Harnanan. I don’t know what their specific situation would 
be I think their record on losses is, to my knowledge, a good one, 
Mr. Chairman. 

Mr. Hottrrenp. Mr. Chairman, the record shows on that. point that 
they had one loss of $1,098 during their term of existence, one loss on 
their books of $1,098. ‘That was the testimony of Mr. Gregory before 
this committee. 


Out of the hundreds of millions that they have loaned, they have 
meitem chalked up as a loss. 
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Mr. Moss. I would point out that the thrust of your entire testj. 
mony, as we have haggled back and forth over this question, is tha 
essentially there is a most important element of management judgmen 


which must be brought to bear upon this question at any precig. | 


moment in the life of an institution. 

In evaluating the life of the officers, it is usually of value to deter. 
mine the value of their judgment in the past, the soundness of it, » 
long as they are not specifically in violation of a rule or a regulation 
promulgated for the purpose of protecting the shareholders, and yoy 
confirmed that; it becomes very difficult to spell out, without any 
specific facts, the elements which constitute a degree or share of ris 
or concentration in loans of a certain type. 

Mr. Houtrrevp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Houtrrevp. Mr. Hallahan, you point out several different fae. 
tors that are involved in the making of loans in a safe operation, the 
amount of collateral that stands against each specific loan, whether 
it be the direct collateral of the specific piece of property or collateral 
outside, or blanket collateral which might be applied in case of ogg, 

You also point out the record and standing of the borrower as being 
one of the factors to be considered, its history of operation and » 
forth. Now, I would ask you if you are aware of the fact that these 
people that are involved in the Bellehurst loan have been borrowers 
from the Long Beach association over a period of many years, more 
than a decade, some of them, and I refer specifically to Mr. Lloyd 
Whaley and his corporations, and I refer specifically to the so-called 
Jones- Walker group and their corporations, and I ask you specifically, 
are you aware that these people have been borrowing from the Long 
Beach association in some instances at least up to 14 years because the 
corporations and persons named, not necessarily the corporations but 
the persons named in different corporate forms at different times, were 
borrowers of record in 1946, to my own personal knowledge. 

Now, are you aware that they have borrowed over the intervening 
years millions of dollars from the association ? 

Mr. Hatianan. I don’t know of my own knowledge, Mr. Holifield, 
but I understand they have been borrowers from the association for 
long periods of time. 

Mr. Houtrrecp. And do you know that they have always paid of 
their obligations over this period of 14 years, have always discharged 
their obligations in the past, that there has never been a loss chalked 
up on any one of these borrowers; are you aware of that? 

Mr. Hatxianan. I don’t know of my own personal knowledge. 

Mr. Hotirtevp. But these are facts that could be determined by 
your examiners’ reports over the years. There have been periodic 
reports and examinations on the part of the Board’s examiners and 
they have perused the list of borrowers and no doubt, month in and 
month out, year in and year out, they have come across the names of 
these gentlemen and their corporations which they control, and the 
record is a determinable record of borrowing and repayment on loans 
running into hundreds of millions of dollars over the years or tens 
of millions, let us say. 
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That is a matter that can be determined by looking at examiners’ 
reports and lists of borrowers and the fact that none of these bor- 
rowers have been found to be listed as borrowers upon which the 
association has accrued a loss. 

These are matters that 

Mr. Hattanan. That is a loss that can be established by exam- 
ination. 

Mr. Houtrretp. So before you made this decision and I say you, 
did the Board before it made its decision take into consideration the 
collateral that was obligated for the repayment of these loans? They 
must have taken that into consideration. They must have looked 
at the reports. 

Mr. Hatuanan. I think the Board took all factors into consid- 
eration. 

Mr. Hoxirreip. Including the collateral and including the record 
of payment of the borrowers that were involved in the Bellehurst 
tract. 

Mr. Hatnanan. Yes;I would thinkso. 

Mr. Houirretp. And did you find when you took that into consid- 
eration that these borrowers over the years had caused losses to the 
institution or had they faithfully paid their obligations? 

Mr. Hatnanan. As I said, with respect to the question of losses, 
I don’t recall that specific losses arose. I could stand corrected on 
that point. 

Mr. Houirretp. Well, as a matter of fact, you know that in the 
examiners’ reports over the years there has been no listing of these 
people as being delinquent borrowers who have caused losses on the 
money they have borrowed. This is a matter of record. 

Mr. Hatnanan. Yes; you have two questions, one is delinquency 
and the other is losses. 1 don’t recall any specific losses. 

Mr. Honirtep. Delinquencies occur quite frequently, while matters 
are tied up in escrow. It is not customary when loans are in escrow, 
under certain conditions, when there is litigation or something like 
that, it is not customary for the loan companies to act on the exact 
letter of the law in regard to a few days delinquency or even 2 or 3 
months delinquency, when there is a reasonable cause for it and where 
there is adequate collateral. 

This is a common experience of savings and loan institutions, is it 
not ? 

Mr. Hatnanan. Well, there are many factors, Mr. Holifield. 

Mr. Hottrretp. For instance, I failed to pay a payment on a mort- 
gage on my house up here on Second Street just through inadvertence. 
Itran over about 15 days and suddenly I notice that I hadn’t made my 
payment on my mortgage to a local financial institution and I sat down 
and wrote the payment that was past due and also an additional pay- 
ment Which would in effect compensate this organization by getting 
one payment late 15 days, and one payment 15 days early. 

Idid that voluntarily. I didn’t have to do it, but I did it, so delin- 
quency is also a matter of degree and a matter of judgment. 

lere Was some questioning the other day of Mr. Wyman in re- 
gard to the interim reports on the 1960 examination. Mr. Wyman 
testified that there had been some—while the 1960 examination had 
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not been completed, that there had been interim reports come in oy 
the 1960 examination which started, I believe, on January 25, ang 
was still continuing at the time of seizure. Were these interim reports 
written reports, Mr. Hallahan? 

Mr. Hatnanan. Yes; I believe they were either written or extracted, 
Mr. Holifield. 

Mr. Houirreip. Written or extracted. Well, if they were extracted. 
they would be in the form of a typed or written report to the Board, 
would they not? 

Mr. Hatianan. Yes. 

Mr. Houtrretp. How many of them did you receive? 

Mr. Hatxianan. I can’t recall the exact number, Mr. Holifield. 

Mr. Hortrrevp. Well, let me ask Mr. Wyman. Mr. Wyman, you 
testified that there were interim reports on the 1960 examination, 
Were they written reports, typed reports ? 

Mr. Wyman. I believe my testimony was that they were prelimi- 
nary reports by the examiners. I believe they were typed. 

Mr. Houirrevp. Typed reports? 

Mr. Wyman. I couldn’t be positive about that at the moment but] 
believe they were. 

Mr. Hotirtetp. Do you remember how many there were ? 

Mr. Wyman. There were two or possibly three, but I am not 
positive. 

Mr. Hortrreip. Two or possibly three. Do you remember the dates 
of those reports ? 

Mr. Wrman. No. sir: I do not know. 

Mr. Hortrierp. Will you furnish to the subcommittee the dates upon 
which you received these so-called preliminary reports ? 

Mr. Wyman. Yes, I will. I was just thinking I might possibly 
have it, but [am not sure. May I check to see ? 

(Subsequently the following information was furnished :) 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, LONG BrAcnu, CALIF. 


There have been (as of June 27, 1960) 22 preliminary reports by examiners 
in connection with the examination begun as of January 25, 1960. All of these 
have been memoranda in the form of interoffice communications from the ex- 
aminer in charge to the chief examiner or from the chief examiner to the Director 
of the Division of Examinations, and none are, or are in the format of, or are 
in lieu of, an examination report. The dates of these memoranda are: 


February 4, 1960. March 9, 1960. 
February 9, 1960. March 10, 1960 (3). 
February 12, 1960. March 14, 1960 (3). 
February 15, 1960. March 17, 1960. 
February 17, 1960 (2). March 25, 1960. 
February 23, 1960. March 28, 1960. 
March 6, 1960. April 4, 1960. 


March 8, 1960 (3). 


Mr. Hottriretp. You saw these reports, Mr. Hallahan, and looked 
them over, did you? 

Mr. Hatianan. Yes. 

Mr. Houirterp. Did the Board consider them when they were a&- 
sembled for their official meetings? Did they come up as a matter of 
consideration when your Board met to consider this seizure ? 

Mr. Hatnanan. Yes; I amsure that they did, Mr. Chairman. 
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Mr. Hotirtetp. Were they noted as business items on the Board’s 
agenda ? on 

Mr. Hattanan. I don’t know that they were, Mr. Holifield. 

Mr. Houirretp. You don’t know that they were on the agenda ? 

Mr. Hatnanan. I don’t think they were. 

Mr. Hotirretp. Were they recorded in your minutes? Were they 
recorded in any way in the minutes, your discussion or your decision 
inregard to those preliminary reports 4 

Mr. Hatianan. I don’t think the discussions were. The ultimate 
decision was. 

Mr. Houtrrevp. The ultimate decision of seizure was; yes. 

Mr. HaLuauan. Yes. 

Mr. Houirtevp. Were they in the type of a commenting letter, or 
were they in the type of ace ounting summaries and conclusions ? 

Mr. Hatnanan. I can’t answer that offhand, Mr. Holifield. 

Mr. Houirretp. Mr. Wyman, were they in the type of commentary 
letter or were they in the type of summary analysis of portions of the 
report ? 

Mr. Wyman. I am not positive about that, whether they were in the 
form of—in memorandum form, let us say, or whether they were in a 
format such as you would find normally in examination report. I 
don’t recall, frankly. 

Mr. Houtrteip. Well, now, this is a pretty important matter. You 
made a decision in relation to some of these items in your charges here 
as a result of these preliminary reports. You testified you did not 
have a complete report, but that you did have preliminary reports 
and you have said you have had two or three and you promised to 
furnish me the dates on those two or three reports. 

Now, it must have been matters of importance. It seems that you 
could remember the form which they took. 

Mr. Wyman. Well, I would have to check on that, Mr. Holifield. 

Mr. Houtrrerp. You can’t remember at this time? 

Mr. Wyman. No, I don’t remember. 

Mr. Houtrrenp. Mr. Hallahan, you should be able to remember. 
You made a decision. You are the responsible member of the Board, 
one of the three responsible members, and you made a decision based 
on these. 

Can you remember whether it was in a commentary type of letter 
or was it an excerpt, a financial summary of some type; can you 
remember ¢ 

Mr. Hatnanan. No; my memory is, Mr. Holifield, that there were 
both summations and commentaries. 

Mr. Hontrrenp. Now, would you furnish this committee copies of 
these preliminary reports? You see, you made an emergency deter- 
mination on the basis of this. This was part of your determination 
to seize the institution, that it had concentrated too much money 
here, that it had paid dividends when it hadn’t earned them, that it 
had done various things as outlined in the nine charges, and I assume 
some of these, at least, came from the report, probably charge 4, 
payments of dividends, 5, 6, 7, 8, 9, maybe. 

These reports —— ‘ntly are what you mi ade your emergency de- 
termination on, so if this committee is to know whether there was an 
emergency or not, we would have to look at these reports, maybe. 
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Mr. Hauianan. Mr. Holifield, these reports contain information 
that will be presented at the administrative hearing and the factual 
matter contained likewise will be, and on that basis 

Mr. Horrrievp. Do you decline to furnish the committee, on its 
request, these reports? 

Mr. Hatxianan. I think at this time I would decline, Mr. Chair. 
man. 

Mr. Houtrteip. Do I understand that you have declined to give to 
the committee these interim reports ? 

Mr. Hatianan. Yes. 

Mr. Hoxtrretp. Mr. Robertson, do you decline to give to the com. 
mnittee these reports ? 

Mr. Roperrson. Yes, sir. 

Mr. Horirrmetp. Mr. Wyman, do you decline? 

Mr. Wyman. Yes; I would. 

Mr. Houirrecp. Will you introduce it at the public hearings? Will 
these interim reports be introduced at the examiners’ hearings, Mr, 
Hallahan? F 

Mr. Hatianan. The facts contained in them will be; yes. 

Mr. Houtrievp. So they will be a matter of public record at that 
time. 

Mr. Hatnanan. Yes, sir. 

Mr. Houirtetp. But you decline to give to a congressional com- 
mittee investigating these matters these same facts at this time? 

Mr. Hatianan. Yes; for the reasons set forth in the initial state 
ment. 

Mr. Moss. Well, give me your reasons. 

Mr. Hatianan. Well, Mr. Chairman, I think that the reasons were 
set forth initially. 

Mr. Moss. I don’t recall them. Give them to me and do not read 
me the statement, Mr. Sloane, give them to me. I have the right to 
receive a statement or require a summary. I require the summary. 
Don’t start getting smart here, to toss it to him and say read the 
statement. 

Now, give me the summary. 

Mr. Hausianan. I was only going to give you a summary, Mr. 
Chairman. 

Mr. Moss. You better start holding down on your counsel or you 
are going to have to be without him. I am not going to continue to 
put up with his smart tactics. 

Mr. Hanianan. I am sure that he meant no disrespect to the chair- 
man. 

Mr. Moss. Well, I conclude that he did so mean and I am putting 
you on notice you better have a conference with him. You might 
tolerate him. I don’t have to. 

Mr. Hannanan. Well, if the chairman construed it that way, I hope 
he will be lenient in his construction. I was going to give a sum- 
mary of the statement. The administrative hearing requires that the 
facts and evidence presented to it will be put before the trial examiner 
who will make findings of fact and a recommended decision which 
the Board under the act must subsequently pass upon. 

Mr. Moss. And what do you review at the point of passing upon 
it, the record made in the trial examiner’s hearings ! 
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Mr. HatiaHan. Yes, sir. 

Mr. Moss. Of course, you do. 

Mr. Hatnanan. Yes, sir. 

Mr. Moss. Of course, you do. And are the charges exactly the 
game in 13372 which led to the seizure under emergency powers «as the 
charges relating to the appointment of a conservator after a hearing? 

Mr. Hatnanan. All of the charges which are included in 13372, 
Mr. Chairman—— 

Mr. Moss. The court said they were merged together for its review 
This committee is not a court. My question goes to whether or not 
they are the same. Will the ex: miner pass upon the question of the 
emergency! ‘The answer is he will not. 

Mr. Hatinanan. The examiner will pass upon all of the facts. 

Mr. Moss. How do you know? He will determine what he will 
admit. 

Mr. Hatnanan. He may have to determine what will be admitted 
but all of the factual—— 

Mr. Moss. Well, what kind of privilege are you claiming; that is 
all I am trying to get here. Are you claiming executive, are you 
claiming judici lal, or are you stating some remote doctrine ? 

Mr. Hatnanan. On this particular point, Mr. 
you know, as a statement— 

Mr. Moss. It is a matter of custom before committees of Congress 
that when you claim privilege you specifically claim the privilege. I 

want to know what kind you are claiming. 

Mr. Hannanan. I think this particular request, Mr. Chairman, in- 
volves both the judicial privilege and probably the executive privilege. 

Mr. Moss. Oh, my, you are a very interesting creature, aren’t you. 
You are both an administrator and a judge at one and the seme 
moment on the same question. I was called on a matter, so that I had 
to go out for a few moments, and missed the foundation for your 
request. Mr. Robertson, what privilege are you claiming? 

Mr. Ropertson. In respect of what, sir? 

Mr. Moss. In respect to your declining to supply the document re- 
quested by Congressman Holifield. 

Mr. Roserrson. I would say that that was executive privilege, sir. 

Mr. Moss. You would say that is executive privilege / 

Mr. Rospertson. Yes, sir. 

Mr. Moss. And Mr. Wyman, what privilege are you claiming? 

Mr. Wyman. I would think it would be executive privilege, Mr. 
Chairman. 

Mr. Moss. Are you an executive, are you a member of the Board ? 

Mr. Wyman. The members of the Board would have to authorize 
me under the regulations, as I understand it. 

Mr. Moss. Are you in the classified civil service ? 

Mr. Wyman. I have testified on that before, I believe. 

Mr. Moss. I ask you, are you ¢ 

Mr. Wyman. Yes; personally I am. 

Mr. Moss. I have 1,700 pages of testimony. When I ask you a 
question, respond to it. You are personally in the civil service; that 
iswhat I want to know. 


Mr. Wyman. Yes. 


Mr. Moss. You are claiming executive privilege. 


Chairman, and as 








702 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. Wyman. By virtue of the action taken by the Board on the 
matter. 

Mr. Moss. All right, refer me to the action taken by the Board 
which directs you not to respond to directions of this committee, 

Mr. Wyman. I had no such instructions except as it might pertain 
wo-— 

Mr. Moss. Then you are claiming this privilege on your own, 
You are entitled to counsel at this time if you want to consult with 
him. Advise him well, because we are going to review this record 

Mr. Wyman. Well, I have no control over such records, Mr. Chair. 
man, by virtue of the regulations, themselves, the general regulations 
of the Board. 

Mr. Moss. On what authority is the regulation on documents pro- 
mulgated ? 

Mr. Wyman. I didn’t understand the question. 

Mr. Moss. What authority is used in the promulgation of regula- 
tions regarding the custody and use of records in the Federal Home 
Loan Bank Board? 

Mr. Wyman. That I don’t know, sir. 

Mr. Moss. I think you might. You are claiming the privilege. 

Mr. Wyman. I do know what the regulation provides, but as to 
the source of authority for promulgating the regulations—— 

Mr. Moss. What does it provide? 

Mr. Wyman. I don’t know that. 

Mr. Moss. Give us the citation. We will look it up, because we are 
still going to have hearings on privilege. I want the record to reflect 
that Mr. Wyman has had considerable opportunity to consult with 
counsel. 

Mr. Wyman. The section would be section 505.12 of the General 
Regulations by the Federal Home Loan Bank Board. Should I read 
it? 

Mr. Moss. Yes. 

Mr. Wyman. It pertains to the confidential character of records. 
“The giving out of any such records or information, or documents rel- 
ative thereto, by any of the persons referred to in sections 505.10 and 
505.11 is held to be contrary to public policy by reason of its privileged 
and confidential character involving delicate and sensitive matters 
relating to the condition and affairs of financial institutions and not 
to be permitted. In all cases where any such documents or records, 
or copies thereof, are desired by or on behalf of any private party or 
parties to a suit, whether in a court of the United States or any other, 
such information or copies shall be furnished only upon the written 
authorization or approval of the Board, or such person or persons as 
may be authorized by it to grant such authorization or approval.” 

Mr. Moss. Are we private parties here in this committee? Is the 
Special Subcommittee on the Federal Home Loan Bank Board of 
the House Committee on Government Operations a private party! 

Mr. Trevas. He has asked for advice. May I give it to him, Mr. 
Chairman ? 

Mr. Moss. I have given him carte blanche. He can get all of the ad- 
vice he wants and I hope he is well advised. 

Mr. Wyman. Well, my understanding of the regulation, Mr. Chair- 
man, is that I don’t have any authority to waive the first sentence of 
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that regulation, that that is a matter which I would have a right to 
do only upon written authorization of the Board. 

Mr. Moss, What is the first sentence of the regulation ? 

Mr. Wyman. That is the practice we have always followed in 
respect to any such matters as may have arisen from time to time. 

Mr. Moss. What is the first sentence ? 

Mr. Houirtetp. What is the first sentence of the regulation ? 

Mr. Wyman. The first sentence of the regulation that I read is as 
follows: 

The giving out of any such records or information, or documents relevant 
thereto, by any of the persons referred to in sections 505.10 and 505.11 is held 
to be contrary to public policy by reason of its privileged and confidential 
character involving delicate and sensitive matters relating to the condition 
and affairs of financial institutions and not to be permitted. 

Mr. Moss. And what is 505.10 and 505.11 ? 

Mr. Wyman. 505.10 refers to records in control of the Federal 
Home Loan Bank Board. Shall I read it? 

Mr. Moss. What is 505.11? 

Mr. WYMAN (reading) : 

All requests to inspect official records shall be in writing and delivered to 
the Office of the Secretary of the Federal Home Loan Bank Board, Federal Home 
Loan Bank Board Building, 101 Indiana Avenue NW., Washington 25, D.C., with 
a statement of the name or names of the party or parties making such request 
and the concern of said party or parties in the matter. All records of the Board 
are in its custody and control for purposes relating to the powers, duties and 
authorities of the Board under the provisions of the Federal Home Loan Bank 
Act, as amended, the Home Owners’ Loan Act of 1933, as amended and Reorgan- 
ization Plan No. 3 of 1957, 6 CFR 1947 Supp., Chap. IV. No officer or employee 
has any control over such records and no discretion with regard to permitting 
the use of them for any other purpose. 


Mr. Moss. What privilege are you now pleading, Mr. Wyman? 

Mr. Wyman. Iam merely reading this regulation. 

Mr. Moss. Well, now we have had the benefit of the regulation. 
What privilege are you pleading ? 

Mr. Wyman. I do not have authority to release these records. 

Mr. Moss. You are pleading that you are without authority ? 

Mr. Wyman. Without authorization of the Board. 

Mr. Moss. Then you are not pleading executive privilege. 

Mr. Wyman. I am merely stating that as I understand these regu- 
lations, I do not have authority to release such a record without 
authorization. 

Mr. Moss. Then you are not pleading executive privilege. 

Mr. Wyman. That would be correct, sir; yes. 

Mr. Moss. Mr. Creighton, where in those rules or regulations which 
have been referred to in this discussion is there language denying the 
Congress the right to records which it deems it must have to discharge 
its legislative responsibilities ? r 

Mr. Creicuron. I think under the general rule, Mr. Chairman, 
where the Board makes its own records confidential, that they are the 
oily persons whatsoever that can release those records and I think 
that as a general—— 

Mr. Moss. There is no specific mention then of the Congress. 

Mr, CreigHron. There 1s no specific mention of the Congress. 

Mr. Moss. That is all I want to find out. : 
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Mr. CreitcHtron. There is no specific mention of the Congress jy 
these rules. 

Mr. Moss. That is all I want to find out. We will deal with th 
other matter when we get into the hearing on privilege at which time 
this record will be most helpful to us. 

Mr. Houirrevp. Mr. Chairman. 

Mr. Moss. Do you have any further questions on item (f) ? 

Mr. Houtrmexp. Mr. Chairman, I have some questions here which 0 
to all of the items including item (f). I have some questions which 20 
to the point of the furnishing of documents and information but a 
to other items in the list. Could I state them at this time? 

Mr. Moss. I would prefer r, of course, on the matter of documents 
that we wait and examine that question in connection with hearing; 
which I feel are necessary on this matter of privilege. 

Mr. Houirrevp. This only has to do with those requests which the 
chairman has made and which other members have made of m: iterial 
to be furnished to the committee which has not yet been furnished, the 
various requests. 

Mr. Moss. All right. 

Mr. Hourrrevp. At this time I would call to the attention of the 
Chair, and if he deems it proper I would ask him to charge the Board 
and the other witnesses to scan the transcript of the hearings and 
comply with the requests for information, documents, and data, and] 
would also ask that the record be held open for the receipt of same 
until they comply with the request. 

I would like to call some specific items to the attention of the Board 
and its subordinate officials by direct reference. This is not an at- 
tempt to completely scan the record and to ascertain all of the points 
upon which information has been requested, but it at least calls to 
your attention some of the points which in a rapid reading of the 
transcript, running through the transcript, I made notes on. 

In Viiiana 3, on pages 412 and 413 of the transcript, I requested Mr. 
Wyman to furnish us certain information on institutions which have 
been seized and liquidated. (See p. 196.) 

In volume 4, Mr. Wyman denied that he was at the meeting in Los 
Angeles on April 23, and in volume 10, on page 1479, in the last para- 
graph, I believe, of that page, he stated that he was at the meeting. 

In volume 6, pages 978 and 979, Mr. Wyman stated that the super- 
visory representative in charge received a bill for insurance and he also 
stated that he received the bill a few days ago. On page 994, Dr. 
Husband testified that the bill was mailed once a year on Dee ember 5. 

On page 1038 of volume 6 a list of the examiners in the association 
for January, February, March, April, and May of 1959, their grades, 
and the numbers of hours they worked, and the number of supple: 
ments filed—that was requested. (See pp. 109-115, 698.) 

In volume 8, pages 1202 and 1203 of the tri anscript, Mr. Wyman 
was asked to bring information regarding the charge that the associa- 
tion had not showed “true financial condition” as shown in order 2015, 
and he was requested to check if any reports had been made to the 
board by the examiner between January 2 D, 1960, and April 19, 1960. 
There has been no response on that. See Pp. 533, 698.) ; 

Mr. Walters was requested to bring in the following: A list ol 
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associations, a list of former employees, and a list of those fired and 
for what cause. (See pp. 109-115, 130-133, 146.) 

In volume 7, on page 1170, a request was made for a list of the con- 
dition of the Whaley loans at the time of the seizure. (See p. 707.) 

Now, these are requests which have been made and which, so far as 
I know, have not been complied with. They are not a complete list. 
Therefore, I would ask the chairman to charge the Board at this time 
to bring those documents and data to the committee as quickly as 
ossible. 

And to comply with all other requests for information and data 
from the chairman and the various members which have not yet been 
complied with, and let the record be held open to receive them. 

Mr. Moss. The Chair recalls in each instance we have at that point 
in the record made a reservation to receive this material. The Board 
has assured that it will supply it as quickly as possible. I think we 
are at the point, however, where we should be able without much 
further delay, to expect that the Board will get this material down 
here so that we can have the opportunity of examining it before this 
session of the Congress adjourns. 

Mr. Robertson, as Chairman of the Board, when may we expect that 
all of the material requested will be in our hands? 

Mr. Ropertson. I can’t give you a precise date. It would be done 
as promptly as possible. I don’t know what is required to assemble 
itall. 

Mr. Moss. Will Mr. Wyman indicate some knowledge of this? 

Mr. Wyman. As to those items which were requested of me, I have 
most of that information assembled and can deliver it rather promptly. 
There are one or two items which I do not have, but I will have them 
within the next day or two. 

Mr. Moss. The Chair would suggest that in instances where you 
have the information complete, that it be delivered and that every 
effort be made to get the additional material which has been requested 
for this record. 

Mr.Wyman. Might I ask a question, sir? 

Mr. Moss. Yes. 

Mr. Wyman. One of the statements that Mr. Holifield just read 
there, I may have misunderstood, but I thought that he said that I 
testified that I was not present at a meeting on the 23d. 

Mr. Houirrevp. I cited the record of the transcript and I gave the 
page for your benefit, so that you could explain the discrepancy. 

Mr. Wyman. I just don’t recall the testimony because I was present; 
there is no question about that. 

Mr. Horirtreip. Yes. I made the note. You can read the transcript 
tomorrow and you can look into that matter. 

Mr. Moss. The Chair notes that it is 1 o’clock. We will recess now 
until 2: 30 this afternoon. 

(Whereupon, at 1:04 p.m., the subcommittee recessed to reconvene 
at2: 30 p.m. of the same day.) 


AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 


At this time we will start on item No. 7 or (g) of order 13372. 


59258—60—pt. 1 16 
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Said association in the period August through December 1959, made long. 
term construction loans aggregating approximately $6 million to a corporate 
borrower who was then substantially delinquent in payments due on other 
association loans. At the same time such new loans were made, the association 
knew that the record owner of all of the borrower's stock had executed a tryst 
agreement early in 1959 for the benefit of certain creditors, among whom was 
the association, and that in July 1959, all or nearly all the property of saiq 
record owner, including the stock in the borrower corporation, had been att; iched 
in a suit for approximately $2,800,000. The association has failed to comply 
with the request of the examiners of the Federal Home Loan Bank Board to 
make available for their inspection financial statements or credit reports 
pertaining to said corporation or the record owner of its stock. 

This is a single borrower, Mr. Hallahan, is that correct ? 

Mr. Hatianan. The charge says that it is a corporate borrower, 
Mr. Chairman. 

Mr. Moss. Well, I don’t know what nicety that observes, but let's 
put it that this is one corporation; the corporation is one. 

Mr. Hatnanan. That is correct. 

Mr. Moss. Just one borrower, so this one should not be too difficult 
to identify. Do you want to identify it? 

Mr. Hattanan. Would you repeat that. 

Mr. Moss. Being that this is just one borrower, I say it should not 
be too difficult to identify. Do you want to identify it? 

Mr. Hatianan. May T consult with Mr. Sloane? 

Mr. Moss. Well, if you don’t want to identify it, don’t identify it, 
I can identify it for you. I am just asking if you want to identify it, 

Mr. Hatianan. Yes; I can identify it, “Mr: Chairman. 

Mr. Moss. Who is it ? 

Mr. Hatxianan. I think the interests of this institution, the bor- 
rower, are owned by Mr. Whaley. 

Mr. Moss. Mr. Whaley. 

Mr. Hourrrerp. Mr. Chairman, there is a rolleall on the urban 
redevelopment bill and I suggest that we recess. 

Mr. Moss. We will recess for 25 minutes and reconvene at 12 min- 
utes past 3. 

(Short recess taken. ) 

Mr. Moss. The subcommittee will be in order. 

Well, we have identified the Whaley group as the seriously or sub- 
stantially, in this case, delinquent borrower. What is the difference 
between a seriously and a substantially delinquent borrower? Isa 
substantially delinquent borrower seriously delinquent or a seriously 
delinquent borrower substantially delinquent, or are the two terms 
related ? 

Mr. Hauianan. I think there probably isa relationship, Mr. Chair- 
man, between the two terms, and they can be at the same time matters 
of degr ee Iam sure. 

Mr. Moss. Mr. Lanigan, do you have some information on this 
question of the delinquency of the Whaley interests on this occasion! 

Mr. Lanican. We have three affidavits which were delivered by 
Mr. Gregory to the committee from Carl H. Jacobson who is the comp- 
troller of the corporation involved and also Mr. Whaley. I could 
read them into the record or 

Mr. Moss. Would you, please? 
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Mr. Lanican. The first one is—could we have that as exhibit H-1? 

Mr. Moss. Yes; this will become exhibit H—1, and the next one will 
be H-2 and then H-3. 

Mr. Lanican. First H-1 reads as follows: 


Carl H. Jacobson, being first duly sworn, deposes and says that he is the 
controller of Home Investment Co. of Long Beach; that on April 22, 1960, the 
unpaid balance of certain loans made by Long Beach Federal Savings & Loan 
Association to Home Investment Co. of Long Beach, totaled $600,044.10; that 
os of April 22, 1960, all of the payments on said loans were currently paid to 
April 1, 1960; that as of April 22, 1960, there were two loans which had been 
made by Long Beach Federal Savings & Loan Association to Home Investment 
Co. in Long Beach, secured by property in the Bellehurst area with unpaid 
principal balances totaling $70,000; that the payments on these two Bellehurst 
joans had been deferred pending consummation of the offer which Bel-State Sixth, 
Inc., had made concerning the entire Bellehurst project. 

CarL H. JACOBSON. 
That is notarized the 19th day of June 1960. 

Mr. Moss. The 19th day of June 1960. 

Mr. Lanican. The 19th day of June. 

Mr. Moss. I wouldn’t want to have it notarized 2 days in advance. 
Itsays the 19th. 

Mr. Lanican. Exhibit H-2 reads as follows: 


Carl H. Jacobson, being first duly sworn, deposes and says that he is the 
controller of Bel-State Sixth, Inc., that on April 22, 1960, the unpaid balances 
of certain loans made by Long Beach Federal Savings & Loan Association to 
Bel-State Sixth, Inc., totaled $68,840.63; that as of April 22, 1960, all of the 
payments of said loans were currently paid to April 1, 1960, and April 15, 1960, 
respectively; that on April 22, 1960, the unpaid principal balances of certain 
other loans made by Long Beach Federal Savings & Loan Association to Bel- 
State Sixth, Inc., secured by property in tract No. 2707, Orange County, Calif., 
and on which the original principal amount was $3,751,804 and on which the 
principal balance had been accelerated, was $1,380,477.80; that as of April 22, 
1960, all of the above loans were currently paid to April 1, 1960, in addition to 
the substantial principal payments; that as of April 22, 1960, there were certain 
construction loans made by Long Beach Federal Savings & Loan Association to 
Bel-State Sixth, Inc., with balances totaling $5,823,400 on which interest was 
currently paid to April 1960; and that no principal payment had yet become due 
on said loans; that as of April 22, 1960, there were three loans which had been 
made by Long Beach Federal Savings & Loan Association to Bel-State Sixth, 
Ine., secured by property in the Bellehurst area, with unpaid principal balances 
totaling $97,000 ; that payments on these three Bellehurst loans had been deferred 
pending consummation of the offer which Bel-State Sixth, Inc., had made con- 
cerning the entire Bellehurst project; that the loans above referred to were not 
obtained prior to obtaining the construction loans hereinbefore mentioned. 


Car H. Jacopson. 
Mr. Moss. That is notarized. 

Mr. Laniean. That is notarized June 20, 1960. 
The third one, H-3, reads: 


Carl H. Jacobson, being first duly sworn, deposes and says that he is the con- 
troller of various interests of Lloyd S. Whaley, that as of April 22, 1960, such 
records indicated that payments on the following accounts were currently paid 
to April 1, 1960, and April 15, 1960, respectively: Los Altos Investment Co., 
showing a balance of $5,838.05: L. S. Whaley Lumber Co., showing balances of 
$48,254.58; and Lloyd S. Whaley and LaVere Whaley, showing a balance of 
$3,798,822.33. 


. : Cart H. JACOBSON. 
Itis notarized June 19, 1960. 


(The exhibits referred to appear in the appendix; Exhibit H-1 
on p. 1107, Exhibit H-2 on p. 1108, and Exhibit H-3 on p. 1110.) 
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Mr. Moss. These affidavits cover all of the loans of the Whaley 
group? Mr. Gregory, do these affidavits cover all of the loans of the 
Whaley group? 

Mr. Grecory. I believe there is one other—no, Home Investment 
ishere. It does cover all of them. 

Mr. Moss. There are no other loans on the books of Long Beach to 
the Whaley interests? 

Mr. Gregory. There may be a stray one, but this is substantially ql] 
of them. As far as my records could show, this is it. I asked My 
Whaley to check his records and he sent the affidavits accordingly. 
I believe this would be according to his record. nf 

Mr. Moss. Mr. Hallahan, do these affidavits—in your judgment are 
they true affidavits or false ones? Do you know whether they ar 
true or false? 

Mr. Hatianan. As to these particular dates, Mr. Chairman, | 
couldn’t tell you at this moment. 

Mr. Moss. You don’t know whether they were substantially de 
linquent as of those dates ? 

Mr. Harxianan. I say at this particular moment I don’t know 
whether they are substantially delinquent, at the dates set forth in 
the affidavit. 

Mr. Moss. Although it is so alleged in your order of April 19, 

Mr. Hauianan. Beg pardon ¢ 

Mr. Moss. I say, however, it is so alleged in your order of April 19, 
substantially delinquent, and in your opinion substantial delinquency 
would be defined as you attempted to define serious delinquency. 

Mr. Hatianan. Mr. Chairman, I believe the order says that said 
association in the period August through December 1959 made long- 
term construction loans aggregating approximately $6 million to a 
corporate borrower which was then substantially delinquent in pay- 
ments due on other association loans. 

Mr. Moss. Well, didn’t you check to see what the current status was 
on this matter before issuing the order ? 

Mr. Hatuanan. The affidavits mention the date of April 22, 1960, 
as you know. I said at this moment 

Mr. Moss. Well, they mentioned a matter of payment on April 1 
and April 15. April 15 was 4 days prior to the issuance of the seizure 
order. My question was, Did you know whether on April 19 the 
condition of substantial delinquency still existed? I point out that 
the August through December period was some 4 months prior to 
seizure, that this was in fact an emergency matter; it must have de- 
teriorated at that point rather than improved. 

Mr. Hatuanan. Mr. Chairman, I think that the charges, at least 
in the opinion of the Board, in the aggregate connote an emergency 
to wit; I don’t know that it necessarily follows that every particular 
item standing in the charges standing by itself 

Mr. Moss. Well, under that theory you could say that an account 
is substantially delinquent in 1942 and, therefore, it constitutes a 
charge for unsafe practices in 1960. 

Mr. Hatianan. No, sir; I don’t think that necessarily follows, Mr. 
Chairman. 

Mr. Moss. Well, you don’t know what the situation was on the 
19th then. “At the time such new loans were made, the association 








kne' 
a tr 


amo 
all ¢ 
bort 
$2.8 


beer 
for t 


M 
“tl 
stan 


you 
you 


Mr. 
cert: 


haley 
of the 


tment 
ach to 


lly all 
d Mr. 
ingly, 


nt are 
2V are 


ian, [ 
ly de- 


know 
rth in 


9. 


ril 19, 
juency 
cy. 

it said 
» long: 
n toa 
n pay- 


us was 
, 1960, 


.pril 1 
seizure 
19 the 
it that 
rior to 
ve de- 
t least 
rgency 
ticular 


ecount 
utes a 


ys, Mr. 


on the 
pjation 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 709 


knew that the record owner of all the borrower's stock had executed 
a trust agreement early in 1959 for the benefit of certain creditors, 
among Whom was the association, and that in July 1959 all or nearly 
all of the property of said record owner, including the stock in the 
horrower corporation had been attached in suit for approximately 
$2,800,000.” . 

Was the Board aware of the fact that the amount of the suit had 
been reduced by order of the court to $1,543,000 and bond executed 
forthat amount ? 

Mr. Hatnanan. That, Mr. Chairman, I understand was at a sub- 

yent date to the time referred to in this particular 

Mr. Moss. Oh, well, then let me read perhaps and you will under- 
stand this better. If you say as of July 1959 this existed, and then 
you didn’t look to the current situation before seizure; is that what 
you are trying to tell me? tas 

Mr. Hatyanan. No; that isn’t what I am trying to say at all, 
Mr. Chairman. I think what I am trying to say generally is that 
certain actions or certain knowledge should act as warning signals. 

Mr. Moss. I see. Now what kind of warnings do you have? Are 
those defined by regulation ? 

Mr. Hatianan. No; of course they aren’t defined by regulation. 

Mr. Moss. Well, why say of course they aren’t. You tell me that 
certain things act as warnings to you, and if you are regulating as 
you are supposed to regulate, I might go along with you, but to 
take it as a matter of settled principle that of course they do, I point 
out that in your handling of the business of this Board there is no 
“of course,” excepting that we might expect that of course we are 
tolerant; we are patient; of course we don’t regulate. Those I will 
agree With you on. 

Mr. Hatinanan. Well, I didn’t say that. 

Mr. Moss. When you say of course these are signals or of course 
they are not under regulation, this is such an unorthodox operation 
that I don’t think we want to try to agree upon any settled principles 
for your regulation, because they are not discernible from this record. 

What kind of signals go up when in July a suit existed and the 
court subsequently acts to reduce the amount? I understand the 
whole thing has been settled now. Did you examine into the merits 
of the suit? 

Mr. Hatnanan. I think that the area that you are speaking about 
issimply this: If a substantial borrower of yours has known difficulties 
of this character, it might be prudent to go slow with respect to the 
extension of further credit. 

Mr. Moss. Well now, known difficulties of what type? Known 
difficulties of somebody suing them? Many people have suits pending 
against them. Don’t you look at the suit ? 

Mr. Hattanan. Yes; I think that 

Mr. Moss. Don’t you try to consider the merits of it as to whether 
there is any probability at all, even remote, that those suing might 
prevail? Did you do that, or are you acquainted with the merits, 
the facts of the suit? 

Mr. Hattanan. I think that in this particular area, as I say, 


oe of the questions—and I am not talking about just a case, I am 
talking about 
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Mr. Moss. Oh, let’s do talk about this case. That is the one I ap 
interested in. I am not now interested in any others. 

Mr. Hazanan. I realize that that is the interest of the chairman, 
and I don’t like to restate, as has been stated many times before, 
that these are matters that subsequently will have to be 

Mr. Moss. Oh, by all means state it 

Mr. Hatianan (continuing). Passed upon. 

Mr. Moss. It makes the record much more interesting. 

Mr. Hatitanan. But I wanted to comment in just a manner with 
respect to what the lenders should take into consideration. 

Mr. Moss. What do lenders take into consideration? And is this 
a matter of policy you have arrived at from your extensive back. 
ground in acting in the role of lender? 

Mr. Harianan. Well, as the chairman knows, I don’t have an 
extensive background in—— 

Mr. Moss. I know it. I would therefore expect that you might tel] 
me about the matter of the legal issues involved in the suit rather 
than the principles which should govern a prudent lender. 

Mr. Hatianan. Although we in the Board have a fairly extensive 
experience with respect to borrowing from the money market, I think 
what your question basically addresses itself to is this: 

What should a lender take into consideration when he is making 
commitments to advance substantial portions of his own funds with 
respect to any particular borrower? 

The things that he should take into consideration obviously are 
those matters which might impede or impair the borrower’s ability to 
meet his obligations with respect to the particular loans involved, 
whether attachment suits or other legal proceedings bear on this 
matter, I think is one which is well recognized with respect to lenders 
generally. 

I appreciate the fact that in particular cases they might have a 
greater or lesser effect with respect to the particular loan under con- 
sideration, but nevertheless I think one would agree that as a basic 
and fundamental proposition, when substantial sums are involved, 
that all of the care and prudence that can be exercised should be 
exercised. 

Mr. Moss. Well, do you have to have a case to file a suit? 

Mr. Hatxanan. No, sir. 

Mr. Moss. You don’t, do you? You could do it as a nuisanee, 
couldn’t you? 

Mr. Hatitanan. You could do it as a nuisance, that is correct. 
Attachments I think fall in a somewhat different category, however. 

Mr. Moss. Were you aware of the trust agreement exec uted in con- 
nection with the Whaley interests in June of 1956? 

Mr. Harianan. In June of 

Mr. Moss. Yes; June 29, 1956. It was placed in the record here. 

Where is that trust deed ? 

In a matter of that type, don’t you look somewhat to the nature of 
the security or the collateral, the overall financial position of the 
borrower for a determination as to whether or not you would be dis 
suaded from further loaning to him while a suit might be pending! 

Mr. Hatrianan. All of those factors are involved, Mr. Chairman, 
as I have enumerated them. The effect on the borrower’s ability to 
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erform or the possible effects on this ability to perform certainly are 
matters that have to be taken into consideration. 1 

Mr. Moss. It is not inconceivable that there are certain types of 
considerations where further loans strengthen the position of an 
institution 1n protecting its money than might be true if it withheld 
additional credit. 

Mr. Hatitanan. With respect to new loans on—altogether new 
Joans? I don’t offhand see, Mr. Chairman, how that would have a 
bearing. 

Mr. Moss. You don’t. Well, there again we can disagree. 

I have seen instances where sometimes the best cure was a little 
more money, a little more credit, prudently granted. 

Mr. Hatianan. I assume that your remarks were meant to refer 
toextension of existing loans, w ere they not ? 

Mr. Moss. Oh, no; sometimes you would have to go beyond that. 

Mr. HaLtLAHANn. I can’t necessar "ily agree with you. 

Mr. Moss. I know of instances where seriously delinquent borrowers 
have been given more credit in order to try to make them a little 
more stable, bail them out. 

Mr. Hattanan. Those matters I am sure all would have to relate 
tothe facts of a particular instance. 

Mr. Moss. Now, in this instance you say the association has failed 
tocomply with the request of the examiners to make available for their 
inspection financial statements or credit reports pertaining to said 
corporation or the record owner of its stock. 

I believe this is the instance where a report was missing from the 
file and there was assurance given that an attempt would be made 
to resecure the information and make it available to the examiners. 

Do you know whether or not that is true? 

Mr. Hatitanan. I believe that Mr. Gregory testified to that. 

Mr. Moss. He testified under oath and under subpena to that effect. 

Do you know whether that is true, though ? 

Mr. Hatnanan. To the best of my knowledge, Mr. Chairman, with 
respect to the item in the charges relating to financial statements, that 
charge speaks for itself. 

Mr. Moss. To the best of your knowledge, it is what? I couldn’t 
hear you at that point. 

Mr. Hatnanan. I said to the best of my knowledge, the statement 
inthe charges with respect to financial statements—— 

Mr. Moss. Is that what I asked you about ? 

Tasked you about Mr. Gregory’s statement, whether you thought 
ittrue or false. 

You say your charge—you say it speaks for itself. 

You said it failed to comply with the request of the examiners, not 
the request of the Board but the request of the examiners to make 
available and Mr. Gregory says that he discovered it missing from 
the file, indicated to the examiners they would attempt to secure the 
information : again for them. 


Mr. Hannanan. I think that is a factual matter which will have to 
be decided. 
You are asking me to decide it at this moment, and I say I am not 


a to decide that. at this moment. It would be improper for me to 
080, 
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Mr. Moss. Well, inasmuch as it reflects a conflict of testimony here, 
I suppose that I will have to undertake to develop that fact myself, 

I could subpena all of your examiners and put that question to 
each of them. 

Would you suggest that that might be the best way of getting it? 

Mr. Haxtiauan. Well, I think the administrative hearing, Mr, 
Chairman, will bring these matters out into sharp focus. : 

Mr. Moss. I am not interested in the administrative hearing, Mp, 
Hallahan. 

Mr. Hatitanan. Nonetheless, Mr. Chairman, there is one set, as you 
know, and one of the purposes of the hearing is to—— 

Mr. Moss. I only have hearsay on that. I see no order on it, 

Mr. Ha.ianan. It is hearsay that it has been set ? 

Mr. Moss. That is only hearsay as far as I am concerned. 

Mr. Hatianan. It has been set. 

Mr. Moss. I have been told that. I don’t know that of my own 
knowledge. 

Mr. Houtrievp. Mr. Hallahan, when this particular administrative 
hearing occurs, you will at that time be presiding over a corpse. The 
institution will have been destroyed and the deposits will have been in 
major part withdrawn. It will not be a going institution, making 
loans, receiving deposits, as it would in the normal course of events, 
The institution will be destroyed at that time or shortly thereafter, 
will it not ? 

Mr. Hatxianan. Well, I certainly hope not, Mr. Holifield. 

Mr. Houtrrerp. But a prudent examination of the procedures 
which have obtained and the results which have obtained in the way 
of withdrawals and with the problems of declaration of interest rates, 
both for the first 6-month period and the second 6-month period, 
would indicate to any businessman that you will be presiding over a 
corpse, a financial corpse at that time, and so if the facts are brought 
out at that time and they don’t happen to coincide with your charges, 
here again I ask you what redress does the association have to this 
summary treatment, this drastic treatment ? 

Mr. Hatianan. I believe that we went into this particular ques- 
tion at one of the prior hearings or one of the prior sessions of this 
hearing. 

As far as I know, under the statute and the law, there would be no 
redress until the administrative procedures had run their course. 

Mr. Watinavser. Will the gentleman from California yield? 

Mr. Hortrrerp. Surely. 

Mr. Watiuavser. We have not had any testimony as to the amount 
of withdrawals after a certain date, have we? 

Mr. Houtrrevp. That is right. I don’t think so. I would like to 
have them. 

Mr. Watiuavser. Do we have any later figures on the amount of 
withdrawals? 

Mr. Wyman. We had it through June 10, I believe, $37,100,000- 
some. 

Mr. Watiiavser. I think that is so. 

Do you have any later figures ? 

Mr. Wyman. [ think I have it since that time, but it is very 
nominal. It has been running very very light, the withdrawals have, 
since that time. 
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Mr. WatiHAuser. I presume you could get the amount and put it 
in the record ¢ 

Mr. Moss. Yes, if you would like to make that request. 

Mr. WatLuAuser. I would like to make that request. 

Mr. Moss. You want it up to what date? 

Mr, WatiHaAvser. Well, the latest date for which he has a report, 
which would probably be last Friday, I suppose. 

Mr. Moss. All right, the committee wants the list of withdrawals 
through the close of business on Friday, last. 

I would imagine the period as of the 1st of July would be reflective 
of the greatest difference. 

Mr. WaLLHAuseR. Because of the dividend. 

Mr. Moss. Because of the dividend. 

Mr. Wyman. I have it through June 17, Mr. Chairman. The total 
withdrawals through June 17, cumulative, $37,086,583. 

Mr. Moss. I will ask that the figure be supplied at the end of the 
4th, at the end of the 31st, and at the end of the 6th of July for the 
record as quickly as they are compiled, and that they be directed 
to me. 

Lam particularly anxious to see the withdrawals following the 1st 
of July. 

Mr. Wyman. I should have that today, through the 24th. 

Mr. Moss. Well, would you supply that for us, and, as I say, we 
want the other figures for the 2 weeks following the 24th, because 
we want to see what happens after the Ist of July. 

Mr. Cretcnton. Mr. Chairman, what dates did you say in July? 

Mr. Moss. The end of the first week in July. 

Mr. Creiantron. Thank you, sir. 

Mr. Houirretp. Mr. Chairman, I also ask that you ask for the status 
of the deposits on July 10, because I note in the ads soliciting savings 
accounts that funds deposited before July 10 in various associations 
will be given credit on interest as though they had been deposited 
on July 1. 

Mr. Moss. All right, we will make that request. 

Mr. Houirrerp. And that would be a normal procedure in the in- 
dustry for deposits to be withdrawn and reinvested before July 10 
in those institutions that offered that 10-day bonus on interest. 

(The following information was supplied :) 


Lone BEACH FEDERAL SAvines & LOAN ASSOCIATION 


Withdrawals and balance of share capital 


Cumulative withdrawals, Apr. 25 through June 24, 1960____________ $37, 351, 209 
Share capital balance June 24, 1960___________________________- _ 61,811, 210 
Cumulative withdrawals, Apr. 25 through July 2, 1960 (includes 

charge-out as of June 30 of share loans totaling $4,950,352, of 

which $1,670,492 were outstanding Apr. 22, 1960)_______________ 46, 114, 815 
Share capital balance July 2, 1960__ Backes Mocs: Neteso lucas uss ecthamamntnasen 53, 162, 688 


Cumulative withdrawals, Apr. 25 through July 9, 1960_____________ 54, 758, 909 
Share pin balance July: %& 1960... 2 cunt db ibplich her 44, 736, 120 


Cumulative withdrawals, Apr. 25 through July 11, 1960__ 


_.... 60, O86, 815 
Share capital balance July 11, 1960 


eatinbi ii taateaaiaeigi) Se 
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Mr. Moss. Well, are there any other questions on item (g) ? 

Now we goto item (h). 

Said association’s books and records fail to reflect its true financial condition 
and the Board is unable to ascertain therefrom whether its assets are more 
less than its obligations to its creditors and others, including its members, 

When did the Board first learn that the books of the association 
failed to reflect its true financial condition? Did the books in 1949 
reflect the true financial condition ? 

Mr. Hatianan. I would have to ask Mr. Wyman to answer tha; 
question. 

Mr. Moss. Mr. Wyman, did the books in 1949 reflect the true finan. 
cial condition ? 

Mr. Wyman. Well, it was not correctly reflected at that time in that 
the association was showing as an account receivable $304,000 which 
had been paid out of funds deposited in the registry of the court for 
attorneys’ fees and $163,000 of that disbursement from those funds 
had been expressly authorized by the court and there was no reserye 
against the account carried as receivable. 

So to that extent, the books did not at that time reflect the true finan. 
cial condition of the association. 

Mr. Moss. Did they reflect the true financial position of the asso. 
ciation in 1950? 

Mr. Wyman. Could I have that read back? 

(Question read.) 

Mr. Wyman. To the best of my knowledge, there was no change in 
that matter between 1949 and 1950. There was no examination made 
in 1950. 

Mr. Moss. Well, how about 1951? 

Mr. Wyman. There was no examination in 1951. 

Mr. Moss. 1952? 

Mr. Wayman. There was no examination in 1952. 

Mr. Moss. 1953? 

Mr. Wayman. There was an examination in 1953. 

Mr. Moss. Now, I am to understand that in 1949 examination 
showed that the books did not correctly reflect the condition of the 
company and yet there was no further examination made until 1953! 

Now, what did that disclose? Did it disclose that they reflected 
truly or they did not reflect truly the condition of the company ¢ 

Mr. Wyman. As I recall the matter at this time, there was an 
injunction against examination. I don’t recall now the date on which 
that was lifted or removed. It gets very much involved in the legal 
aspects or end of the matter which I am not too familiar with except 
just in very general terms. 

Mr. Moss. Well, what did 1953 show ? 

Mr. Wyman. Well, the 1953 examination showed the need for rather 
substantial and considerable adjustments of the association’s books 
to reflect expenses and to reflect liabilities which had not been— 
which were not at that time disclosed as liabilities. That would 
require a detailed analysis, Mr. Chairman, in order to discuss it fully. 

Mr. Moss. Was an order issued by the Board directing the associa- 
tion to conform to what it expected of the association in the way of 
accounting ? 
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Mr. Wyman. I believe one of the letters I referred to previously 
was a letter of June 10, 1954, as I recollect it now 

Mr. Moss. I said was an order issued ¢ 

Mr. Wyman. Addressed to the association with respect to the 
accounts and requesting that the accounts be adjusted so that they 
would be consistent with adjustments which the examiners had made 
for the purpose of the examination report in 1953. 

Mr. Moss. Was an order issued by the Board directing that such 
change be made ¢ 

Mr. Wyman. No, sir; there was not to my knowledge any order 
issued by the Bo: ard. 

Mr. Moss. How about 1954? Did the 1954 audit show the true 
condition of the association ¢ 

Mr. Wyman. I would like to correct the date of that letter that I 
referred to a moment ago; it was June 21, 1954, rather than June 10. 

Mr. Moss. All right, but did the 1954 audit show the true condition 
of the company ¢ 

Mr. Wyman. There was not examination in 1954. 

Mr. Moss. How about 1955, did the 1955 examination reflect the 
truecondition of the company ? 

Mr. Wyman. There was no examination in 1955. 

Mr. Moss. In 1956 did it show the true condition of the company ? 

Mr. Wyman. I would like to confer with counsel on this for a 
moment, if I may. 

Mr. Moss. You don’t know whether it showed the true condition of 
the company ? 

Mr. Wyman. I don’t have those reports. I can’t testify from my 
recollection, Mr. Chairman, as to the 1956 report. I don’t have the 
report. I don’t have any summary of it, and I wouldn’t want to trust 
tomy recollection to testify about it. 

Mr. Houirrerp. Well, Mr. Wyman, you know that any series of 
annual or semiannual examinations of an institution that starts out 
with a base of accounting which doesn’t contain the vital facts that are 
required to establish a primary base to start from, you know that it 
can never be a reflected true condition of the association until that pri- 
mary base is correct, do you not ? 

Mr. Wyman. Yes, that would be true, yes, sir. 

Mr. Houirteip. So the answer is there was no time between 1949 
and the present day when the association’s books have been a true re- 
flection of its assets and liabilities because of the fact that the Home 
Loan Bank Board did not fulfill the order of the court and furnish 
an accounting which the court would accept, and there were items 
in litigation and there was controversy over the amounts of those 
items. This is known to you and it is known to every member of this 
committee, and it is known to every member of the Board, so in the 
place of equivocating, why don’t you just answer the question : : “No, 
the books did not reflect in any one year the true condition.” 

They couldn’t under the circumstances. 

Wouldn't we get along a little bit faster and a little more ace urately 
if that type of question was answered in that manner? 

Mr. Wyman. I believe that to be the case. 

Mr. Houirtevp. Of course, you do. So why equivocate, why not 
answer the chairman’s questions ? 
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Mr. Moss. The Chair merely points out that this is the third week of 
hearings. These questions have been asked before, and Mr. Wymap 
has had a great deal of opportunity to refresh his memory, and | 
merely cite it as another example of the splendid cooperation we are 
receiving in this inquiry. I cannot recall a less cooperative agency 
before any committee on which I have sat in my four terms, and ] 
have sat on quite a number of investigative hearings. 

Well, Mr. Wyman, do you have any knowledge on 1957? 

Mr. Wyman. Which one, sir? 

Mr. Moss. 1957. 

Did the books at that time correctly reflect the true condition of 
the association ? 

Mr. Wyman. Well, the same statement with respect to the others 
would apply to that one, also. 

To the best of my knowledge and belief, they did not reflect the 
true condition. 

Mr. Moss. Then would that be true of each of the years, up to and 
including the present ? 

Mr. Wyman. It would be true, yes, I would say so. The last com- 
plete report of examination we have is in 1958. 

Mr. Moss. Who pays the cost of examinations made under the au- 
thority of the Federal Home Loan Bank Board ? 

Mr. Wyman. It is billed to the association. The association pays 
the cost. 

Mr. Moss. And how much has this association been billed, we will 
say, over the period of the past 10—well, you said there was an in- 
junction against them at that point—the last 7 years / 

Mr. Wyman. That I don’t know, sir. The Division of Examina- 
tions or the Board’s Comptroller would have to assemble that in- 
formation. 

Mr. Moss. Mr. Walters, do you know how much ? 

Mr. Watters. It would have to be assembled. 

I do have some figures on the more recent ones, but I do not have 
the answer to your question with me, no, sir. 

Mr. Moss. And how much has been incurred in the way of ex- 
pense in connection with the examination underway since January, 
culminating in seizure on April 19? 

Mr. Watrers. That material has been turned over to the legal de- 
partment. I do not have a copy of it, but from memory, it would be 
approximately $30,000. 

Mr. Moss. About $30,000 for this most recent incomplete exam- 
ination ¢ 

Mr. Watters. That is right. That is within $500, one way or the 
other, as I recall it. 

Mr. Moss. Well, how much, then, for the last 7 years, including 
the most recent liability for this type of examination ? 

Mr. Watters. I would prefer to get that figure from the Comp- 
troller before I put it into the record, Mr. Chairman. 

Mr. Moss. All right, we will hold the record at this point to receive 
it, and I would like at the same time to receive the figure for exam- 
inations incurred in at least five other institutions of comparable 
size. 

Mr. Watters. Yes, sir. 
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Mr. Moss. And I would like that compiled as quickly as possible. 
Mr. Warers. It shouldn’t take very long to do that, sir. 
(The following information was supplied :) 


Cost OF SUPERVISORY EXAMINATIONS OF LONG BEACH FEDERAL SAVINGS AND 
LOAN ASSOCIATION, 1953 To 1959 


Date of examination: Cost 
ES Be in meat cip ty tis ava saietan mii enema its emi as Seouo eeiietiaibitoly $40, 520. 00 
Sc RA svericnin akinesia cpeanaeiaiices picts teniaingibaeniialliciaai 30, 030, 00 
a aa aa atin ge oo gs Shc nda ntl eam Le. 'N1S7OSe, 75 
Oy i sacl ag acon ce a ae tare a a as 28, 509. 00 
SE TIDE, sosriensesicrvrtrsienineaineeep io enidengeinninacainntenateanermanhuteantiod 5, 096. 00 
SED casitccncmendngestaccogiieliiinlinaiusdatiiaimedidiamiei tae 416. 00 


1gupplemental inquiry. 


Cost OF SUPERVISORY EXAMINATIONS OF SELECTED INSTITUTIONS, 1953 To 1959 





Loyola Federal Savings & Loan Association, | 


Baltimore, Md 18,695! $7,481] 7,366] 19,311] 


1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 
————_ amen 102 wae ee stat ‘guaeew er | — 
First Federal Savings & Loan Association of 
Rochester, N.Y i $8, 7 $8, 830 0' $9 


tiga 

$9, 863} 060K $13, 204 $14, 071 

n Associa- | 11, 448} 11, 204 
Midland Federal Savings & Loan Associa- | 
= & Toan | 5,736) 26,916) 5, 467 
Lincoln First Federal Savings & Loan Asso- | | | 
dation, Spokane, Wash 0} 6,065) 12,726] 13,655, 8,928; 11,362] 16, 292 
Western Federal Savings & Loan Associa- | | 
tion, Los Angeles, Calif 0| 4,390 4,028] 4, 502] 
Ninth Federal Savings & Loan Association | 
of New York City, N.Y-.-..---------.---- 0} 4,370 0} 4,951 


tion, Denver. Colo 8,114] 6,334) 9,118] 5,784 


2 0 5, 661 6, 123 


4,998} 5,472] 6, 162 





!Completed Jan 2, 1958. 
‘Completed Feb 5, 1959. 


Mr. Moss. Mr. Hallahan, we seem to have another one of these 
very interesting charges where we have demonstrated that the Board 
has unusual patience. At no time when it was part of the charge of 
1946, part of the charge in 1949, at no time in all this period have 
the books correctly reflected the true financial condition, thus enabling 
the Board to ascertain therefrom whether the assets of Long Beach 
were more or less than its obligation to its creditors and others, in- 
cluding its members. 

This is a serious situation, its inability to deduce from the books 
the true condition of a company which builds up to $96 million in 
size; isn’t this rather alarming? 

Mr. Hatnanan. It is a serious situation, Mr. Chairman. 

Mr. Moss. No order ever issued during all these long years, 14 
long years. 

Mr. Hatianan. I believe Mr. Wyman 

Mr. Moss. Oh, he said there was a supervisory letter. 

lam talking about an order. Where one fails, you have the power 
touse the other. You have not done so for 14 long years, until you 
suddenly discover, “Holy smokes, this is an emergency.” 

And I point out again, I point out, this is in the nature of the 
other charges reviewed here today, and it would almost look as 
though by design it was your will that an emergency finally be 
created, because at no point, at no point have you once acted with 
the authority of the Board to require conformity to good practices 
if your charges have any substance or merit whatsoever. A shocking 
indictment of a Board created solely for the purpose of regulating. 
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Mr. Hatranan. Well, as I have previously stated, these matters 
were attempted to be worked out through the conference technique 
and I recognize that ; 

Mr. Moss. Fourteen years of conferences? Fourteen years of tol. 
erating unsound and unfit management, unsound business practices 
while we talk? 

You may be happy with that record, but I am terribly disturbeg 
by it. 

Now, on No. 9 or (i) : 





Said association has a management which is unsafe and unfit to manage a 
Federal savings and loans association in that its management has causeg the 
association to violate laws and regulations and engage in unsafe or unsound 
operations. 

Did you ever request replacement of a single director or officer 
of Long Beach? 

Mr. Hatianan. Not tomy knowledge, sir. 

Mr. Moss. You have in other instances, haven’t you? 

Mr. Hatitanan. Yes,sir. 

Mr. Moss. I have had information sent to me as to the actions of 
this Board when it wants to regulate, but here we have a strange mix- 
ture of patience, and I don’t know how you would define the rest of it, 
It is a challenge to the most imaginative of persons to define just 
what you have. You never once moved to replace an officer. 

Mr. Hatitanan. Not tomy knowledge, Mr. Chairman. 

Mr. Moss. Well, that conforms to Mr. Robertson’s testimony, not 
to his knowledge. 

Mr. Hatianan. Lam sure that is the case. 

Mr. Moss. When did you first become aware of the unsafe and unfit 
management, in 1947 ? 

Mr. Hatuanan. No. 

Mr. Moss. 1951? 1955? 1957? 

Mr. Hatuanan. I think that 

Mr. Moss. Did they charge it in order 2015 in 1949? Was it 
charged in order 2015? 

Mr. Creighton, you ought to know that. 

Mr. Creicuton. I do not know it, 

Mr. Wyman. September 9, 1949. 

Mr. Moss. Perhaps the unfit chairman of Long Beach could en- 
lighten us as to whether he was found to be unfit in 1949. 

Mr. Grecory. The blanket allegation of such was in the order. I 
don’t know the exact wording. 

Mr. Moss. Well, I congratulate you for your long tenure in that 
role. 

Mr. Wyman. September 9, 1949, sir. 

Mr. Hatianan. Mr. Sloane said he just looked it over and he would 
like to answer that specific question. 

Mr. Moss. Well, is he able to answer it ? 

Mr. Sutoane. Am I able to answer it ? 

Mr. Moss. Yes. 

Mr. Stoanr. Yes: the order doesn’t employ those terms, sir. 

Mr. Moss. What term does it employ ? 
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Mr. Sioane. This isitem No.4inthatorder. It says: 


Said association and its officers have committed and are committing other 
violations of law and regulations, including violations set out in the more definite 
statement submitted to said association on May 29, 1946, and have pursued 
and are pursuing a course that is jeopardizing and injurious to the interests of 
its members, creditors, and the public. 

Mr. Moss. What is the more definite statement of 1946 ? 

Mr. Suoane. Are you asking me? 

Mr. Moss. Doesn’t it refer to a more definite statement ? 

Mr. Sutoane. Yes,sir. I don’t have that before me. 

I can only assume that, as you recall, this order did provide for a 
hearing, and I suspect that in response to the order providing for the 
hearing and making certain charges, the association requested a more 
definite statement. This is purely surmise on my part. 

Mr. Moss. Well, if management is jeopardizing the association and 
causing it to break laws and to violate rules and regulations, is it fit or 
unfit, sound or unsound, Mr. Hallahan ¢ 

Mr. Hatnanan. I think, Mr. Chairman, possibly the same connota- 
tion might be placed on it. I don’t know what the specific facts were. 

Mr. Moss. We can only read it on its face, can’t we? And on its 
face wouldn’t you get substantially the same connotation from that 
as you do from your own order 4 

Mr. Hattanan. On its face, I think you could get the same 
connotation. 

Mr. Moss. Yet, from the time of that order to the present time the 
Board has never issued an order directing that the unsafe and unsound 
practices be stopped or checked ? 

Mr. Hatnanan. I don’t believe any formal orders were issued dur- 
ing that time, Mr. Chairman. 

Mr. Moss. Since 1954 you have never issued an order directing that 
this be done ; have you? 

Mr. Hatnanan. No formal orders in the sense that you are sug- 
gesting. 

Mr. Moss. An order is not informal, it is formal, isn’t it? 

Mr. HaALLAHAN. Yes; an order is formal. 

That doesn’t mean, however, and this I couldn’t tell you, as to 
whether some of the practices complained of in this particular order 
were corrected in the intervening period. I couldn’t tell you that. 

Mr. Moss. But you have not issued an order to stop those practices 
of which you are familiar and on which you base your judgment of 
unsafe and unsound policy and unfit management, and you have had 
that power. It was given to you I suppose for a reason. At the 
moment I fail to see what it has achieved, but I assume that the Con- 
gress did not idly legislate at that point, it legislated for a purpose, it 
had an objective in mind. 

Mr. Stoanr. Excuse me, Mr. Chairman, while we are on 2015. You 
requested last week, as I recall, that I make another check and see what 
was the disposition of that. I find that my memory was correct and 
that November 8, 1949, was the last official act of the Board, which 
suspended the order, and I am of the opinion that subsequently it 
probably became functus officio. 

Mr. Houtrrevp. Mr. Chairman, I don’t understand what the gentle- 
man said. I understood he used a Latin phrase, but I would like to 
have it explained. 
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Mr. Moss. Will you please explain to Mr. Holifield ? 

Mr. Houtrtetp. Did you say defunct and fishy ? 

Mr. Stoane. No; I am not quite that funny, sir. I said “functys 
officio.” On April 19, as you are aware, the Board adopted another 
order which, in effect, extinguished this order to all intents and 
purposes. 

Mr. Hoxtrrerp. On what date is that ? 

Mr. Stoane. April 19, 1960, the order which has been under 
discussion. 

Mr. Houtrreip. But in the meantime it was functus officio? 

Mr. Stoane. No; it became functus officio on April 19. 

Mr. Hortrrevp. But it lives a suspended deep-freeze life. 

Mr. Stoane. It was in a state of suspended animation ; yes. 

Mr. Hottrretp. This is very interesting. I appreciate the defini- 
tion of the Latin phrase. 

Mr. Moss. Do you have any questions on this item ? 

Mr. Watiuauser. I have no questions. 

Mr. Moss. Well, I would make an observation that at the end of—I 
think it is almost 3 weeks of hearings on this question of emergency— 
that I have seen evolve here a pattern of testimony which was most 
reluctantly given and most difficult to extract, evidence which would, 
I think, pretty soundly support the conclusion that, if an emergency 
did exist, it was an emergency of the Board’s making. 

I am not passing judgment on the caliber of the management of the 
institution. I am basing my judgment upon the caliber of regulation 
administered by the Federal Home Loan Bank Board. I think it re- 
flects an amazingly deficient type of regulation. I think it should be 
most disturbing to those regulated by it and to those who have their 
savings in the institutions so regulated, a pattern of overly indulgent 
tolerance for things which you by your own testimony, you and the 
Board Chairman, have characterized as serious, very serious, and yet 
no action despite the broad powers of the Board, no action to stop it 
until finally you seize it summarily without benefit of hearing. I 
said this morning that, in reviewing the nine charges, it would not take 
a major rewriting to have them constitute a serious indictment of the 
Board and its members. 

I have seen nothing develop in the hours following that statement 
to change my mind at all. I think that the industry regulated is en- 
titled to a firmer hand, to fairer treatment, an opportunity on matters 
of difference to test the merit of their position and that of the Board; 
and, above all, I think that the depositors or shareholders are entitled, 
in fact, to have the Board act in a manner which conserves. 

As I read the reams of publicity directed at me from Long Beach, 
not the institution, but the area, I can only surmise that the action 
taken, if the shareholders have great patience, might just barely es- 
cape disaster for the institution. But conserve it—I don’t think that 
there is any evidence that that is the effect. 

I am going to try in writing an interim report to fully express my 
concern about the manner in which this has been handled and the 
deficiency of the Board in regard to formulating policy and exer- 
cising a regulatory function as I have been led to believe it must be 
exercised to best achieve results. 
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I am not happy to have to make these observations, but to fail to 
would be to be completely untruthful to myself and to those who are 
interested in what this committee has been doing. _ 

Mr. Horirtetp. Mr. Chairman, I seek to place in the record some 

rtinent information, in regard to the rate of payment and the type 
of advertisement and I will ask that these be part of the files. The 
reading of them will be sufficient, I think as far as the record is con- 
cerned, but they will be part of our files. 

Mr. Moss. Is there objection to the request? Hearing none, they 
will be made a part of the files of the committee. 

Mr. Ho.irretp. The Christian Science Monitor under the date of 
June 22, 1960, has an ad from the Sacramento Savings and Loan 
Association, captioned as follows: 


ings earn more with insured safety, 4% percent current rate per annum. 
Saving 


And it has the insignia of the Federal Savings and Loan Insurance 
Corporation. I happen to know that that is a State chartered institu- 
tion. 

The Christian Science Monitor of Wednesday, June 22, 1960, has 
an advertisement offering 414 percent current annual rate, dividends 
paid quarterly, and I point out that dividends that are paid quarterly 
bring the interest rate up slightly over 414 percent. This is from the 
First Federal Savings and Loan Association of Alhambra, a $75 
million institution within the 50-mile service area of Long Beach. 

The Christian Science Monitor of June 22 has the Lower Merion 
Federal Savings and Loan Association of Ardmore, Pa., offering 4 
percent per annum on your savings. 

The Drei Teloeran of Long Beach has an article by the Long 
Beach Federal Savings and Loan Association, an advertisement which 
says: 

Remember savings received by the 10th of the month earn from the 1st. 


The Press-Telegram of June 22 has a savings and loan ad from 
the Federal First Savings of Long Beach, 4% percent per annum 
current annual rate, insured savings. 

The Press-Telegram of June 22 also has an ad by the Belmont 
Savings and Loan Association, current 414 percent annual rate, 
accounts insured. Belmont is only a mile or so from Long Beach. 

Los Angeles Times of June 23 has almost a half page ad from the 
California Federal Savings and Loan Association offering 414 per- 
cent current annual rate paid quarterly, from the California Federal 
Savings Association which has downtown Los Angeles offices and 
also one in Anaheim, which is just a few miles from Long Beach, 
within the 50-mile circle of service. 

The Los Angeles Times of June 23 also has the Lincoln Savings 
and Loan Association of Los Angeles, and it advertises 414 percent 
current annual rate, interest paid quarterly. Funds received or post- 
marked by the 10th of any month earn from the 1st. Los Angeles 
Times of June 23 also has an ad of the Southern Federal Savings and 
Loan Association, current rate 414 percent per annum paid four times 
a year. 

This is on Wilshire Boulevard, also in the competitive area. The 
June 23 Examiner has the Southern California Building and Loan 
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Association, 414 percent current annual return, accounts opened by 
July 11 earn interest from July 1. i 

The Christian Science Monitor of June 23 has an ad by the Cali. 
fornia Federal Savings which has branches, which has a downtown 
office in Los Angeles and many branches. It has one branch in Lake. 


| 


wood which is only about 6 or 7 miles, as I remember it, from the Long | 


Beach Federal, and it advertises 414 percent on savings, resources 
over a half billion dollars. 

Christian Science Monitor of June 23 also has an ad which says: 

Earn a full 4% percent per annum, interest paid quarterly, accounts ingsureq 
to $10,000, Watts Savings and Loan Association in Los Angeles. 

Watts is between Los Angeles and Long Beach. 

Los Angeles Examiner has another half page ad for the California 
Federal Savings, the same as was in the Times for the same date, 

The New York Times of June 23 had an ad on First Federal Savings 
and Loan Association of Alhambra, which is within some 23 or 4 
miles or 25 miles of Long Beach, with resources of $75 million, and 
it offers 414 percent, and they pay quarterly. 

Los Angeles Times of June 24 has an ad, Lincoln Savings and 
Loan Association in Los Angeles, which offers 414 percent current 
annual rate, interest paid ever 3 months, assets over $100 million, 
funds received or postmarked by the 10th of any month earn from 
the Ist. 

The Los Angeles Times of June 24 has an ad, Southern California 
Building and Loan Association, 4144 percent current annual return, 
accounts opened by July 11 earn interest from July 1. 

The New York Times of June 24 has a 4 percent ad for earnings. 
It is located in Bayshore, N.Y., and here is the first instance that ] 
have found where it advertises 4 percent a year paid on savings with 
a notation, anticipated dividends, beginning July 1. That is the first 
one, and that is in the New York area; that is not in the California 
area, 

Here is one from San Francisco which is also in California as you 
know, but outside of the competitive district. It offers 414 percent. 
It is insured by the Federal Savings and Loan Insurance Corporation 
and it pays 414 percent per annum for the current 6 months, funds 
placed by July 11 will earn 6 months interest on December 31, 1960— 
will earn, not may earn. 

The Christian Science Monitor of June 24 has the Boston Federal 
Savings and Loan Association of Boston, and it pays 334 percent 
perannum. That isthe first one below 4 percent. 

New York Times of Friday, June 24, has a three-column ad by the 
Great Western Savings & Loan Association in Los Angeles offering 


414 percent current annual rate and it speaks of having assets of $670 | 
5 5 


million. 
I read those into the record, Mr. Chairman, to show the pattern of 


business in the savings and loan industry in California and to show 


the type of competition that each savings and loan association has to 
face if it intends to stay in business. 

Now, I would like to have some information which has to do with 
the supervisory nature of the Board and some of the officials. I would 


like to know how many trips Mr. Wyman has made in the last 5 years | 
for supervisory purposes, when he made them, where his destination 
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was, the association that was involved, the purpose of the trip and if 
minutes were kept of that trip or any trip, did the Board have knowl- 

of them or did Mr. Wyman make these trips on his own initiative 
and who accompanied him on these trips. 

Did Mr. Ammann, Mr. Silverman, and Mr. Dougherty, or any 
others paompany him on these trips, to whom the expenses were 
charged and how much, and if speeches were made or talks and there 
isa written record of them, I would like to have copies of them. 

I would also like to have copies of articles written for any 

Mr. Moss. Mr. Robertson, will you see that that material is sup- 
plied ? 

Mr. Rozertson. Yes, sir, if it is possible to supply it. And I as- 
sume that it is. 

Mr. Houirtecp. And I would like to have that same request apply 
toMr. Robertson and Mr. Dixon and Mr. Hallahan. 

Mr. Moss. Will you see that that information is supplied, Mr. Rob- 
ertson ¢ 

Mr. Ropertson. Yes. 

Mr. Hottrrecp. Now, I would like to ask also—on these trips did 
they stay at hotels or did peed stay with individuals of building and 
loan associations? I would like to know that. 

Mr. Moss. Mr. Robertson, will you see that that is supplied ? 

Mr. Ropertson. May I say 
Mr. Hotirretp. And I would also like to ask if they charged a per 
diem ? 

Mr. Moss. Will you supply that? We will give you 

Mr. Hotirieip. The transcript will give him these questions. 

Mr. Rosertson. You said supervisory trips, that isn’t what you 
meant for Mr. Hallahan, Mr. Dixon, and me. 

Mr. Howirre.p. No, you made trips in your capacity as a Board 
member and you may have made them for the purpose of settling dif- 
ficulties. I don’t know why you made them and I would very much 
liketo have that information. 

Mr. Moss. We ask that that information be supplied as quickly as 
possible. 

(The information on travel follows. Copies of speeches made are 
in the subcommittee’s files.) 
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Mr. WattHavser. Mr. Chairman. 

Mr. Moss. Mr. Wallhauser. 

Mr. WatiHauser. At the request of our colleague, Mr. Hoffman, I 
would like to read into the record a copy of a letter that he received 
and two enclosure letters that enclose the same letter. The first one 
is from the Peoples Federal Savings & Loan Association in Monroe, 
Mich., dated June 21, 1960, and it is addressed to, “Dear Congressman 
Hoffman” : 


J am enclosing an envelope and an unsigned letter as you will see, which we 
received through the mail this morning. I thought that you should know about 
this. It would appear to me that this is somewhat of an unusual thing to be 
going through the mail and you will note that it is postmarked “Galien, Mich.” 
You may use it as you see fit. 

Respectfully yours, 
WINSTON SCHEER, Sr., President. 


and the letter says: 


Deak MANAGER: The Federal Home Loan Bank Board arbitrarily takes over 
an association without giving notice to its officers causing undue harm to all 
associations in the country and loss of dividends to the shareholders amounting 
to over $700,000. The publicity attached to the seizure of Long Beach Federal 
causes a loss of confidence in our industry and if such seizures are permitted 
in this manner, the welfare of our industry is in jeopardy. The Federal Home 
Loan Bank Board acts as prosecutor, judge, and jury, assuming powers that we 
do not believe were ever intended to be given any agency of the Government un- 
der our Bill of Rights. Our Representative, Mr. C. Hoffman, has been defending 
these powers used by the Federal home loan bank and we believe that if we 
called on Mr. Hoffman and explained our fears for our industry and the share- 
holders whose confidence we had before this seizure, it would change his position. 
The action of the Federal Home Loan Bank Board is in line with Fidel Castro’s 
seizure of all American industries in Cuba. Do we want this to continue in 
America ? 


Signed— 
COMMITTEE ON Farr PLAY. 


with nobody signing it, and the same letter was sent to him by Mr. 
Grant H. Longnecker, executive vice president of the Michigan Sav- 
ings & Loan League in Lansing, Mich., with the following enclosure 
letter : 


JUNE 23, 1960. 

Deak CONGRESSMAN: The enclosed anonymous letter as you will note from the 
envelope, was mailed from your district, Galien, Mich. and was sent to all of 
the savings and loan association managers in Michigan. Whether or not it was 
sent to others in your district, we do not know, but thought you would like to 
know of the matter. We can only surmise that it was the brainchild of someone 
from the Long Beach Federal in California and sent to one of their investors 
living in the Galien area or was devised by someone in your district as a political 
maneuver for something to follow. A copy of the letter was also sent to Steve 
Scheer, legislative representative of the U.S. Savings & Loan League in Wash- 
ington. We would like to know who instigated the communication so that if you 
have any information, we would appreciate hearing from you, especially who 
the members are of the Committee on Fair Play. With kindest personal best 
wishes and success in your bid for reelection, 

Yours cordially, 


GRANT H. LONGNEOKER, 
Executive Vice President. 
Mr. Chairman, since the Long Branch Federal was mentioned in 
this letter, I think it is only fair for me to say that I certainly don’t 
think that anybody from Long Beach Federal had anything to do 
with this, and I would just like to ask Mr. Gregory so that it will be 
59258 O—60—pt. 1——-48 
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on the record in all fairness to him whether or not you or any of yoy 
associates or anybody that you know of in the Long Beach Feder) 
Savings & Loan Association had anything to do with sending out this 
Committee of Fair Play letter. 

Mr. Grecory. I have absolutely no knowledge of it at all. 

Mr. WaLLHauser. Fine. 

Mr. Grecory. We had no prior knowledge until this morning when 
one of the folks showed us the letter and asked us if we had any knowl. 
edge of it. I think Mr. Scheer did. But that was the first time ] 
knew anything about it. 

Mr. WatiHauser. Thank you. I think that is responsive. 

Mr. Moss. The matter was brought to my attention this morning 
I think it is typical of people who send out mail without signing it, 
As you know, we get a great deal of it here on the Hill, on many types 
of issues. Usually people with courage sign their mail. F 

I would point out that there is nothing in the record at this point 
to even support the suggestion of Mr. Longnecker that it originated 
in Long Beach, Calif. It was mailed from Galion, Ohio. I have 
Thermo-fax of the envelope mailed to the Union Savings & Loan Aggp- 
ciation at 121 West Allican Street, Lansing, Mich., attention of M. M 
Andrews, president. I know of no way for the committee to act on 
this matter. I have no knowledge at the moment without some check. 
ing as to whether there has been any violation. If it were in a political 

‘ause, anonymous letters in connection with political campaigns areil- 
legal. I certainly feel that the assumption by the committee that Mr. 
Hoffman has undertaken to defend the powers used is not a correct 
statement of the position of Mr. Hoffman as reflected by the records of 
these hearings. 

There are areas where Mr. Hoffman and I disagree, but I am not 
going to underwrite the question of his motives. I think he under. 
took to the best of his ability to develop his views on the record and 
he is entitled to have those views and he has them with the full con- 
fidence over many years of the people of his district. 

Mr. Watiyauser. Well, I thank you for that fair statement on his 
behalf and I know that he will appreciate it. 

Mr. Ho uirtevp. I have a final motion I wish to make, Mr. Chair- 
man, after all business is taken care of. 

Mr. Ropack. You requested the staff to obtain information from 
the court records regarding an unsuccessful attempt by Long Beach 
Federal to obtain a stipulation regarding purchase of San Francisco 
bank stock and deposit of the stock certificates in the registry of the 
court. The staff has attempted to get that information, and it re 
quires a brief explanation if you want it at this time. 

Mr. Moss. Well, I think in order to have it inserted in the record 
where a reservation was made for it, that we should have the explana- 
tion at this time. 

Mr. Rosack. I have here, Mr. Chairman, a reporter’s transcript of 
proceedings, pages 1 to 86, in the U.S. District Court for the Southern 
District of California, Central Division, before the Honorable Peir- 
son M. Hall, in Federal Home Loan Bank of San Francisco v. Long 
Beach Federal Savings and Loan Association, No. 13979-PH Civil. 

The date is March 24, 1958; the place, Los Angeles, Calif. 
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It would appear from this transcript, Mr. Chairman, that, as ex- 
Jained by Mr. Chapman, counsel for Long Beach Federal, that as 
of that date in March 1958, the association had in the registry of the 
court Federal Home Loan Bank stock certificates in the amount of 
$608,000, and that the association was required to own additional cer- 
tificates In the amount of approximately $800,000. 

Mr. Chapman stated that in view of previous foreclosure actions 
and secret sale of association-owned U.S. bonds, at $400,000 less than 
the association offered in writing to pay for the bonds, the association 
preferred to have the bank stock for the $800,000 deposited in court, 
to stay in the registry pending foreclosure trial. Otherwise, the asso- 
ciation might be faced with foreclosure on its bank stock similar to 
the foreclosure on its bonds. 

Mr, Chapman explained to the court that it was necessary for the 
stock certificates to be in the court registry because the bank could 
foreclose on certificates held by the association. The transcript shows 
further, at page 61, that Mr. Angell, counsel for the San Francisco 
Bank, said that he thought the bank would be willing to give the as- 
sociation a statement assuring that it would not proceed against the 
bank stock in a manner which the association indicated it was con- 
cerned about. Mr. Chapman then suggested that a stipulation would 
be necessary, and the court said that that could be done without the 
presence of the court. 

Mr. Angell said, at page 57, that it is not the province of the San 
Francisco Bank to stipulate with respect to the stock, because it was 
the subject of a rule and regulation under the jurisdiction of the Fed- 
eral Home Loan Bank Board at Washington. In other words, any 
arrangements to be made, in the view of the San Francisco Bank. 
should be made bet ween the association and the Board. 

It might be in point to inquire, Mr. Chairman, whether any stipula- 
tion was ever sought and had it been sought, would it ever have been 
given. 

That goes to item No. 2. I don’t know whether you want to con- 
sider it further, item No. 2 in the charges. 

Mr. Moss. Who in the Board or on the Board or the staff of the 
Board is able to answer whether or not such permission for the making 
ofastipulation was requested of the Board ? 

Mr, Roserrson. Speaking for myself, sir, I don’t know of any. 

Mr. Moss. You know of none? 

Mr, Rosertson. No. 

Mr, Creiguton. I don’t know of any either, sir. 

Mr. Moss. Were you aware of this matter in the Federal court in 
southern California / 

Mr. Hannanan. Of the bank note case; yes, sir. 

Mr. Moss. Of the stock, Federal Home Loan Bank stock, effort of 
Mr. Chapman to secure a stipulation that if the association purchased 
the stock, it would not be subject to seizure or foreclosure by the San 
Francisco Bank ? 

Mr. Hannanan. No; I am not. 

Mr. Moss. You were not aware of that / 

Mr, Hatwanan. I don’t recall it, Mr. Chairman. 

Mr. Moss. There is already a reservation in the record for this ma- 
terial which the Chair instructed the staff to obtain. It will be neces- 
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sary to search the record and place it in the record at the appropriate 
point. 

Mr. Holifield. 

Mr. Ho.irretp. Mr. Chairman, I would like to know what kind of 
records are maintained by the Federal Home Loan Bank Board op 
personnel and employees in relation to their rae son employment 
once having left the Home Loan Bank Board. Information has heey, 
brought to my attention that many of the personnel connected wit) 
the Board succeed to official positions in regional banks and also in 
associations at certain times. I would like to ask—I am not speakin 
now, of course, of secretaries and minor clerical type of help; I am 
talking about personnel that, let us say, are in the category of earning 
$7,500 a year or higher. I would like to know how many of the 
personnel in that salary category have been subsequently placed jy 
positions, official positions in associations, once having left the employ 
of the Board. ; 

Mr. Muss. Does the Board have any means to compile that infor. 
mation ¢ 

Mr. Rosertson. I think so; if it doesn’t go back too far. 

Mr. Moss. Do you have any rule or regulation, or is there any 
statutory provision governing the employment of personnel of the 
Board after leaving the Board ? 

Mr. Rosertson. I think that is limited only to the examining 
division. 

Is that correct ? 

Mr. Waurers. There is no restriction on the examining division in 
that, respect. either by statute or regulation, to my lnevwladiag 

Mr. Moss. Well, to the extent that you are able to, comply with the 
request of Mr. Holifield. 

Mr. Ho.irrevp. Let us say for the past 10 years, in view of the fact 
that there would be very few people in that salary category, I would 
imagine. 

Mr. Moss. It would apparently be limited by the availability of 
information in the absence of statute requiring that there be some 
reporting. 

To the extent that you can 

Mr. Houirtetp. One of the reasons that. I ask this is that the record 
of previous hearings will show that the Long Beach Association was 
seized in 1946 at. Mr. Fahy’s order, and under Mr. Ammann’s con: 
servatorship, because they would not accede to the appointment of a 
Mr. Twohy from the Home Loan Bank Board’s staft as president of 
the 12th regional bank, which was in Los Angeles at that time. The 
bitterness of that personal fight precipitated the first seizure, and it 
would just be interesting to know how many other personnel ina 
high category have been foisted upon banks and associations under 
that. procedure. 

Mr. Harpanan. Mr. Holifield, you are referring to personnel other 
than examiners, 

We do have a turnover in examining—when you say “Board per- 
sonnel,” you mean Board personnel here in Washington? 

Mr. Houirrevp. Yes; I mean personnel over the salary rate of $7,500 
n year, for instance. That would narrow it down, I think, to a com- 
paratively limited group. 

(The following information was supplied :) 
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Employees with salaries of $7,500 per annum, or over, who have resigned within 
“the past 10 years to accept positions in savings and loan associations or in 
Federal home loan banks 


FEDERAL HOME LOAN BANK BOARD 


————SSeeEEeEe a eee a 


Name and position 


nes 


0, K. LaRoque, Board member 


4. C, Newell, special represent- 
J oC McBride, assistant to 
‘chief supervisor. 

1 oie Adams, Board mem- 


Brendon O’Dwyer, reviewing 
examiner. 


J, Aldrich Hall, General Counsel 


Gerald Whistler, financial ana- 
t. 
ww. McAllister, Board Chair- | 





Albert Crew, Director of Bank 
Operations. 
Ashby T. Gibbons, auditor... -.| 


R. C. Dickerhoff, financial ana- | 
lyst. | 


Jack Ferguson, financial analyst | 


Neen eee EEE 


Salary 


$15, 000 | 
10, 600 | 


8, 360 
15, 000 
8, 040 


12, 900 


10, 370 | 





Separated 


March 1951--. 


June 1953-- 


...do 


October 1953... - 


October 1955... 


June 1956 on 
September 1956 
April 1957_..... 
June 1957-. 


April 1959. ..... 


August 1959. ._- 





| To accept position of 


Reason for resigning 











| Return to Federal Home Loan Bank of 
April 1953. ..... 


Greensboro. 
To accept position of vice president, Fed- 
eral Home Loan Bank of San Francisco. 


..| To accept position of vice president, Fed- 


eral Home Loan Bank of San Francisco. 

president, Federal 

Home Loan Bank of San Francisco. 

To accept position with Enterprise Federal 
covey & Loan Association, Annapolis, 
Md. 

To accept position with Security Federal 
Savings & Loan Association, St. Peters 


burg, Fla. 
To accept sition with Federal Home 
Loan Bank of San Francisco. 


To return to San Antonio Savings & Loan 
Association, San Antonio, Tex. 


-| To accept position of treasurer, Federal 


“| 


Home Loan Bank of Cincinnati. 

To accept position of treasurer, Federal 
Home Loan Bank of Indianapolis. 

To accept position with First Federal 
ae & Loan Association, Cumber- 
land, Md. 

To — — with Federal Home 
Loan Bank of Little Rock. 


DIVISION OF EXAMINATIONS 





F. E. Haigis, district examiner. 


L. Earl Woodford, chief ex- 


aminer. 
Grover C. Kirby, assistant chief 
examiner, 


Charles Dillon, Savings and | 
Loan examiner. | 


W. E. Kamm, savings and loan 
examiner. 


John W. Kleeb, chief examiner 


William A, Patton, savings and 
loan examiner. 


Karl Schoenecker, savings and 
loan examiner. 

Thomas J. Garvey, savings and 
loan examiner. | 

Carl Mathena, savings and loan 
examiner. 

James Miller, assistant 
examiner. 





chief 


George W. Maple, savings and 
loan examiner. 


Donald H. Taylor, chief ex- 
aminer, 
Carolus D. Little, savings and | 
loan examiner. 


Ervin Berlinger, savings and 
loan examiner. 


M. G. Glissman, savings and | 
loan examiner. 


$8,760 | November 1952.| 


10, 535 
7, 570 


8, 430 


| April 1956 


8, 570 | 


12, 770 


8, 330 


8, 330 


9, 890 


September 1955. 


September 1955.| 


October 1955 


May 1956... _..-. 


June 1956....... 


February 1957...| 


October 1957 
October 1957 


November 1957. 


June 1958__..... 


May 1959 


June 1959 





To accept position with Manchester 
Federal Savings & Loan Association, 
Manchester, N.H. 

To accept position with Home Savings & 
Loan Association, Youngstown, Ohio. 
To accept position with Decatur Federal 
a & Loan Association, Decatur, 

a. 

To accept position with Community 
Federal Savings & Loan Association, 
Overland, Mo. 

To accept position with Coast Federal 
Savings & Loan Association, Los 
Angeles, Calif. 

To accept position of vice president, Fed- 
eral Home Loan Bank of San Francisco. 

To accept position with Petersburg Mu- 
tual uilding & Loan Association, 
Petersburg, Va. 

To accept position with Home Building 
Loan Association, Milwaukee, Wis. 

To — apes with Federal Home 
Loan Bank of Chicago. 

To accept position with Akron Savings & 
Loan Association, Akron, Ohio. 

To accept position with Citizens Federal 
Savings Loan Association, Bellefon- 
taine, Ohio. 

To accept position with Franklin Federal 


——- Loan Association, Columbus, 

io. 

To — ae with Federal Home 
Loan Bank of Cincinnati. 

To accept position with First Federal 
Savings & Loan Association, New 


Smyrna Beach, Fla. 


To accept position with Dollar Federal 
Savings & Loan Association, Columbus, 
Ohio. 

To accept position with Home Mutual 
Savings & Loan Association, San Fran- 
cisco, Calif. 
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Employees with salaries of $7,500 per annum, or over, who have resigned Within 
the past 10 years to accept positions in savings and loan associations op in 
Federal home loan banks—Continued 





—_ ee 
Name and position | Salary Separated Reason for resigning 
ane - ee —— prensa 
R. J. Strecker, chief examiner..._| $12,770 | July 1959_- To accept position of vice president F 
| eral Home Loan Bank of Pittsburgh Pa 
R. E. Reimer, savings and loan 8, 570 .do | To accept position with Home Savings 4 
examiner. Loan Association, Rockford, I}. : 
E. T. Westgaard, savings and 9, 890 | September 1959__| To accept position with Clearfield Federal 
loan examiner. Savings & Loan Association, Philade| 
| _ phia, Pa. ’ 
R. G. Kellenbach, savings and | 9, 890 | October 1959 | To accept position with Federal Home 


loan examiner. | | Loan Bank of Portland. 


LL i 
FEDERAL SAVINGS & LOAN INSURANCE CORPORATION 


Robert C. Rush, special repre- | $10,280 | October 1956 To accept position with Federal Home 

sentative. Loan Bank of New York. 

Tull Ryall, financial analyst -| 7,510 | September 1958_.| To accept position with Northern Virginig 
| Savings & Loan Association, Arlington 
| Va. : 

| | 





Mr. Houtrtetp. Now, Mr. Chairman, is there any further business 
before the committee? If not, I would like to make a motion. 

Mr. Moss. All right, Mr. Holifield. 

Mr. Hourrreirp. Mr. Chairman, it is desirable to recess this particu- 
lar series of hearings because of the burden of legislative Salil 
during these last few days of Congress just before adjournment. 

It is, also, in my opinion, advisable to make an interim report on 
the testimony received during the past few weeks. I therefore move 
that we recess the hearing at this time and have the staff complete 
the interim report; also that this record be held open so that the staff 
‘an. check the exhibits and information which come to us as a result 
of our requests and to analyze them during the time when Congress is 
adjourned, as quickly as they receive it, for the further information 
of all members of this subcommittee. 

And I move further that the chairman of the subcommittee be 
authorized to reconvene the subcommittee at a time and place of his 
choosing for the examination of additional witnesses and documents 
of pertinence to the activities of the Federal Home Loan Bank Board, 
its subordinate departments, and its employees. 

Mr. Moss. You have heard the motion. 

Are you ready for the question / 

Is there any objection tothe motion ? 

Hearing no objection, the motion carries. 

Do I understand that you are asking that we recess the hearings! 

Mr. Houtrrevp. At this time. 

Mr. Moss. The hearings are now recessed. 

(Whereupon, at 4:52 p.m., the subcommittee adjourned. ) 
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Federal gxnibit A-1--Insurance Premium Notice from Federal Savings and 
hiladel. foan Insuran Corporation, Washington, D. C., to Long Beach 

Home Federal Savings and Loan Association, Long Beach, Calif., 

November 23, 19 
ited FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 
l Home 
Virginia be 
lington, 
INSURANCE PREMIUM NOTICE 

. Note:-Your cancelled check is your re- 

siness ceigt. No other form of receipt will be 
7 furniehed unless requested Make chect 
cs » 4 payable to FEDERAL SAVINGS AND LOAR 
INSURANCE CORPORATTOR. 
ong Beach Federal Savings and Loan Association 

. A ewe To aseure proper cred retern yellow 
rticu- i” teen Rv copy of this notice with check tx 

2 Leng Beach, California Comptroller, Federal Sevings and Lom 
siness lngurance Corperation, 101 indiame Ave- 

S nee, N. W., Weshingtes 25, D. C 

be L a 
rt on 


MOve | |igurance premives payable for period June 5, 1948 to December 5, 1960 In accord 
plete | \mce with provisions of Title IV of the National Housing Act, #3 amended, and 
» staff les and Regulations for Insurence of Accounts. 


result Pest @ue premives from June 5, 1948, to December 5, 1959 $550,411.99 

ress 18 

ration frentum for the year beginning December 5, 1959 017,22* 
Tota! premiums due $639 , 429.2! 

ee be 

of his 


ments | |e Payment of $4,508.61 of this amount may be deferred enti! June 5, 1960. 

soard, te: All premium computations subject to adjustment upon determination of actual 
share and creditor liabilities of the Long Beach Federal Sevings end Loan Assoc!- 
ttle. The above amount of prenlums due is exclusive of interest on pest due 
emvats. 
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Exhibit A-2--Long Beach Federal litigation, analysis of cash in 
court, including insurance premiums, February 26, 1960 


A LONG BEACH FEDERAL LITIEATION 
ANALYSIS CF CASH tw Covent 
FEaRVALY 26, /9J60 
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Exhibit A-3--Court Decision in the Superior Court of the State of 
California in and for the County of Los Angeles re Federal 
Home Loan Bank of San Francisco vs, Long Beach Federal Savings 
and Loan Association, No. 59702, October 19, 1959 


CHAMBERS OF 
Che Superior Court 
LONG BEACH 2, CALIFORNIA 


JOSEPH M MALTBY UDGE 


October 19, 1959 


Chacles K, Chapman 
Aitorney at law 

910 Ocean Center Bldg. 
Long Beach 2, California 


Philip H. Angell, Esq. 
200 Bueh St. 
San Prancisco |, California 


Sylvester Hoffman, Eeq. 
215 West Sth St. 
Los Angeles 1;, California 


Gentlemen: Re: Federal Home Loan Bank of 
San Yrencisoo, versus 
Long Beach Federal S"vings 
and Loan Association, 
No. 597402 


Enelosed herewith its Decision in the above- 
entitled action. 


Very truly yours, 
, \ \ AA WM Ow 


Jo ap NM, Maltby 

Jucgd of the Superior Court 
JMM:cs 
Enel(1) 
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3 | IN THE SUPERIOR COURT OF THE STATE OF CALIFORNIA 
9 | IN AND FOR TiE COUNTY OF LOS ANGELES 
w| --000-- 


11} FEDERAL HOME LOAN BANK OF SAN FRANCISCO, 
| NO. 597402 


DECISION 
1. General Demrrers | 


14 | Vv. 

| 2. Special Demurrers | 
15) LONG BEACH FEDERAL SAVINGS AND LOAN 

| 3. Motion to Strike 


1¢| ASSOCIATION, a Corporation, 


12| A Corporation, 
13 | Plaintiff, 





19| Plaintiff contends that since defendant answered the first | 
2 | four causes of action of a prior pleading that it cannot now demur | 
21) to the first four causes of action. 

22 | The answer is that the complaint as supplemented and 

23 amended becomes a new pleading and may be answered or demurred to 
as an entity as the defendant may elect. The @efendant has elected | 
| to file (1) general demrrers, (2) special demurrers, (3) motions 


| 
a | to strike. 
| 











It will not be necessary for me to consider the special | 
demirrers and the motions to strike because I believe the general | 
9 demurrers are well taken and should be sustained. 
%0 | Generally speaking, plaintiff and defendant are part of a | 
Sl) Federal Banking Institution and ample machinery has been set up in 

32! the statutes creating them to settle their internal affairs, | 
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| 


including differences, among themselves without resort to the county 
Broadly considered, plaintiff is the parent institution, 


|\defendant its offspring. Being created by statute, plaintiff is 
|| Subject to the jurisdiction and control of the Federal Home Loan 


Benk Board. As I read the statutes, any major operations must hay 
the approval of the Board. I would consider the borrowing of 
$6,300,000.00 by a conservator a major operation. I would also 
consider that the parent bringing suit against its offspring for, 
|jsubstantial deficiency judgment is a major operation. 

I am not at all sure that the Board couldn't order 


|\defendant to pay to plaintiff any monies due and owing fron 


\defendant to plaintiff - the amount to be determined by the Board, 
an order made by the Board for its payment - then if not paid 


presumably authority would be given plaintiff to resort to court 
action for its collection. These are steps precedent to the bringin , 
of the present action. There are no allegations in the complaint 
that any of these steps vere taken. 





In Woodward vy. Broadway Federal Savings & Loan Associstin, 
i112 Cal. App (2d) 218 the Court says: "Where an administrative boy 


is provided by statute relief must be sought from the administrative 


body and this remedy must be exhausted before the Courts will act. 


| 
| 





tion of administrative remedies is a jurisdictional pre- 
requisite to resort to the Courts." 
This doctrine is also clearly emmerated in People, etc., 3 
(Const Federe) Sevings & Loan Asscoiation, 98 Fed. Supp. 311. 
From 1939 to the present time there has appeared in the 
statutes passed by Congress a provision that: “The Board may order | 
hearing in connection with the consideration of any matter arising 
r any provision of the rules and regulations.” Apparently it is 
mandatory that a hearing be called by the Board but at least it 
ould have the refusal of a request for e hearing. 
Even the notes contained a provision including the "rights, 
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1 | powers and privileges conferred upon the Federal Hame Loan Bank 

2| Board and/or member banks by the Federal Home Loan Bank Act, etc." 
3 | Why incorporate this provision unless it has same significance? Tg 
4 || answer seems obvious, viz., to advise the parties in the loan 
5 |\transaction that the statute applied to the loans. These notes 
6 || then became a statutory obligation and the statutory requirements | 
1\| for any liability on the notes mst be set forth and there must be | 
8| an allegation that they have been complied with. I am not satisfied 
that the conservator had authority to execute the notes to begin | 
10 with. The law provides that the conservator “may, with the erpeoved 
ll | of the Federal Home Loan Bank Administration, and on terms and 
12| conditions approved by the Federal Home Loan Bank Administration, | 
13 | borrow money, etc." Perhaps such approval was obtained but there 
14 | is nothing in the pleadings about it. 

16 | Counsel for plaintiff argues that the demrrer admits 

16 the execution of the notes. Even so, defendant can and does raise | 


17 || the issue of the authority of the conservator to execute the notes. 








18 | The authority to sue and to employ attorneys is subject tq 
19 the approval of the Board. No such spproval is alleged. 
20 | I am not impressed by the argument of defendant that the | 


al | causes of action are barred by the Statute of Limitations. I make 


2 | no ruling upon that issue. If and vhen the time to answer comes, | 
defendant may always reise that issue by answer, 
It is my considered opinion that the t time is near to end 


this litigation vy sustaining demurrers without leave to enend. Tt 


a 





ee Ree A 


Hovever, I cannot do that at ‘this time 1 because, } properly pleaded, 


~—— —_— « NE eee 














the allegations in the pleading could constitute @ cause of ectian. 


oN eee 


8 3: & & 





en -- 


However, I do reccumend to vhatever Court may again 7a 
SE . 
% | consider plaintiff's new complaint (should plaintiff 6 Slect to 





%0 “wmend ) ‘and demurrer thereto that it be sustained 1 without leave to 


me in 


‘1 |"Saend unless plaintifr in the new pleading alleges that it has 


82 whats its administrative remedies before the date of ‘filing 
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this complaint March 27, 1952, and states how and in what manner 


a nnenmmnencesil et OO 


pial ain eattilomepnnnitagtesie ee 
it has complied with the statutes. 





The general demurrer as to each of the causes of action o 


the complaint as supplemented and amended is sustained and the 
plaintiff may have 40 days fran November 1, 1959, in which to amen 
its pleadings to conform to this opinion. 

The Special Demurrers and Motions to Strike are ordered 
off calendar. 

DATED: October 19 , 1959. 


JOSEPH M 
rior 


| 
| 
| 
| 
| 
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Exhibit A-l--Excerpt from Examination Report by the Federal 


Loan Bank Board of the Long Beach Federal Savings and Loan 


Association, November 17, 1958 


Depreciation 

No. Description Book Value Reserve 
1620 Furniture, Fixtures & Bquipmeat $127,613.68 $53,131.12 
1621 Furn., Fix.6Equip. Hotel Rolston 3,360.99 3,360.99 
1622 Office Automobdiles 41,880.93 32,014.93 
1625 Vault Equipment 65 543.55 7,903.19 
Total $228,220.05 $2640.23 


In connection with furniture, fixtures and equipment purchases Mr. 
the association's accountant, stated that as a general rule, items 
amounting to $50 and over were capitalized and items less then $50 
were charged to current expense. 

8. Other Assets 


Accounts Receivable 


Home 


—Het Value 


$74 482.5 
-0- 

9,866.09 

57,640 4 


SLi 


Cox, 


Accounts receivable totaling $3,302,085.58 are summarized as follow: 


(1) Funds impounded io U. S. 


District Court 


Amoun 


t Slow 
$3,098, 317.21 


ets 
$1 896,470.42 


(2) Conservator's expense 
(litigation expense) 181,002.51 181,002.51 
(3) Accounts Receivable, subject 
to litigation 20,232.60 20,232.60 
(4) Accounts Receivable, Other 2,533.26 602.54 
Ree = 32.028.208.07 
(1) Fwads I din U.S. 
District Court 
(a) Paid into U. S. District Court on 
(1) Lean interventions $1,641 ,040 .46 $1, 360,125.33 


(if) Home owners action No. 17133 
(i114) Attorney's fees action Mo. 17153 


52,428.14 
50,000 .00 






‘ 486,345.09 
(v) GSetel Rolstoa Lease Rents , 203.52 
(vi) Deposit fer F.H.L.B. Steck 800 ,000 .00 
Total paid into U.S. District Court $3,048, 317.21 1,846 470.42 


(b) Funds held by U.S .District Court 
Cashier's check No. 68934 dated 
5/20/46 payable to Robert Wallis 


$0,000 .00 


Total funds impounded in U.S. District 


Court $02.2, dab2Gb20.02 
(2) Censervator's Expense (litigation expense) 

Total Conservator's expense from page 

168 examination report of 7-31-57 $167,653.86 $167,653.86 
For the period August 1, 1957 to Mov. 

17, 1958 transactions are summarized 

as follows: 

Services of U.S. Marshall (net) 1.27 1.27 
Transcripts of cases 1,007.77 1,007.77 
Photostate and copies of documents 325.28 325.28 
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Exhibit A-5--Interpleader Provisions of Title 28, United States 
Code, and 1957 Federal Rules of Civil Procedure, and excerpt 
from Supreme Court decision in Dugas v., American Surety Co., 
300 U.S. bik, 81 L. Ed. 720 (1937) 


§ 1335. Interpleader 
Valve (a) The district courts shall have original jurisdiction of any 
1482.54 civil action of interpleader or in the nature of interpleader filed by 
a ‘ any person, firm, or corporation, association, or society having in 
+ his or its custody or possession money or property of the value of 
866.09 $600 or more, or having issued a note, bond, certificate, policy of 
540.4 insurance, or other instrument of value or amount of $500 or more, 
or providing for the delivery or payment or the loan of money or 
ehh.) . property of such amount or value, or being under any obligation 


written or unwritten to the amount of $500 or more, if 


(1) Two or more adverse claimants, qf diverse citisenship as de- 
, fined in section 1382 of this title, are claiming or may claim to be 
entitled to such money or property, or to any one or more of the 
benefits arising by virtue of any note, bond, certificate, policy or 
other instrument, or arising by virtue of any such obligation; and 
if (2) the plaintiff has deposited such money or property or has 
paid the amount of or the loan’or other value of such instrument er 
the amount due under such obligation into the registry of the court, 
there to abide the judgment of the court, or has given bond payable 
to the clerk of the court in such amount and with such surety as 
the court or judge may deem proper, conditioned upon the compli- 
ance by the plaintiff with the future order or judgment of the court 
with respect to the subject ntatter of the controversy. 


(b) Such an action may be entertained although the titles or 
claims of the conflicting claimants do not have a common origin, or 
are not identical, but are adverse to and-independent of one another 


~ * * 


28 $2361 PARTICULAR PROCERDINGS Part 6 


CHAPTER 153—INTERPLEADER 
Bee 


2361. Process and procedure. 


§ 2361. Process and procedure 


In any civil action of interpleader or in the nature of interpleader 
under seetion 1336 of this title, a district court may issue its process 
for all claimants and enter its drder restraining them from institut- 
ing of prosecuting any proceeding in any State or United States 
court affecting the property, instrument or obligation involved in 
the interpleader action until further order of the court. Such proc- 
ess and order shal! be returnable at such time as the court or judge 
thereof directs, and shal! be addressed to and served by the United 


States marshals for the respective districts where the claimants re- 
side or may be found. 


Ld 


Such district court shall hear and determine the case, and may 
discharge the plaintiff from further liability, make the injunetion 
permanent, and make all appropriate orders to enferee its fedg- 

6 | ment. As amended May 24, 1949, c. 139, § 117, 63 Stat. 106. 


* * * 


7 
7 


§ 1397. Interpleader 


j Any civil action of interpleader or in the nature of interpleader 
under section 1836 of this title may be brought in the judicial] dis- 
trict in which one or more of the claimants reside. 

* & * 
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Rule 22 RULES OF CIVIL PROCEDURE 


Rale 22. 
INTERPLEADER 


(1) Persons having claims against the plaintiff may be joined 
as defendants and required to interplead when their claims ar, 
such that the plaintiff is or may be exposed to double or multi. 
ple liability. It is not ground for objection to the joinder that 
the claims of the several claimants or the titles on which thei 
claims depend do not have a common origin or are not identical 
but are adverse to and independent of one another, or that the 
plaintiff avers that he is not liable in whole or in part to any or 
all of the claimants. A defendant exposed to similar liability 
may obtain such interpleader by way of cross-claim or counter. 
claim. The provisions of this rule supplement and do not im any 
way limit the joinder of parties permitted in Rule 20. 


(2) The remedy herein provided is in addition to and in no way 
supersedes or limits the remedy provided by Title 28, U.S.C, 
§§ 1335, 1397, and 2361. Actions under those provisions shall be 
conducted in accordance with these rules. As amended Dec. 29, 
1948, eff. Oct. 20, 1949. 


1949 Amendment 


The amendment effective October 20, 1049, substituted the refer- 
ence to “Title 28, U.S.C., §§ 1335, 1397, and 2361,” at the end of the 
first sentence of paragraph (2), in lieu of the reference to “Section 
24(26) of the Judicial Code, as amended, U.S.C., Title 28, § 41(26).”_. 
The amendment also substituted the words “those provisions” in the 
second sentence of paragraph (2) for the words “that section.” 


olC Oh h/hmlC<C PS 


3s B83 282 FF BBB BS 


s = & 
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Exhibit A-6--Receipt for check and certificates of stock delivered 
pursuant to order filed April 23, 1959, re Order of Remand 
(Superior Court Case No, 597,02) » April 23, 1959 


FILED 
UNITED STATES DISTRICT COURT 


SOUTHERN DISTAICT OF CALIFOANIA APR ¢3 1959 


CeNTaHAL DIVISION + US b.. CT CURT 
UT HRRN CISPRIC! CRC AULCRAIA 
a 6 eR CEs 
#gDbaAL HOM LUAN Sais OF No. 13,979-PH Civii corer cxaee 


SAM PAANCISCU, a CCI, Oratici, 


~~ 


ReCelPT FOR CicCK AND 


( 
Plainciff, ) CreavIPICATSsS ur STICCK 
) DaLIVi.i2D PUNSUANT TO URDaR 
v } rillLsD aPHiL 23, lydy, 
) de UtDoA UF AeMAND, 
LONG BEACH PEDcAAL SAVINGS ) 
AND wai ASSOCIATIO., 4 ) (Supertor Court Case 
corporation, ) No. 597,42) 
DeYe:de } 
Tit. cu, aCe i . oom tne Ciern O1 tne above- 
entivtie?t Cov 2+ ay 3 , 
Cnecan vl 3€1c0 CleiK Usa: of. Vie Main « Copmercial Brancn 


of the pecurii,-First National Bank, Los Angeles, payaole 
to the Clerk ol tne Superior Court of the State or 
California, in ana lor vne Count, of Los Angeles, No. 14783, 
dated april 23, Lyd >, in amount or §$1,015,000.00; and 


the following certiricates eviiencing ownership oy the Long 
Beacn Federal savings and Loan Association, in and to tne 
Federal Home Loan Banx uo! oan Francisco: 








Certificate ho. Numcer ol Snares 

Ly (50 
a 31 49.7 
€i2 41 
els 5 
el4 2u 
<a ‘ 
<iO le 
ei; 5 
2.6 23 
cay ov 
22U 34 
221 yu 
22¢ 10U 
ces ov 
c« c¥U 
<c 40 
c VU 
; se 3 
<i UO.4 
< J 53 





tal hunocr 6084 


Se 44h AM # “ € as 
IANGLD J. USTLY, Clerk fof tne 
supecio. Cpourk of tne State of 


saditosrla, Vii and sor tne 
Cout, of Los &A:.gcles. 
MAY 
| artioy cartity om 18 190g 
the the foregoing os 2 fell and true copy of ; 
Oe crgmel ce file with the Geert 
a covat 
rm CFRTIFS ORIG RECEIVED BY DIST COURT 


‘. ion OCT.13-1952 
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Exhibit A-7--Long Beach Federal Savings & Loan Association, analysis 
of surplus accounts as of the dates indicated 
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Exhibit A-8--Letter from Franchise Tax Board, State of California, 
Sacramento, Calif., to Long Beach Federal Savings and Loan ong 
Association, May 23, 1960 re Corporate No, FSLA-6900L5, Income = 
years Dec, 31, 196, Dec, 31, 1947, and Dec, 31, 1951 through 
Dec, 31, 1959 





OTC N Cmasmuan JOHN J CAMPaEy clais 
L are 1025 P erage, 
. s SACRAMENTO 14 
@tate of Califaruia May 23, 1960 
Frauchise Tax Hoard — w nepry peter vo 


RTP: FC: 


Long Beach Federal Savings and Loem Association 

c/o C. B. Ault, Supervising Representative of oe: 
Federal Home Loan Bank Board 

326 Long Beach Boulevard 

Lomg Beech 12, California 


Gent] omen: 


Boclosed are notices of jeopardy assesements for income years ended Decesber 31, 1955 
through December 31, 1959. Advance payments referred to in your letter of March 7, 
1957, bave been tentatively applied against snounte reflected in protested notices 
dated October 31, 1957, for income years 1986, 19%7, 1951, 1952, 1953, amd 1954, and 
im partial satisfaction of liability om income year 1955. The application of advance 
payments is show in the atteched schedule. 


) 


Revised ineomes for the income years December 31, 1955, and December 31, 1956, were 
determined wy pricr field examination of the books of acoout, while incomes applicable 
to the income years December 31, 1957 through December 31, 1959, vere established after 
reascasble considerations of data available to this office. 


Additional liability om the imeome years December 31, 1946, December 31, 1947, and 
December 31, 1951 through December 31, 1954, for which notices of proposed assessment 
have bees previously issued, will be comsidered to remain in a state of protest. 
Determination of actual liabilities due for those years will be subject to settlemest 
ef litigation pending with the Federal Goverment. 


A claim for refund should be filed on or before March 15, 1961, covering the incom 
year December 31, 1956, for which estimated taxes in the amount of $100,000.00 wre 
paid. While the taxes shown in the attached notices are considered to be in jeoparty 


la 


~~ 


CAMP@E 
"t Orricue 


87 Reer 
MENTO 14 
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Beach Federal Savings and 


= Association ie i 


wi as a matter of expediency mst be paid or bond filed, subsequent audit may establish 
variances between the estimate’ amounts of tax and the actual tax. Accordingly, this 
claia should be filed to protect your right to refund chould subsequent examination 


disclose an overpayment of tax. 
Yours very truly, 
VRANCHIGE TAX BOARD 


Joka J. Campvell 
Executive Officer 


By 
Supervisor 


cc: Charles K. Chapman 
JlO Ocean Center Building 
Long Beach 2, California 
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JOWN J CeUPBEL 


Z AC RAIEN 4 


Fist of a'tin is Bo. 801399 
ruuchias ax sinard May 23, 1960 


BOTICE OF JEOPAKDY ASSESGMENT 
BANK AND CORPORATION TAX 
Beech Pecerel Sevings anid Loan Association 
c/o C. B. Ault, Supervising Representative of Return for the income year 
Federal Home Loan Bank Board 1955 
328 Long Beach Boulevard 


Lomg Beach 12, Californie Tex for the taxable year 


FBLA-690045 1956 


This ie a notice that the collection of tax will be jeopardized by delay. The 
description of the tax and additions thereto, the coliection of which is declared 
to be in jeopardy, follow: 


Wet income as reported $ 0.00 
Estimated income based upon notice of proposed assessment, 

dated October 31, 1957 3,200, 436.75 
Tax at 7.699% 246 , 369.62 
Less: Offset 7, 378.62 
Add: 7.690% of Offset of i 
Total tax 239,559.01 
Previously assessed 0.00 
Additional tax 239,559.02 
Accrued interest 27, 766 48 
Additional tax and interest 267, 325.49 


Im remitting edditiomal tax end interest, credit may be taken for payments of 


$120,000.00, dated March 14, 1956, end $11,934.17, dated March 15, 1957, remaining 
im account for taxable year December 31, 1957. 


The tex described in this notice, together with additions to the tax, is immediately 
due and payable and this notice is a demand for the payment of the emout due. The 
remittance should be made payable to the PRAMCHISE TAK BOARD. 


Proceedings for collection may be commenced immediately provided. however, collection 
may be stayed if you file « petition for reassesament within 10 days after the date 
of this notice. The petition must be accompanied by a bond or other security in the 
amount of $270,000.00. Any petition you file (wmich is accompanied by a bond or other 
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Long Beach Federal Savings end 
Loan Association -2- May 23, lobe 


security in the amount show) will de giver careful consideration and, if you so 
request, an opportunity for en eral bearing will be grasted. If a petition is act 
filed within 10 days of the date eof this notice the assesement aball become fing). 


Assietent Exeouti ve Officer - Operatiay 





ations 
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JOHN J © AMPBEL 


SP stmee 


ACRAMENTO 14 
State uf Coltfoarnia Ho. 801400 
Frauchise Cax Board May 23, 1960 


Long Beach Federal Savings and Loan Association 
c/o C. BE. Ault, Supervising Representative of 
Federal Home Loan Bank Board 
326 Long Beach Boulevard 
Long Beach 12, California 

FSLA-690045 


BOTICE OF JEOPARDY ASSESSMENT 
BANK AND CORPORATION TAZ 


Return for the income year 


1956 


Tax for the taxable year 
1957 


This is a notice that the collection of tax will be jeopardized by delay. The 
description of the tex and additions thereto, the collection of which is declared 


to be in jeopardy, follow: 


Net income as reported $ 0.00 
Net income per records credited to undivided profits 3,238, 034.54 
Add trust income adjustment, Schedule 2 attached to a 

notice for income year 1953 67, 268.67 
Additional rent - Hotel Ralston, credited direct to account 

No. 2610 1,392.75 
Less interest paid or credited on shares -2,659, 204.82 
Provision for reserve for bad deots (.002 X $66, 361,657.85) -132,723.32 
REVISED KET INCOME $ 514,767.82 
Tax at 44 20,590.71 
Previously assessed 0.00 
Additional tax 20,590.71 
Accrued interest to May 23, 1960 3,939.83 
Additional tax and interest - First installment 24,530.54 


The tax described in this notice, together with additions to the tax, is immediately 
due and payable and this notice is a demand for the payment of the amoumt due. The 
remittance should be made payable to the FRANCHISE TAX BOARD. 


Proceedings for collection may be commenced immediately provided, however, collection 
may be stayed if you file a petition for reassessment within 10 days after the date of 
this notice. The petition must be accompanied by a bond or other security in the 
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Loan Association -2- May 23, 1960 


file (whieh is seecmpanied by a bend or 
ve given careful consideration anf, if 
you eo request, en opportmity for om oral hearing will be granted. If © petitic: 
is not filed within 10 days of the date of this notice the assessment shall becan 
final. 


FRANCHISE TAX BOARD 


Jem J. Campbell 
Reeoutive Officer 


/ ; f (4 «a 


Assictant Executive Officer - Operatios 


ava! 


U 
) 
P 
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ALAN CRANSTON Cuaiaman 
erate commoners 


JOHN J CAMPBELL 
fxecurive ornese 


yon t. CARR 'o28 » eTaeEr 


on SACRAMENTO 14 


sons sw LYNCH 





State of California Bo. 801401 
Frauchise Cax Board May 23, 1960 


e/e C. B. Anlt, Supervising Representative of Return for the income year 

Federal Home Loan Bank Board 1956 

328 Long Beach Boulevard 

Long Beach 12, California Tax for the taxable year 
PELAr 690045 1957 


G2 


This is a motice that the collection of tax will be jeopardised by delay. ‘The 
description of the tax and additions therete, the collection of which is declared 
to be im jeopardy, follow: 


() Het income as reported $ 0.00 
Het imecme per records credited to wndivided profits 3,238, 098.5% 
Ada trust income adjustment, Schedule 2 attached to 
netice for ineome year 1953 67, 268.67 
9 Additional reat - Hotel Ralstom, credited direct to 
aceount Ho. 2610 1,392.75 
Less interest paid or credited on shares ~2,659, 204 .82 
Y Provision fer reserve fer bed devts (.002 X $66, 361,657.85) -132,723.32 
REVISED HET INCOME $ 5is,767.8e 
Tax at 7.903% 40, 682.10 
Less: Allovable offect 9, 983.62 
Ad: 7.909) of Offect 769.03 
Total tax 32,487.49 
Previously assessed on jeopardy 20,590.71 
Additional tax 10,896.78 
Aecrued interest to May 23, 1960 1,213.56 
Additional tax end interest - Second iastallaent 12,510.98 


‘The tax described in this notice, together with additions to the tax, is immediately 
Gus and payable ani this metice is a demand for the payment of the amount due. ‘The 
remittemece should be made payable to the FPRANCKEISE TAX BOARD. 








768 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Loag Beaeh Federal Savings and 
Loan Aseosistien -2- Way £3, lose 


Proceedings for eellection may be commmmecd immediately provided, however, eallectin 
may oe stayed if you file a petition for resssesement within 10 days after the dst, 
of this netics. The petition mist be acoempenied by a bond or ether seourity in thy 
emount ef $24,000.00. Any petitien you file (whieh is escampenied by a bend or 


eo epportumity fer en oral bearing will be granted. If @ petitien is no 
10 days of the date of this notice the sascesment oball become final. 


FRANCHISE TAX BOARD 
Jokm J. Campbell 
RBxocutive Officer 
- 
ey / 
Assistant Executive Officer - Operation, 


‘4 


ce: Charles X. Chagamn 
GLO Geena Center Building 
Long Beesh 2, Cali fornia 


rt 
LIGA: Bai 
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HN 4 CAMPRE 


ee am, cot © stmer 
‘ 


State of Catiforuta Ho. 8014502 
Franchise Cax Raard May 23, 1960 
BOTICE OF JEOPARDY ASSESSMENT 


BAX AND CORPORATION TAX 
Long Beach Federal Savings and Loan Association 


c/o C. B. Ault, Supervising Representative of Return for the income year 

Federal ome Loan Bank Board 195T 

328 Long Beach Beulevard 

Long Beach 12, California Tax for the texable year 
FELA-69004 5 1958 


- This is @ notice that the collection of tax will be jeopardised by delay. ‘The 
| | deseription of the tax and adiitions thereto, the collection of which is declared 
'. to be in jeopardy, follow 


wd) 


f 
| 


Jet income as reported > 0.00 
., Betimated income 937, 508.00 

Tax at | 73,000.00 

| Previously assessed 25.00 
J p@ditional tax Th, 915.00 

Accrued interest to May 23, 1960 9,847.22 

Additional tax end interest Bs, 8@2.22 
“aN 


1Y) me tax described in this motice, together with additions to the tax, is immeciately 
due and payable and this notice is a demand for the payment of the euount due. The 
\! pemittance should be made payable to the FRANCHISE TAX BOARD. 


Proceedings for colleetion may be commenced immediately provided, however, callection 

‘\f] may De stayed if you file a petition for reassessment within 10 days after the date 

/ of this notice. The petition must be accompanied by « bond or other security in the 

|| gmount ef $165,@00.00. Any petition you file (whieh is acsompanied by a bond or other 

u security in the amount shown) will be given careful consideration and, if you so request, 
an opportumity for es oral bearing will be granted. If a petition is not filed within 
10 days of the date of this notice the assesament aheall become final. 


FRANCELSE TAX BOARD 


John J. Campvell 
Bxecutive Officer 


‘ 


By 
Assistant Executive Officer - Operations 


ec: Charles K. Chapman 
910 Oeean Center Building 
Long Beach 2, California 


rr 
LGA: BM 


59258 O—60—pt. 1 50 
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HN D Camper, 


Ferny Se 
t= iS © stecey 
A Ae 5 t 
< 


%: £ J Sa RAMENTO ig 


State of Califerai Ho. 801403 
Trauchiss GCax Voard May 23, 1960 


WOTICE OF JEOPARDY ASSESSwert 
BAEK AED CORPORATION Tax 
Long Beach Federal Savings and Loan Association 


c/o C. EB. Ault, Supervising Representative of Return for the income year 


Long ! 
Federal Home Loan Bank Board 1958 e/o €. 
328 Leng Beach Boulevard Peder 
Long Beach 12, California Tax for the taxable year 306 L 
FPELA-690045 1959 Long | 
This is a notice that the collection of tax will be jeopardized by delay. The 
deecriptien of the tax and additions thereto, tne coliestion of which is declared eo 4 
to be in jeopardy, fellov: wo 
| a 
‘et income as reported 3 0.00 j 
Bet 
Eetiamted income 937, 580.00 
\, Tax at * 75,000.00 
|. Previously assessed 25.00 
| Additional tax TS, 975.00 
Accrued interest to May 23, 1960 5,345.72 
Additional tax and interest 60, 323.72 


) Te tax described in this notice, together vith additions to the tax, is immediately 
\")} due and payable and this notice is a demand for the payment of the amount dus. The 
j rexittence should be made payable to the FRANCHISE TAX BOARD. 





Proceedings for collection may be commenced immediately provided, Rowever, collection 

4 may be stayed if you file a petition for reassesement within 10 days after the date of 

\ this motice. The petition must be aceampanied by a bond or other security in the amut 

* @f $160,000.00. Any petition you file (which is accompanied by a bond or other security ) * 
in the amount show) will be given careful consideration and, if you so request, an 

opportunity for an oral hearing will be granted. If a petition is not filed within 10 


days of the date of this notice the assessment shall become final. stave 
the D 
FRANCHISE TAX BOARD Any P 
John J. Campbell wll 
Executive Officer wu 
soos 
/ 
Assistant Executive Officer - Operations 
cc: Charlee K. Chapman 
310 Ocean Center Building 
Long Beach 2, Californias 
ce: 
YT 
LIGA: BM 
nr 
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uM J CAMPBELL 
+8 OFmicee 
tPeer . f san Oz5 © STREET 


SACRAMENTO 14 








*tate of Califarnia Bo. G0l404 
Franchise Gax Buard May 23, 1960 
wT 
NOTICE GF JBOPARDT ASAEDGRUETT 
BARK AMD CORPORATION TAX 
Long Beach Federal Savings and Loen Association 
c/o ¢. BE. Ault, Supervising Representative of Returs for the ineume year 
federal Some Loam Bank Board 1959 
326 Long Beach Boulevard 
Long Beach 12, California Tex for the taxable year 
FELA-690085 1360 
s ie @ notice that the collection of tax vill be jeopardised by delay. The description 
the tax aad additions thereto, the eollecstian of whieh is declared to be is jeopardy, 
| 1 
U 
Jet income ax reported % 0.00 
timted ineome 789,&%73.00 
*” 75,000.00 
assessed 100.00 
\ tional tex TS, 920.00 
jecrusd interest to May 23, 1960 4.96 
ditional tax and ixterest 75,301.26 
j 
are computed at the maximm rete, 9.5%. Any axsess amount of tax resulting from the 
jeation of this maximes rate will be sudject to refimd after final determination in 
December, 1960. 
2 
of fhe tax deseribed in this notice, tegether with edditicns te the tex, is immediately dus and 
aunt end this notice is a demand for the payment of the amount @me. The remittance shoul4é 
arity } made payadle te the FRANCHISE TAX BOARD. 
10 fer eollestion may be commenced immediately provided, however, sollection may be 


stayed if you file « petition for reassessment within 10 days after the date of this notices. 

petition must be seeompanied by « bond er other security in the amount o 
petition you file (whieh is accompanied by @ bond or other security in 
be given careful ecomsiderstics amd, if you so request, en opportunity 
be granted. If s petition is not filed within 10 days of the date of this notice the 
aseesament shall become final. 


witess Jomn J. Campbell) 


By / , | M wf h, 
Aseistent Evecutive Officer - Operations 
ce: Charles K. Chapman 
$L0 Geean Cemter Building 
Long Beneh 2, California 
n 
LA: 
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Charles K. 
glc Ocean Ce 
Long Beach 2, Californie 


Mr. 
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Exhibit A-9--Reporter's Transcript of May 27, 1959 of Court pro- 
ceedings in the Suverior Court of the State of California in 
and for the County of Los Angeles re No. 59702, Federal Home 
Loan Bank of San Francisco v, Long Beach Federal Savings and 
Loan Association 


GOL BORER CER Orriciar RerorrTer 


IN THE SUPERIOR COURT OF THE STATE OF CALIFORNIA 
IN AND FOR THE COUNTY OF LOS ANGELES 
DEPARTMENT LONG BEACH "B" HON. JOE RAYCRAFT, JUDGE 
--0o00-- 
FEDERAL HOME ‘LOAN BANK OF SAN FRANCISCO, 


NO. 597402 
a Corporation, 


) 
: ee 
Plaintiff, 
Long eins 
v. } 
3 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, 


: a Corporation, 


Defendant. 





REPORTER'S TRANSCRIPT 


MAY 27, 1959 


APPEARANCES : 


For the Plaintiff: Sylvester Hoffmann 
215 West 5th St. 
Los Angeles 13, California 
3933 


and 

Philip H. Angell 

200 Bush Street 

San Francisco, California 


For the Defendant: Charles K. Chapman 
Ocean Center Building 
Lo a shar California 


Mw SOL BOREN, CSR 


Wy J Official Court Reporter 
, Al 437 Jergins ae 
Long Beach 2, California 
7 Hemlock 2-0411 
U 
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SOL BOREN CSR OFFiciat REPORTER 


an 
e # + ea a 2 ey 
| 


permit the defendant to come in and plead to that and get 
some clear cut issues, as long as it is piled up highhere. 
MR. ANGELL: We would be very happy to do just exactly 
that, your Honor. 
THE COURT: The fact that the Court intends to permit 
these pleadings to come in by the defendant does not mean 
that the Court will not be liberal in permitting the 


plaintiff to amend. 


i 


MR. ANGELL: We would have no objection to that, your | 
Honor. 

THE COURT: As much as you wish. 

MR. CHAPMAN: May I suggest that when leave to amend | 
is sought, the orderly way is a motion on notice, tendering 
the proposed amended pleading? 

THE COURT: Certainly. There is no question about 
that. I am assuming that the plaintiff will come in on 
a motion. It is the Court's policy to be liberal in 
permitting emended pleadingsa@ supplemental pleadings to 
clean up the issues and narrow them and prepare for trial. | 

MR. ANCELL: I think your Honor's suggestion is a good 
one. | 

THE COURT: That is what I have in mind. 

MR. ANG ¢LL: Thank you, your Honor. 

THE COU} T These exhibits, D-l1, D-2 and D-3 are 


admitted as exhibits, and the objection is overruled. Those 


are the only exhibits that were offered. E is not received) | 





i ete ebb ee 


HN 


1 





your | 


end 


to 
ial. 


a good 


Those 


ceived, | 
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sou BOREN Cc $F OFFICIAL REPORTER 



























1 The motion to strike is denied, and the order to show 
2| cause and the motion to return the deposit to the Federal 
s| Court is likewise denied. I am satisfied that that money 
‘| and stocks should remain with the Clerk of this Court. 

s| Certainly he is making no objection to them. Neither is 

6| the County Auditor. They are prepared to handle such deposit). 
'| They have handled larger deposits than this, many millions 

8| of dollars on many occasions. They have no objection. 

9 To return thet money to the Federal Court which has 

| remanded the case here would certainly be an idle act. Now, 
| I do not believe that an order was necessary to authorize 

2| the Clerk to accept that deposit by the Clerk d the Federal 
| Court. Certainly the Federal Court had authority to order 

“| his Clerk to go across the street and deliver that money to 
| the Clerk of the Superior Court. 


16 Now, I do not believe any order of this Court was 





"| required to authorize the Clerk of this Court to accept 


ee me ene _—_— 








an en ee eee ee ee 


18 the deposit, but if such order was necessary, we can rectify 


9 that right now, eaenees this Court now orders the Clerk of 


~~~ ae ee 


» this Court to accept and retain and hold all of those 


ee 
i| deposits of money and stock pending niin order of this 


ae 


2) Court. So it does not make any difference whether the 


—_—_ 








Federal Court had authority. Of course, they did not have 






authority to order Mr. Ostly to do anything, but I think 
Mr. Ostly had authority to take anything without an order. 







If not, we will make an order right now that takes care of 
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that. That becomes a moot question. 

I think that the proper place for that money and that | 
stock is right up there with the County Treasurer of the | 
County of Los Angeles, where it is, and should stay there | 
pending further order of this Court where the case is pending 
and at issue. That, I think, disposes of everything at this 
time. 

MR. ANGELL: Does that mean, your Honor, that the 
overruling of the motion to strike, as permitted, 
incorporates those pleadings by reference? 

THE COURT: Your motion to strike is denied. I think 


that is probably the result. 


MR. ANGELL: That is the result, your Honor. We wil] } 


ask 10 days time within which to file a proper response to 
those pleadings. 
THE COURT: Certainly. You may have more time than 
that. 
MR. CHAPMAN: I will give you all the time you wish. 
MR. ANGELL: Mr. Hoffmann says that we need additional 
time. | 
MR. CHAPMAN: Your default will not be entered. 
THE COURT: We will put it right in the order. 


Plaintiff may respond within 30 days. If you need more 


time, I am sure Mr. Chapman will agree to it. | 
MR. CHAPMAN: Certainly, I will grant it. I have this | 


suggestion. If you are going to amend, as you stated to | 
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s BOREN f Reroe 


—— — SS : —— a 2 — = a 
1| the Court, and you will file a notice within any reasonable 
2 | time tendering your proposed amended pleading, you do not 
hat | 
3} need to answer any of ours pending the hearing of that 
ie | 
4) motion. 
Te | | 
MR. ANGELL: Thank you very much. 
ending 
THE COURT: In the minute order, when I said the 
t this 
Clerk, I want to include the County Treasurer, too. There | 
s| were three of them; the Clerk and the County Treasurer -- 
@ | 
tg] MR. HOFFMANN: The auditor, your Honor, is merely the 
| conduit that went to the treasurer, so he has nothing to do 
with it any more. 
think 


THE COURT: I do not believe so, either. We will make 


! the order to the County Clerk, the County Treasurer gnd 
)will| } anna re ae 


4 the County Auditor, who are ordered to accept and hold and 


je to 
retain the deposit of money and stock pending further order 
16 | of this Court. 
shan | seers 
i | --0o00-- 
18 | 

vish. 

it Lonal| 
m0 | 
| 
} ) a | 
|| | 
i x | 

re 
4 
| | 
% 

ve this) | 
% 

rd to | | 





tee en ten deci 
| 
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f ——— i | ae 
B 
1| STATE OF CALIFORNIA : 
SS 
2| COUNTY OF LOS ANGELES ) : 
3 I, SOL BOREN, Official Reporter of the Superior Court 
4 of the State of California, in and for the County of Log 
5| Angeles, hereby certify that the foregoing is a full, true 
6 and correct transcript of the proceedings had on May 27, 
1 1959, in the case of Federal Home Loan Bank of San Francig; 
8 a corporation, plaintiff, v. Long Beach Federal Savings and 
, 
9| Loan Association, a corporation, No. 597402 (Transferred to ae 
10 Long Beach) of the files of the Superior Court, and that | port 
11 | the same contains all of the evidence (except exhibits), 
12 including statements of counsel and rulings of the Court 
18 made during the progress of said trial. Dear 
14 DATED: June 5, 1959. 
/ noon 
15 
. } call 
| Fede 
| COMM 
17 | 
18 | local 
said 
° is 
= = 
vould 
21 
22 | wye 
vi 
23 
24 | 
| Ibo} 
for 
| Si 
'  olatt 


rt 
"ue 
Leco, 


d to 
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exhibit A-10--Letter from Charles K. Chapman, attorney for Long 
peach Federal Savings and Loan Association, to Verne Dusenbery, 
Attorney-at-Law, Portland, Oregon re Federal Home Loan Bank 


of San Francisco, et al., foreclosure vs. Long Beach Federal 
Savings and Loan Association, and its 30,000 snareholders, 
April 3, 1957 asad - 
Sea sz 


LAW OFFICES 
CHARLES K. CHAPMAN 
OCEAN CENTER BUILDING . 
LONG BEACH 2. CALIFORNIA Li. Fei mes 
PrONS QuEmmE 70 5447 \X 


w---- imlock 2-3447 
April 3rd, 1957 


r 


Atvorney-at-Law 
1214 Portland Trust Building 
» Oregon 
In re; Federal Home Prancisco, 
et al., foreclosure, -vs- Beach Fed- 
erel Sevings and Loan ion, and 






ter I had received a telephone 
r., General Counsel for the 


In your letter of April 2nd, 1957, you refer to my letter 
to you". . . dated April 23, 1956, and the document enclosed there- 
“ith, +» +" The "document enclosed therewith" wes the Association's: 


“DEMAND FOR STATEMENT OF BALANCE 
SADES TEE, FES AS SCOUUNETED, 


AND NOTICE IWPENTION TO BID 

AT SALE." 
lhold receipts acknow ae of @ copy thereof to counsel 
for Bank, the Fede Home Loan Board, Federal Sevings 


wi Insurance Corporation, et al. 


The officers of Long Beech Federal Savings and Loen Asso- 
tation ask me to inform you that the Association now reiteretes 
tech and all of the contents of such demand, notice of intention 
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CHARLES K. CHAPMAN 
Mr. Verne Dusenbery ------------- 2 ecasocesconosece cous 4/3/57 CH 


to tid, etc., and to further inform you that such document will 
continue in full force and effect until written notice of any 
changes therein. 


=—¢o 


Your letter of April end, 1957 however is not a4 correct 
statement, nor interpretation of the plain ian of the demand 
and notice of intention to tid at foreclosure 
tion's offer to sake the bids contained in 
to prevent @ threatened loss of millions of do 
clation's property by an unauthorized ani pre 
sale. 


> 















seers ao 


amounts you could realize at a sec 
of course your Bank's duty to rea}/ 
if it attempts to seli the Asasg 
ment bonds. 


p bi st possible price 
s $5,300,000 of U. 3. Govern 


If given reasonable n ep of the time and place of such 
attempted foreclosure sale, the eos if such sale >e not 
otherwise stopped, 
and bid at such sale. 


a 
5 
5 
| 
fi 
& 
gtr 


This does no 
tion is “desirous < F 


ever, as you state, that the Associs- 
ita own from the San Francisco 


Prer 


- 3. Supreme Court, that the Association 
A on the merits your pending foreciosure 
art by you and your co-counsel on behalf of your 


Your representations, and the merits of the Long Beach 
defense, as presented to Mr. Justice Douglas of the U. 3. 3uprem 
Court, have resulted in an opinion by hin, in which he says in part: 


R2tercMVreve 


", . « I Go not read the writ of mandamus as 
authorizing the 3en Francisco Bank to foreclose 
this collateral nor asa precluding the petitioners 
from raising the defense of absence or failury of 
consideration . .. The Bank's right to recover 
on the loan and to foreclose the collateral is 
presently in dispute in a civil action pending 
tefore the District Court... . 


SEcr 


(Opinion of October 31, i955, 100 L. Ed. 1517). 


23> 





On- 


cla- 
Laco 
ale 


Cc ARLES K. CHAPMAN 
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The action referred to by Mr. Justice Douglas in his 


opinion (your own foreclosure ection filed you es plaintiffs) 
epiaten lis \peuting aut wetsied in the Distelet Court. 5 


The defenses of the Association, referred to by Mr. Justice 
Douglas, heve neither been heard nor tried. 


If, despite these ee t intend to attempt 
to bold @ foreclosure sale before trial, the 






ynetever steps necessary to ergnees Ste its $5,300 8. Govern- 
gent bends and other Fock atlesion foreclosure sale. 
It be that under 


ye) its said notices "ar to Saaeneaen to bid a 
nearly $500,000 more than the current depressed 
its U. 3. Government bonds. 


As previously stated the demands amd contents of 
gaid bid, etc., remain in effect. 
In ay discussions wi torney Keffmann, your co-~-counsel, 


he suggested, end epparen statement in your 
: by sour statement is your 
or think you have in the 






suggested various possible solu- 

curring during the pendency in the 
ous motions, appeals, and other matters 
of your foreclosure action. 


Aman, vere to beer 2% interest until paid. Asso- 
cistion's U. 3. Government bonds in your possession bear 22% to 23% 
interest. Attorney Hoffmann te that your current rete = 
3 an advances, might prov @ basis for negotiations. 
the Association vere ep ecnmider euch inevease ¢ near aibhacen 
interest rates, it could enky 68 60-ugen Seinen peoult Spaumn on 
collateral real estate trust deeds bearing higher rates of interest. 


According to gy information, the present prestice of your 
Benk is to permit « conrauint aseoci ation to retain possession of 
the notes end secur: deeds of trust, which collateralise advances 
made by your Bank, to receive end collect the monthly. instell- 
went payments thereon under e trust arrangement. 


‘ cca SG Gae Ge aiae Mae tee ee cee 
oras presen in use Bens for se arrangements. As 

soon @3 he has done 80, ky A ouveaitted them to the Asseciation's 
officers, you will hear further from me. 
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CHAKLES K. (KRAPMAN 


Mr. Verne Dusenbery -------- weeene 4 o----~---------------- 4/3/57 

The Association is more than will to taxes steps 
which will minimise the unnece loss and ‘ and 
cont by the freezing of §7, ,OOO, pending court decision of 
the de liability on the disputed notes. 


You will recall that the Association has twice made tenders 
($7,000,000 on one cesasion, $6,300,000 on anotijer) by cashiers! 
checks and/or U. 3. Government » into the $7,000, 00¢ 
tender being in your own foreclosure action by you as 
pleintiffs. 


Both such tenders nave been 

















Attorney Hoffmann stated that your Banx no concern 
over of collateral, as it secured by, mot only the 
Association's Federal Home Loan ock end U. 3. Government 


bonds, but also by the solvent 


in Court end in previous corres- 
tion, have repeacediy offered, 
terpalized, that the Associa. 
mt so that your Banx 
of the Court trial of 
s far I have received no statement 
on behalf of the Bank, that 


Y sted that we should pay you in cash and 
you there the denied debt tefore any court adjudication 
of what, ty there be of the Association to your Bax. 


stions you have steadfastly refused to 
an would 


state eny include Payment etme. your claizs, 
You have always used the vague language ttorneys' fees 
and proper costs’, an item which you have never given in dollar 
emount. Nor has your Benx ever socounted with the Associa for 
the multi-million dollar trensections between it and Conservator 
Am~ann with the Association's tonds, notes, deeds of trust, Federal 
Home Loan Benk stock, snd dividends thereon. 


If you will state a total dollar figure of the whole 
emount you claim neces to pay and discharge your claimed indebted- 
ness, including therein attorneys’ fees, costs, and other charyes, 
I will immediately transmit that figure to the Association. If you 
will state the amount of any shortage you think exists in the collate 
a) held by your Eank, end state the emount of additional collateral 
you claim required, I will also transmit those figures to the Associe- 
tion. 


When such figures are reccived from you, the Association can 
suggest for your Bank's considsration, equitable collateral arrange- 
nents. 


CH: 


: 
: 
c 
’ 
! 
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ARLES K. CHaeMan 
Oot. Verne Dusenbery ~---------~----- Ee ae Ta Ske oii 


If, before you state the total amount you claim dus, 
emi the amount, if any, you claim is required as additional coliac 
eral, you yet intend to attempt to hold a foreclosure sale, the 
Association requests notice of the time and place thereof, so that 
it may take, smong other steps, those stated in its notice of 
intention to bid et foreclosure sale nearly $500,000 more than 
ou could obtain from any other buyer, s0 as Sl pootnt its property 
en unauthorized foreclosure. 


Please let me hear from you at 
~~ 





' 
your = convenience. 


Yours wr NS 


31K. CHAPMAN, 
for Lon. beach Pedera. 


‘hAtO 
Vv enc Loan Association. 
CKC/mos 
oc-Mr. Thomas H. Creight Jr. <~ 
Y 


General Counsel 
Federel Home Loan 


Mr. Sylvester Hof 
Attorney-et-Lav 
oe 


G 
Qe 
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Exhibit A-11l--Federal Home Loan Bank of San Francisco v, Long Beach 
Federal Savings & Loan Association, Civil action No. 13979-P,H, 
in the District Court of the United States, Southern District of 
California, Central Division, re demand for statement of balance 
Claimed due, for an accounting, and notice of intention to bid at 
foreclosure sale, April 20, 1956 


1|| CHARLES K. CHAPMAN 


2 


3 
- 
5 


10 
11 
12! 
13 
14 
15 | 
16) 
17 
18} 


Attorney-at-Law 
910 Ocean Center Building 
Long Beach 2, 


HEmlock 2-3447 


ae ff ea 6 fthlUre 


| Attorney f.r defendant Long Beach 
| Pederal Savings and Loan Association. 


DISTRICT COURT OF THE UNITED STATES 
SOUTHERN DISTRICT OF CALIFORNIA 
CENTRAL DIVISION 


-) S 


=e ee 


~ 
no 


| FEDERAL HOME LOAN BANK OF SAN 
FRANCISCO, et al., 


CIVIL ACTION NO, 


er 


Plaintiffs, DEMAND FOR STATEMENT OF BALANCE 


AT FORECLOSURE SALE. 
LONG BEACH FEDERAL SAVINGS AND 
LOAN ASSOCIATION, et al., 


Defendants. 





19) TO: 


20 | 
21 
22 
23 


25 
26 
27 
28 | 
29 
30 


HOME LOAN BANK BOARD, AND TO FEDERAL HOME LOAN BANK OF SAN 
. ALSTON ADAMS, ITS PRESIDENT, ITS OFFICERS, 

DIRECTORS, AND COUNSEL. 

Demand is hereby made upen you, and each of you, for an 
itemized written statement of the amounts claimed by you, or any of 
you, to be due or owing and/or for which you, or any of you, claia 
a lien or charge upon, or against Long Beach Federal Savings and 
Loan Association, or any of its assets or property. 


You are requested to itemize such statement separately 


as to each of the four separate alleged notes, naming said Bank 


You, and each of you, are hereby notified that the under- | 
signed and/or other bidders, either or both will, unless prevented | 


| by you, attend any purported foreclosure, or other sale, make or 


it 


Aa 


RS, 


y of 
ain 
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1| effer bids at such sale, and purchase, er offer to purchase, some 
er all of the VU. 3. Government bends, matured interest coupons, 


| 
| 
| 
| 


Pederal Home Lean Bank stock, cash, or other assets or securities, 


- a wb 





if any, offered for, or exposed to, sale at any fereclosure sale, 
5 public, private or otherwise, whieh you may attempt, er undertake, 


| 
| 


| in connection with any money, bonds, assets or property of Leng 
7) Beach Federal Savings and Loan Association. 
4 . The undersigned and/or said ether independent bidders | 
9| are prepared singlely, or in combination, to bid and/or offer in | 
“ exeess of $7,000,000, individually, er in the aggregate. | 





and will, unless prevented by yeu, exercise its statutory or other 


15| rights under California or other law, as the admitted owner ef eaid| 


fr You are further notified that the undersigned intends to, 
ul 


14) U. 8. @overmment bearer bonds, matured interest coupens, cash, er 


16] offer for bids, or disposition of the same at such sale, either 


17) individually, or en masse, so as te realize the maximum possible 


15| other assets, to direct and contrel the order, priority, parcels, | 
} 
' 
18} returns or proceeds ef such sale. 


t 


19 You are further notified that: 
20 


(1) Tae undersigned presently intends to bid or 
21) effer, and are financially able and capable of paying sums equal 

22) te the cost to Leng Beach Assoeiation ef said bonds; 

23 (2) That said costs do, and the ameunts ef our said 
2%) bids will, exceed par, or eme hundred cents on the dollar, for each 


28] of such UJ. 3, Government bonds and/or matured interest coupons. 
26 


Demand is hereby made upen you for reasonable written priar 


27) notice of the time and plaee of any er all such purported foreelo- 
28) gure sales, if any, undertaken by you, or any of you, concerning 


29) the undersigned's said property. 
; 
$0} Request is made that such written notice be served persen- 


Slially, or by registered mail, upon the undersigned at its business | 


S2\ad@ress, 328 American Avenue, Long Beach 2, California. 


-2= 
59258 O—60—pt. 1——51 











786 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


ih All of the foregoing is made without prejudice, admission, 
2| or acquiescence in the said denied $7,000,000.00 debt, your Clains 

| of lien, charge, or otherwise, concerning the same, or the validity, 
al legality, or authority of yeur possession of, or attempted disposi. 
5 || tion of, said property of the undersigned, or any other admission, 

6 | The purposes of this demand and notice is, among others, 

7\| mitigation of damages threatened or inflicted by yeu, and preserva. 
a tion and protection of the deposited savings and titles to the 

9| homes of the more than 30,000 savings depositors and more than 


10 8,000 homeowners, members of our Federal mutual savings association, 


11\ DATED: Gf. 2? » 1956. 





12 || LONG BEACH FEDERAL SAVINGS AND LOAN 
| ASSQCIATION 

13 | 
1 By 

14 | 

15 | 

= 

17 RECEIPT of delivery of a copy of the feregoing is hereby 


| 


18 || acknowledged. 


19 | 3 
\ 


20|| ¢ Ww 1956 
i 

22 } 

23 | , 1956 By 


24| 
} 


25 || SIMON E. SOBELAFF, 
I Solicitor General 
26 | 


» 1956 By 





27 |i 


28 


29 |) 
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Lota 
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” ae. 


—Photoe by ‘ae Coar 

RUSTING PIPES and cracked concrete foundations mark section of plush Belle- 
hurst subdivision on which seized Long Beach Federal Savings & Loan Assn. 
advanced 25 million dollars in contractors’ loans. 





UNFINISHED HOMES and foundations on which no structures have been started in Buena Park luxury sub- | 
division have been given as contributing cause in federal seizure of the Long Beach Federal Savings & | 
Loan Assn. 








LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Link FSL 
Action to 


Bellhurst 


(Continued from Page A-1) 


last Friday, government offi-| 
cials listed nine charges and 
alleged the Long Beach firm 
has a management “which is 
unsafe and unfit.” 

+ * * + 

THEN IT DIDN’T mention 
any specific cases. 

Thomas A. Gregory, presi- 
dent of the firm, said the 
Bellehurst case doesn’t con- 
stitute an emergency which 
would justify a federal sei- 
gure. Gregory has denied all 
the federal charges, and as- 
‘serted the bank board was 
making up excuses for an il- 
legal seizure. 

Gregory disputed the fed- 
eral figures, saying contrac- 
tors’ loans at Bellehurst thus 
far never totaled more than 
21 million dollars. 

’ Gregory also said the firm 
‘had a deal pending which 
would have allowed a syndi- 
‘cate to take over most of the 
Bellehurst development. 

* « * * 

‘ “WE HAD WRITTEN com- 
mitments and the deal would 
have been closed this week 
if the government hadn't 
seized us,” Gregory said. The 
deal would have reduced the 
outstanding Bellehurst loans 
by the firm to 7 million dol- 
Jars—“‘loans that easily could 
have been paid off through 
the normal course of busi- 
ness,” Gregory said. 

: Asked why construction 
halted at Bellehurst, Gregory 
Said it was in response to a 
“suggestion” from the Fed- 
eral Home Loan Bank Board. 
The board wanted the Long 





Beach firm to let some other| 
agencies handle some of the! 
loans. 

“As I understood it ... 
they didn’t feel we had vio- 
Jated any regulations but felt 
there were too many loans in 
one place,” Gregory said. 

« ~ x « 

GREGORY said he and two 
other principals in the devel- 
opment, Clifton S. Jones and 
Kenneth Walker, decided to 
stop construction. “We 
thought that would be the 
best way to split up the loan 
and dispose of part of it,” 
Gregory said. 

Gregory said it is difficult 
to interest other developers 
‘when construction crews are 
working. “You can’t get a 
good inventory,” he added. 

Gregory said in the 32 
years he has been in the loan- 
Savings business, the only 
bad loan he ever made in- 
volved $1,000 on a Long 
Beach home. “That’s a pretty 
good record, I think,” he said. 

aS * * * 

“CONSTRUCTION would: 
have resumed soon at Belle- 
hurst if the federal govern-| 
ment hadn't intervened,” 
Gregory said. 

Meanwhile, the offices of 
the federally seized firm at! 
328 Long Beach Blvd. were 
confronted Wednesday with 
the third straight day of long) 
lines. Depositors wanted their| 
money back, even though 
bank board officials say they 
will pay any depositor on de-| 
mand. Deposits are insured 
by a federal agency up to 
$10,000. 

And in U. S. District Court, 
officers of the firm got a 
court order for the federal 
agency to show cause why it| 
refused to furnish a 20-mil-| 


lion-dollar bond for its super-| 


visory representative. | 
C. E. Ault, who now is 
head of the local institution, 


is bonded for $1,500,000. 
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Exhibit B-2--Press Release from the Federal Home Loan Bank Board, 
April 22, 1960 re the Federal Home Loan Bank Board seizure of 
the Long Beach Federal Savings and Loan Association 


FEDERAL HOME LOAN BANK BOARD 
Federal Savings and Loan Insurance Corporation 
Federal Home Loan Bank System 
Federal Savings and Loan System 
Washington 25, D. C. 
For Immediate Release 


Attention: Financial and Rea] 
Estate Editors 


Long Beach, Calif., April 22 -- The Federal Home Loan Bank Board took 
over at the close of business today the operation and management of the Long 
Beach Federal Savings and Loan Association of Long Beach, California, according 
to the Board. The association, with savings accounts of some $96 million, iga 
member of the Federal Home Loan Bank of San Francisco and the Federal Savings 
and Loan Insurance Corporation. 

In making the announcement, the Board stated, ''The Board determined that 
unsafe and unsound practices engaged in by the Long Beach Federal Savings and 
Loan Association constituted an emergency situation requiring immediate action | 
to protect the interests of the shareholders and the public.'' The Board added, | 
"The Federal Home Loan Bank Board is acting in its capacity as the agency of 
the Federal Government which charters, regulates, examines, and supervises 
Federal savings and loan associations." | 

/ Exercising its supervisory authority to assure proper operations, the 
Federal Home Loan Bank Board appointed C. E. Ault, a member of the Board's | 
examining staff, as Supervisory Representative in Charge of the institution, 
pending further action by the Board. 


"Under the management of the Supervisory Representative,'' the Washington 


Boa. 


fina! 


bea 


Fed 


Savi 


Gov‘ 


ove! 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 791] 
ard, | Board emphasized, ''the association will provide all of the normal thrift and home 
o | financing services of a Federal savings and loan association. Savings accounts will 
be accepted, withdrawals will be paid, and other services to the public will continue." 
The Board stated further, ''The accounts of members of the Long Beach 
Federal Savings and Loan Association are insured up to $10,000 by the Federal 


Savings and Loan Insurance Corporation, an instrumentality of the United States 


Government, supervised by the Federal Home Loan Bank Board." 


id Real 

rs The Board's order number 13,372 enumerates the following grounds for taking 
over the association: 

took 


1. The association has failed, since 1947, to pay to the Federal Savings and 
song Loan Insurance Corporation the premium charges as provided by law for 

insurance by that Corporation of the accounts of the association's shareholders; 
according 


2. Since 1948 it has failed to acquire, hold and maintain its stockholdings in 
n, isa the Federal Home Loan Bank of San Francisco in the required amount; 


1 Savings 3. The association declared and paid dividends on savings capital during the 
years 1958 and 1959 when its net income and undivided profits were insuf- 
ficient to make required additions to loss reserves and to pay the said dividends; 


ed that 4, During the month of December, 1959, the association declared as a policy 
a current dividend rate of 4 1/2 per cent per annum commencing January 1,1960, 
igs and to be credited on share accounts as of the close of business June 30, 1960, when 
| its undivided profits and earnings were insufficient to justify such declaration 
e action of policy or payment of such dividend; 
added, | 5. The association has taken into income and has used for the purpose of 
paying expenses and dividends large amounts of proceeds of loans made for, 
ncy of and necessary to finance to completion, the construction of houses which were 
specified security for the loans, the construction of many of which houses has 
rvises been suspended or abandoned; and has refinanced and increased loans to 
| seriously delinquent borrowers for the same purpose; 
6. The association has concentrated a high percentage of its lending activity 
e in long-term construction loans to a small number of borrowers wherein the 
association is taking a disproportionate share of the risks of the speculative 
Board's | 
ion, 


shington 
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real estate ventures financed by said loans. The association has failed to make 
available to Federal Home Loan Bank Board examiners, and has refused to 
comply with the requests of the Federal Home Loan Bank Board to obtain ang 
make available to the examiners, credit reports or financial statements per- 
taining to said borrowers; 


7. The association in the period August through December, 1959, made long - 
term construction loans aggregating approximately $6,000,000 toa Corporate 
borrower which was then substantially delinquent in payments due on other 
association loans. At the time such new loans were made, the association 
knew that the record owner of all the borrower's stock had executed a trust 
agreement early in 1959 for the benefit of certain creditors, among whom wag 
the association, and that in July, 1959, all or nearly all the property of saiq 
record owner, including the stock in the borrower corporation, has been attaches 
in a suit for approximately $2,800,000. The association has failed to comply 
with the request of the examiners of the Federal Home Loan Bank Board to may 
available for their inspection financial statements or credit reports pertaining 
to said corporation or the record owner of its stock; 


8. The association's books and records fail to reflect its true financial condition 
and the Board is unable to ascertain therefrom whether its assets are more or 
less than its obligations to its creditors and others including its members; 


9. The association has a management which is unsafe and unfit to manage a 
Federal savings and loan association, in that its management has caused the 
association to violate law and regulations and engage in unsafe or unsound 


operation. 


The normal business hours of the association will be unchanged. 


4/22/60 
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Exhibit B-3--Tellers' instructions from the surervisory representative 


in charge of Long Beach Federal Savings & Loan Association regarding 
customers' Questions 


{The text of this exhibit will be found on p,. 118,7 





Exhibit C-l--Newspaper article trom the Press-Telegram, Long Beach, 
Calif., April 23, 1960, entitled "Inited States Seizes Long 
Beach Loan Firm" 


U.S. SEIZES L.B. 





‘Unfit’ Claim | 
Called False 
by Gregory 


Says Plan to Go 

to State Control 
Triggered Grab 

By JAMES McCAULEY 
A federal agency seized 


control of Long Beach Federal 
Savings & Loan Assn., 328) 


Long Beach Bivd., Friday) | 
night, 
The Federal Home Loan 


Bank charged the association 
has a management “which is 
unsafe and unfit.” It also 
listed eight other reasons for 
the take-over—the second! 
time in 14 years the Long} 
Beach association was seized) 
by a federal agency. 

. 7 - . 





THOMAS A. GREGORY, 
association president, said the} 








other time the Federal Home} 
Loan Bank seized the associa-| 
tion. | 

The federal government op-| 
erated the association here} 
from May 1946 until January 
1948. } 

The outcome of the court) 
battle still is pending. 

* . 7 . 

THE ASSOCIATION has) 
savings accounts of about 96 
million dollars and lists 90,- 
000 depositers. 

J. Alston Adams, president) 
of the Federal Home Loan 
|Bank of San Francisco, said 
all services will continue Mon- 
day when the association re- 
opens under the new federal 
agency management. 

“As far as savers are con- 
jcerned, anyone can get his 
money Monday,” Adams, 
|added. Members accounts are 
insured up to $10,000 by the) 
Federal Savings & Loan In-| 
surance Corp. 


ee @ @ | 
Cc, E. AULT, a member of| 
jthe board’s examining staff,| 
jwas named by the tederal| 
agency as supervisory repre-| 
|sentative in charge of the new 
management. 


The Federal Home Loan) 


accusations are untrue and/|Renk alleged the association| 


declared he believes the seiz-| 


has failed to pay premium 


ure was triggered by plans of| | charges for federal insurance, 


the association to convert 
from federal to state control. 


paid dividends without suffi- 


cient earnings to justify them, 


The seizure came as the cli-| |nas taken a disproportionate 


max to a court battle. The! 
association has sued the fed- 
eral agency for 10 million 
dollars over the alleged seiz-| 
ure of assets in 1946 — the! 





share of risks in speculative 
real estate ventures and has 
failed to keep books showing 


its true financial condition. 
i * ee 8 


GREGORY SAID the asso- 
ciation has paid Its premiums, 
though to the courts rather 
than to the Federal Home} 
Loan Bank. The court pay- 
ment system was provided by 
law pending a trial on the 
merits on the original seizure} 
of the association’s assets) 
May 20, 1946, he said. 

Gregory issued a statement} 
which says “government bu-| 
reaus have created a series of 
various charges as an excuse 
to seize the association, there- 
by: 


“I, Preventing the neces- 
sity of such bureaus to ac- 
count for the association's 
assets it seized in 1946, and 
which have since been in legal 
controversy. 


* “2, Preventing the necessity | 

of having to account for $5,- 
300,000 of the association's 
government bonds which it! 
illegally sold and converted 
to its own use for which the 
association has brought suit 
to recover the total claims| 
against such bureau exceed-| 
ing 10 million dollars, 


“3. Preventing the associa-| 
tion from converting from) 
federal jurisdiction to Califor- 
nia state jurisdiction where) 
the federal bureau would then) 
be unable to take reprisals 
against the association for its! 
attempt to collect for its as 
jsets wrongfully seized and 
|converted to the bureau's own 
juse.” 


Se S. 6 


LOAN FIRM 


GREGORY SAID deposit 


}ers would have received 6 to 


15 per cent in an extra divi- 
dend from the federal surplus 
if the association had been 
allowed to convert from fed- 
eral to state status. The appli- 
cation was made three weeks 
ago, he said. The full 15 per 
cent would have been paid if 
the association had won the 
claim. it is pressing in court 
against the Federal Home 
Loan Bank Board, he said. 


Gregory and other top offi- 
cials of the association spert 
all night in their offices at 
328 Long Beach Blvd., getting 
receipts from the federal! 
agency officials for the asso- 
ciation’s assets. 


. . . 7 


GREGORY SAID his attor- 
neys have been in a series of 
conferences to determine 
what action association offi- 
cers will take. Asked if they 
may seek a court restraining 
order, Gregory replied. 

“That is a possibility.” 

Meanwhile, Adams came to 
Los Angeles to be close at 
hand while other officials of 
his federal agency went t 
Long Beach for the seizure 

This is the first ti in five 
years that the Federal Home 
Loan Rank Board has taken 
control of an association, 
Adams said. A similar seizure 
move was taken against an 
Inglewood institution in 1955 
in a management dispute over 
two conflicting boards. 
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Exhibit C-2a--Newspaper article from the Independent~Press-Telegram, 
Long Beach, Calif,, April 2h, 1960, entitled "Seized by Home Loan 
Bank Board, Long Beach Savings Firm Open Monday" 


—INDEPENDENT-PRESS. TELEGRAM 


Lone Beach Cali. Sunday April 2 Ie 


Seized by Home Loan Bank Board, 
L.B. Savings Firm 


By JIM McCAULEY 

Long Beach Federal Sav- 
ings and Loan Assn., seized 
by a government agency, will 
reopen Monday under direct 
management of the Federal 
Home Loan Bank Board. 

The bank board swooped 
down quietly on the Long 
Beach firm at closing time 
Friday. 

In.the wake of the federal 
takeover of the association 
o fice at 328 Long Beach 
Bivd. were these develop- 
ments: 

—The bank board, a gov- 
ernment agency, charged the 
Long Beach firm has a man- 
agement “which is unsafe 
and unfit.” It also gave eight 
other reasons for the take- 
over 

—The Long Beach firm 
called the charges untrue, 
and summoned its attorneys 
to fight the control seizure. 

—C. E. Ault, a member of 
the bank board’s examining 
staff, was named as super- 
visory 
charge of the Long Beach 
firm. 

. . > . 

IN WASHINGTON, a bank- 
board spokesman said that the, 
association will provide all; 
the normal thrift and home 
financing services of a sav-| 
ings and loan association 
Normal business hours will be 
observed. 

“Savings accounts will be 
accepted, withdrawls will be 
paid, and other services to) 
the public will continue,” he 
said 

J. Alston Adams, president} 
of the Federal Home Loan 
Bank of San Francisco, re- 
gional chieftain fro the fed- 
eral agency, reassured depos-| 
itors when he arrived in the 
Southland 

Anyone who wants to with 
draw his savings may do so 
Monday, Adams said. De- 
posits are insured up to 10 
tnousand dollars by the Fed 
eral Savings and Loan Insur- 
ance Corp., an instrumentality 
of the government and the 
bank board. 

This marked the second} 
time in 14 years that control 
of the institution had been 
seized by the bank board. The} 
Long Beach firm still has five| 
court battles pending against 
the bank board over a 1946 
seizure of the institution's as 
sets by the bank board. Then 





i 


Open Monday 


representative in SEIZURE’S AFTERMATH 


Robert H. Wallis (from left), vice president of Long Beach Federal Savings 
and Loan Assn.; T. A. Gregory, president, and S. I. Bacon, vice president, 
spent most of night at office getting asset receipts from Federal Home Board 
which has assumed direct management. Gregory, asked if his group will 
seek restraining order, said “that is a possibility.”—(Staff Photo.) 


seek a state rather than a 
federal charter. An applica 
tion now is pending for state 
status, and; state examiners 
have been processing the ap 
plication, Gregory said 
Charges and countercharges 
were made Saturday in sepa- 
rate statements filed by the 
bank board and the Long 
Beach firm, an_ institution 
which lists savings accounts 
of about 96 milijon dollars 
and 90 thousand depositors. 


The bank board alleged: 
on The association has fatied since 1947 


: 
i 
ii 
A 


it 
i 
i 


i 
i 
Z 


entures financed seid loans. 

the federal control lasted 20) sssscetien hes tailed te make ‘svalionte 

to Federal Heme Bank Beard examiners. 

months. and has refused te compty with requests 

a a of the beard te obtain and make svail 

se 2% examiners credit reperts or 

THOMAS A. GREGORY,| tres 

president of the Long Beach ty over et hg Oy 
m fruction leans 

firm, said he believés the] prosmetety 4 million doles tee’ co. 

bank board seized control due} Sfetham asteecen! in’ permentt auc en 
other soars 


to plans of the institution to 


“S. The Busociation’s books and recoras 
” ty coment its true financial condition 


GREGORY DENIED that 
the Long Beach firm had 
failed to make any premium 
payments. The payment went 
to a court rather than the 
bank board due to pending 
suits against the bank board, 
he said 

“The other charges are 
equally without merit and the 
subject of proper court action 
rather than a precipitious in 
vasion of private rights,” 
Gregory said. 

Charging that government 


bureaus nave created a series 
of charges as an excuse to 
seize the Long Beach firm, 
Gregory issued a statement 
which says that the federal 
action has resulted in the 
following: 

“1, Preventing the neces- 
sity of such bureaus to ac- 
count for the association's 
assets it seized in 1946, and 
which have since been in) 
legal controversy | 

“2. Preventing the neces-| 
sity of having to account for 
$5,300,000 of the associa 


* tion's government bonds 


which it illegally sold and 
converted to its own use for| 
which the association has 


brought suit to recover the 
total claims against such 
bureau exceeding 10 million 
dollars 

“3. Preventing the associa- 


tion from converting from 
federal jurisdiction to Cali- 
fornia State jurisdiction 
where the federal bureau 
would then be unable to take 
reprisals against the associa- 
tion for its attempt to colject 
for its assets wrongfully 
seized and converted to the 


bureau's own use.” 
. . > . 


GREGORY SAID deposit 
ors would have received 6 to 
15 per cent in an extra divi- 
dend from the Federal's sup- 
plus if the association had 
been allowed to convert from 
federal to state status, 

The full 15 per cent would 
have been paid if the associa- 
tion had won the claim it is 
pressing in court against the 
Federal Home Loan Bank 
Board, he said 

Gregory, who founded the 
institution here in 1934, said 
the association's regular 
board won back control of 
the institution after a 20- 
month government siege in 
1946-1948 

Control was returned to the 
association officials after the 
association won a court case 
and the composition of the 
bank board membership was 
changed by President Harry 
Truman 


af 
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Exhibit C-2b--Newspaper article from the Press-Telegram, Long 
2 Beach, Calif., April 25, 1960, entitled "1,000 Depositors 


1,000 Depositors 
Throng L. B. Firm 


Seized by U. S. 


SAWIWES 


AXE) Lithhs AGRA 





By WARREN WALTERS 

Nearly 1,000 confused, 

thronged the offices of the Long Beach Federal Savings 

& Loan Assn. this morning in the wake of the firm’s 
seizure Friday by a federal agency. 

The crowd blocked the sidewalk in front of the 


apprehensive depositors 


GREGORY SAID the bond 
should be increased as a safe-| 
guard for depositors and to 
guard against any “misuse” 
of funds by the bank board 
staff while the seizure is in 


The association president| 
said Federal Savings and Loan| 
has clainis in excess of $10,-| 
000,000 against the federal 
agency resulting from a seiz- 
ure in 1946, 

He expressed fear the bank| 
board officials would attempt| 
to liquidate the claims against 
the federal agency. 

. . . > 

DEPOSITORS outside the} 
bank reflected both confusion! 
and apprehension over the 
situation, Many reported they 
intended to withdraw their 
money while others wanted 
Ito talk to officials in an at- 


jtempt to understand the sit- 


Albion Fenderson, attorney 
for the federal agency, said 


In a statement this morn- |4!! money will be paid on de- 
jmand and added, “You can 


assure people the association 


supervising | Will continue to stay in busi- 


He added that depositors 
can withdraw their funds at 


‘any time. 


af firm’s office at 328 Long Beach Blvd. as early as 7:45 
a. m., and shortly after police officers were called to 
keep order and establish lines. 

By 9 am. when the doors 
opened, the crowd stretched 
from 3rd to 4th Sts. and was 
still growing. Police called 
for emergency barricades at | 
10 am. effect. 

Special officer D. Lee, who 
went on duty at 7 a.m., re- 
ported the crowd was order 
ly. No incidents were reported 
by the at least 10 Long Beach 
police officers called to pa 
trol the area. 

PRIOR TO the 9 a.m. open: | 
ing, officials of the Federal 
Home Loan Bank Board, 
which seized the local agency 

on charges the management 

was “unsafe and unfit,” told 
the crowd all depositors would 
receive their money in the 

the form of checks as soon as the 

such doors opened. 

llion Thomas A, Gregory, presi- 
dent of the association, has |Uation. 

ocla- denied the accusations of the 

from federal agency 

Cali WAITS FOR DOORS TO OPEN 

fon pede thab soon grew to nearly 1,000 persons presses around the en 1108. Gregory demanded a one- 

reau trance to the Long Beach Federal Savings and Loan Assn. before opening _| million-dollar bond now cover 

take time today, The huge gathering came in the wake of the firm's seizure Fri- ling C. E. Ault, ‘aa 

ocia- tay night by the Federal Home Loan Bank.—(Staff Photo) representative for the bank 

y 

siject board's examining staff, be 

fully |increased 

» the *ees? 

Dosit 

6 to 

divi- 

sup- 

had 
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ocia- 
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Exhibit C-2d--Newspaper article from Herald American, Los Angeles, 
Calif., May 5, 1960, entitled "Committee Formed to Return 
Long Beach Federal to Shareholders" 


HERALD AMERICAN 


Thursday, May 5, 1960 








Committee Formed toReturn 
LB Federal to Shareholders 





Re-activation of the Sharehold- 


ere Protective Committee to 
fight for the return of the Long 
Beach Federal Savings and Loan 
Association to the control of its 
shareholders was announced to- 
day by Robert H. Webb, promi- 
nent Long Beach real estate 
broker and builder and chair- 
man of the shareholders’ group. 


Control of Long Beach Fed- 
eral Savings and Loan was seized 
by agents of the Federal Home 
Loan Bank Board April 22. The 
board charged the officers of the 
association with mismanagement 
The officers charge the board 
seized the institution to prevent 
its converting to state charter 
operation and avoid accounting 
for assets liquidated in a pre- 
vious seizure in 1946. 

“Our first concern is to 
protect the shareholder from 
Loss,” Webb said in announcing 
the re-activation of the share- 
holders committee. 

“In 1946, employees of the 
Home Loan Bank Board, cloak- 
ing their actions under the pro- 
tection of governmental author- 
ity, seized our Long Beach Fed- 
era] Sgvings and Loan. A sub- 
stantial majority of the stock 
holders signed proxies authoriz- 
ing the Shareholders’ Committee 
to protect their interests and to 
get back control of their asso- 
ciation.” 

“We presented our case to the 
courts, to Congress and to the 
public, As a result, the political 
reasons underlying the seizure 
were revealed and the associa- 
tion was returned to the control 
of its rightful owners, the share- 
holders ” 


“Our fight was also instru- 
mental in getting the Home Loan 
Act of 1954 through Congress. 
We thought at that time the 
new legislation would prevent 
such abuse of power from ever 
occurring again. We i were 
wrong.” 

“We have had our associatio 
ind our savings seized again. We 
shall fight again. We did it be- 
fore and we can do it again.” 

In addition to Webb, well- 
known community leader, the 
Shareholders’ Protective Commit- 
fee includes’ John E. (Beans) 
Reardon, a retired major leagu 
baseball umpire now .a Long 
Leach bucinessman; Sidney N. El 
liot, Long Beach rea] estate man; 
and Miss Winnie Bucklin and 
Miss Mabel E. Fergus, both re- 
tired Long Beach schoolteachers, 

“We have had a number of 
charges made to excuse this 
seizure” Webb said, “Many of 
thém upon examination appear to 


be complete falsehoods. We are 
advised the rest are half-truth= 
and misstatements of fact.” 


The hearings of two congres 
sional investigations disclose the 
federal agents involved in the 
first seizure arrogantly and flag- 
rantly mishandled the assets of 
the association. 


“Despite th:s mishandling, when 
the association wags returned to 
the control of its proper and le- 
gally constituted managemént 
the assets of the institution rose 
from a low of approximately $13 
million to more than $110 mil- 
lion at the time of the seizure 
this past week.” 





ns 
“We do not know what the of. 
ficials making this new Seizure 
consider to be the  successfyj 
operation of a savings and loan 
association. Certainly 
tions since the seizure—the 
wholesale discharge of faithty) 
and loyal employees to the point 
where service to the public has 
been impaired; the refusal to 
post adequate bond—raise doubts 
as to their competency.” 


their ac. 


“The law provides that seizure 
of a savings and loan association 
shall] be made only in an emer. 
gency. Yet the reasons given for 
the seizure are old hat, The 
have been the topic of conversa. 
tion and negotiation between the 
association and the Home Loan 
Rank Board for some 12 years 


“THe only new element—and 
me cannot escape feeling, the 
eal reason for seizure-—was tie 
plication by the association re- 
ently to cHarter its operations 
under the laws of the State of 
California.” 


“If the state charter had been 
secured government agents in- 
volved in the 1946 seizure would 
have lost all power of reprisal 
and would have had to account 
in court for the $10 million dol- 
lars in assets and claims dispos- 
ed of by them.”- 


“If the state charter had been 
secured, each person with an ac- 
count in Long Beach Federal Sav- 
ings and Loan would have earn- 
ed a bonus of at least 6 per cent 
and possibly 16 per cent on every 
dollar of savings he had in the 
association. The larger figure 
would have been paid if govern- 
ment agents had been forceg to 
make restitution for claim and 
assets converted following the 
1946 seizure.” 


Shareholders are advised they 
may reach Mr. Gregory or other 
officers at 328 East Fourth 
street, Long Beach, California. 


ne ————— 
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}-3--Newspaper article from the San Francisco Vews-Cal 
, gxhibit C-5- ee aaee ke nneeeae E oan a ax a 
Bulletin, iy ©, L960, entitle Charges Listed in Saving: 
and Loan Battle 
0 
SP Nows-Call Bautetin Today’s 
— Prt, Mapé, 198) tripe 
_ the of. 
Seizure Q 
jecesai A Chessman Case? votes 
nd loan “The nation’s coonemy 
heir ac. o 
aide appears te be pulillag out 
an rges is of its lato winter deb 
‘he point drums, although the evi- 
iblic has denee continues mixed” — 
fusal to 
= In S&L Battle [=== 
t sei view. 
see By JACK MULLER 
an emer- “ala i te “The present eyele of 
ante Themas A. Gregery, highly costrwversiet de business expansion ts 
at. Ther posed president of Leng Beach Federal Savings & Leen clearly showing signs of 
conversa- —the asseciation taken over by Washington suthenittes tiring” — Harris Trest & 
ween the several weeks agO DOCAU@E | cement Savings Bank, Chi 
me Loan of “unsafe and unsound | “Wecouldn’t get an exam ’ 
12 years : i 
, tion” — has bitterly |'"¢t in his place for the six 
ent —and opera 7 years up to 1958,” J. Alston imine whether assets are 
ling, Une my branded the/sdsms, president, Federal more or less than obliga- 
was tiie seisure 6&8 PFE iHome Loan Bank of San Senn 
ALON re- cipttous invasion |ranciseo, told the News- ¢ 
yperations of private csii Bulletin in an exclusive} THE BOARD’S order, 
State of rights interview issued when the S&L was 
Fags gears “The institution never |seized, further charged the 
had been he action was | sabmitted annual reports te |association made long term 
gents in aimed partly at | us or to its shareholders.” |contruction loans totaling $6 
ure would _,._ preventing the; 1. adams is a former {million to a corporate bor- 
f reprisal association from converting member of the board in-|rower who was at the time 
Bsn frem a federal to s state in- | Washington who has been |“substantially delinquent” 
“dan stitution close to the celebrated case |in payments due on other 
According to James M. |since its inception. — . See 
"had been Laurent, state assistant eav- | cir "oobi | $25 millien loan for = tract 
oe my end lean etanes gory’s institution? The fel that has turned out to be a 
a in San Franeisco, Leng) lowing accusations ere list- | large white elephant. 
oon on Beach Federal had filed an | od for taking ever the S&L: oo —— h a 
it on every application to eqnvert. | @ It has failed since 1947 = one ne gp geen 
ae OS But nothing bes been |to pay premiums for insur- leted but unsold and un- 
ser figure dene with the application ance of accounts caaiae It also has 80 other 
: tape end it's still hanging fire,'| © Since 1948, it has failed |;omes in various stages of 
proce oe Mr. Laurent teld the News- ilto acquire, hold and main- construction phus 90 more 
owing the » tgoupey \|tain stockholdings in the |for which foundations have 
The Federal Home Loan|i'Home Loan Bank of San been poured.” 
eihibe Bank Board and Mr. Tee ommend Ra st 
. ry’s institution have been|! @ }¢ has declared and paid ECT a 
ry = locked in a 14-year legal |dividends in 1958 and reeei idle since last August “with- 
a squabble that some |when income and undivided||9¥t any activity,” Mr. Adams 


executives have kiddingly'| profits were insufficient to |Felated. 
compared to the Chessman make required allocations te | With such a stack of 


case 


| THE TUSSLE even got 


reserves 
@ It has concentrated bend- 


|charges against Long Beach 
| Federal running over such a 
jlong period, how come the 


\wound up in politics. Two ing activity in long term com |board didn't act sooner? 


congressional hearings were 
held on it and numerous 
court suits were pending 
(and still are) when Wash- 


struction Joans to a amell 
number of borrowers. 
e fs beoks and records 


\fail to show the true finan- 


own on “black Friday,” /cial condition and the board 


ington authorities cracked 
di 
ee 22. 


“The beard’s hands were 
| tied while the legal pot was 
kept beiling. Some recently 

won litigation fimally made 
it possible te take ever the 
institution,” Mr. Adams ex- 


|therefore is unable to deter- plained. 
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exhibit C-4--Newspaper article from the San Francisco News-¢a}j 
Seen: May ; 960; entitled "'Seized' Savings and Loan 
Doing Business Just as Usual 
MARKET REPORTS ie) 
Business—F inance—Industry JOHN SP 
INVESTMENT NEWS ——————— , wusniiiecs dist 
MURSDAY, MA SF NeweGal Buletin gy 
4 ; et ial aliga aie 
j Planned 
As Washington 
‘Sei ed’ S & L. 
Zi ° 
Of that group, Mr. Adams 
° ° said. “16 were antagonistic 
ng Business | *s:!- se" 
others of t gro ull ave 
| on the joo 
| WHAT ABOLT 7 
UsT GS USUG | Gregory. ousted presiviont o 
long Beach N&!I., and other 
By JACK MILLER | executives of the institu 
Newa Cau Belletin Fiusncial Writer tion? ? 
Before Washington authorities seized Long Beach| None is allowed on the 
Federal Savings & Loan Assn. several weeks ago atier| premises, Mr. Adams ex. 
years of complicated law suits have clouded the main; plained. — 
issues—plans were carefully But C. FE. Ault, supervi 
mapped so the take-over} This second of ory representative now in 
background artieles on the | charge of Long Beach Fed 


t 


would interfere as little as} 
possible with » 
normal opera- i 





tions 

“Under man- 
agement of the 
supervisory rep- = 
resentative. the 
association * X ilf aie 
provide all the 
normal thrift and home fi 
nancing ser: ices of a federal| 
savings and loan associa 
ton. * 

THE FEDERAL HOME 
Loan Bank Boar making 
this announcement. 4 said 

INgs accounts 1 he ac 
cepted, withdrawals will be 
paid and othe: se: to the 
public will continue 

In short, so far as the 
S4&L'< customers are con- 


cerned, it's just a top man- 


poepement change. 


John M. Wyma director 
of the boards supervisory 
division, feels the “action 


will strengthen public regard 

for insured institutions and 

the Federal Savings & Ioan 
| Insurance Corp. 

L_—_¢#l!1 but eight S&L’s is 
California are covered by 
FSLIC, aa instrumentality 
ef the U. S. geverument su- 
pervised by the same three 
men on the Heme Loen 
Bank Board) 











seizure of a Long Beech 
S&L by Washington au- 
thorities points out the 
terrific job ‘mvolved to 
make sure the association 
is able te condact all its 
normal activities despite 
the new temporary man- 
agement—the Federal | 
Home Lean Bank Board. | 


three | 
| 





To make sure t 
association § Operalion con- 
tinued without interruption 


the hoards tepresenfative 
marched in just before clos 
ng ume, Friday, April 22,} 
75 examiners. They| 
worked around the clock the 
entire weekend. 
Thus, bright and early 


Monday merning, the “assv- | 


ciation was epen on & nor- 


mal basis and ready to pay 
withdrawals.” 

J. Alston Adams, presi 
dent, Federal Home Loan 


Bank of San Francisco, in re-| 


calling details of the take-/ 
over, said the board's exam 
ining entourage Was spear 
headed by five men “who 
first served legal notices re 
quired in taking possession 
ABOUT 3# of Long Be 
Federals ) ¢ 
“were told they could re 


to work Monda 


he scized: ia 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


eral. had to read ‘the !} 
to Mr. G egory and his asso-| 
iates before they would ac-/ 


ept walking papers 


} 


IT TOOK from five min-! 


vies to eight Friday night, to 
Ja. m., Saturday, to isgue re 
ceipts for everything,” Mr.| 
\dams said 

This demane¢, withia Mr 


Gregory's legal rights, de-| 
ved the take-over schedule, | 
Mr. Adams noted. | 


t WHAT COMES next in| 

ing the problem of the| 

i$ &L whose management has} 

been charged as “unsafe and 

unfit to manage a federal 

avings and joan assoris-| 
tion?” 


An administrative hearing, | 


by an independent examiner,| 
;must be held within. six! 
months | 

The examiner's reliog 


then is subject te judicial | 


review initiated either by | 
the board or by the ousted, 
management | 

if the S&L isnt returned! 
to its former then the! 
board names a conservator) 


who can “Hquidate, rehabill- 
tate, name a new manage 
ment or merge the associa: 
t another one,’ " Mr) 
Adams expiained 

(Next: The Board's Charges)| 


n with 
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'S~Cal] gxhibit C-5--Newspaper article from the Independent » LOng Beach 
Loan Calif., April 29, 19600, entitled "United States Spokesn an in 
Loan Firm Grab Replaced" 
e U.S.Spokesman 
S. PIPER 
LAL EDeToa 4 * 
=s in Loan Firm 
By JIM McCAULEY 
“A San Francisco Home Loan Bank Board President 
he J. Alston Adams was replaced Thursday as spokesman 
ve for the federal agency which seized Long Beach Federal 
Savings and Loan Assn. last Friday. 
Named as new spokesman| 
ot was John M. Wyman, chief; 
e1 supervisor of Federal Home} — eine iaeiesiemenaey 
tu Loan Bank Board. No reason| has a management “which is 
was given for the change. unsafe and unfit” and linked 
he C. E. Ault, supervisory rep-| the seizure to a multimillion- 
‘K. 


resentative for the Bank! dollar Buena Park subdivision 
Board, was officially served where construction halted 
with a summons to appear IN) when some of the homes 
U. S. District Court May 9) were half-built in 1959. The 
ed to show cause why the fed- 


; million 
eral agency refuses to raise 


contractors had 25 


ollar loans Oo oO 
$0-| his existing bond from one| pouars Seterel Boral oa 
ac-| | and one-half million to 20 Loan. 

milion 6Giass. The Long Beach firm says 
in| ) Se a the charges are untrue, and 
to A FOUR-DAY run on de-| contends construction would 
re posits at government-seized| have resumed at the Belle- 
Mr! Long Beach Federal Savings} hurst subdivision if the gov- 
& Loan Assn. eased slightly) ernment agency hadn't inter- 
ir Thursday, but scores of cus-| yened, 
de-| tomers still stood in line in 
ie, an alley waiting to get to) MEANWHILE, the govern- 
jammed tellers’ windows in| ment siege at the Long Beach 
the association’s office at 328) firm brought a new gimmick 
al Long — a oe to the savings business here 
ne tomers made _ withdrawals ‘ tins 
: 1, One firm soiicited custom- 
a psy > hoc transacted oth-| .,. waiting in line at Long 
ral 4 s% Beach Federal Savings and 
ie “The line is only about a} Loan Assn. with this note: 
third as long today (Thurs-| “When you withdraw your 
ng.| day) as it was Wednesday,” |savings here, deposit them 
“y an official said. with us, where the former 
in| The federal agency has de-||employes of the association 
clined to say how much! now work.” 
money has been withdrawn.|; The note was signed by 
at It is “confidential financial] |some former employes of the 
se | information,” a spokesman) |association. A high percent- 
a. said. age of the employes lost their 
Bank board officials al-||jobs in the government take- 
ed leged the Long Beach firm] |over. 
ihe! 
tor| 
ii 
ge- 
‘ia. 
ir. 
os)| 59258 O—60—pt. 1——-5 2 
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Exhibit C 
Christi (Texas) Caller, April 26, 
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-7 — Newspaper article from the Corpus 


"Run on Savings Firm Like Depression Days" 


1960, entitled 


RUN ON SAVINGS FIRM 
LIKE DEPRESSION DAYS 


LONG BEACH, Calif. (AP) — In a scene reminiscent of 
depression-days bank runs, nearly 1,000 depositors yesterday 
jammed the sidewalk in front of a savings and loan firm seized 
by the government. 

Twenty-five police kept order as depositors filed into the 
Long Beach Federal Savings & Loan Association to withdraw 
their money. 

Federal officials watched as officers of the firm wrote 
checks to the customers, There was no panic. 

Coal Newell, vice president of the Los Angeles Féderal Home 
Loan Bank, said the run was expected. He said all legitimate 
demands for money were being paid, and Said depositors should 
have no concern about their funds, which are insured up to 
$10,000 for each account. 

The Federal Home Lean Bank board ordered seizure of the 
association at close of business ldst Friday, citing bad manage- 
ment, delinquent loans and an ‘emergency situation’ which 
demanded protection for depositors. 
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Exhibit C-8 — Court Decision filed December 30, 1958, 
United States Court of Appeals for the Third Circuit, 
No. 12, 664, Greater Delaware Valley Federal Saving, 
and Loan Association v. Federal Home Loan Bank 
Board, Appellant 


UNITED STATES COURT OF APPEALS 
For tHE Turep Circuit 


No. 12,664 


GREATER DELAWARE VALLEY FEDERAL 
SAVINGS AND LOAN ASSOCIATION 


Vv. 


FEDERAL HOME LOAN BANK BOARD, 
Appellant. 





AppreaL From THE Unitep States District Court FoR THE 
Eastern District or PENNSYLVANIA 


Argued November 7, 1958 


Before: Maris, Katopner and Hastie, Circuit Judges. 


OPINION OF THE COURT 
(Filed December 30, 1958) 


By Hastie, Circuit Judge. 


This is an appeal, as authorized by Section 1292 of Title 
28, United States Code, from an interlocutory order graut- 
ing a temporary injunction. Beyond the grounds upon 
which the interim restraint was imposed, such an appeal 
puts in issue the sufficiency of the complaint and the juris- 
diction of the court to grant the ultimate relief the plaintiff 
is seeking. Deckert v. Independence Shares Corp., 1940, 
311 U.S. 282; Orth v. Transit Inv. Corp., 3d Cir. 1942, 132 
F.2d 938; Pang-Tsu Mow v. Republic of China, 1952, 91 U.S. 
App. D.C. 324, 201 F.2d 195. In this case those questions 
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58 | were actually litigated on a motion to dismiss the complaint 
wit which the court below considered and denied before it 
wr granted a temporary injunction. We come at once to the 
. és issues raised by the motion to dismiss the complaint because 


they are dispositive of the entire litigation. 
Appellant, Federal Home Loan Bank Board, is an in- 
dependent federal agency entrusted by Section 5 of the 
Home Owner’s Loan Act of 1933, as amended, with very 
broad authority and supervisory responsibility in connec- 
tion with the ‘‘organization, incorporation, examination, 
operation and regulation of Federal Savings and Loan As- 
sociations.’’ 48 Stat. 132, 12 U.S.C. 4 1464 (a). One of the 
local organizations thus chartered and supervised by the 
Home Loan Bank Board is the appellee, Greater Delaware 
Valley Federal Savings and Loan Association. This local 
Association has sued the parent Board, asking for judg- 
ment ‘‘[e]njoining defendant, preliminarily until final hear- 
ing and perpetually thereafter, from taking any action to 
appoint a Supervisory Representative in Charge of plaintiff 
on the basis of any existing acts and practices of plaintiff, 
but without prejudice to any proceeding by defendant under 
| any other provision of Section 5 of the Home Owner’s Loan 
|  Aet of 1933.’ No other relief is sought except the custom- 
) ary general prayer for such relief as the court may deem 

| proper. 

| The Association predicates its request for judicial in- 
tervention upon allegations that the Board has threatened 
to take ex parte action seizing control of the Association by 
the appointment of a Supervisory Representative in Charge 
unless the Association shall remove its present directors or 
merge with another association; that no emergency exists 
such as in law would authorize ex parte action by the Board 
thus placing the Association under the control and manage- 
ment of a Supervisory Representative in Charge; and that 
the threatened seizure of control of the Association and its 
affairs would cause the Association great and irreparable 
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al 


le 


ff 
0, 


9 


ns 











806 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


The controlling Section 5 (d) (2) of the Home Owner’s 
Loan Act of 1933, as amended, 12 U.S.C., 1952 ed. supp. V, 
§ 1464 (d) (2) authorizes the Board for specified causes and 
after hearing to appoint a conservator or receiver for a 
Federal Savings and Loan Association. In addition, it is 
provided that ‘‘if, in the opinion of the Board, a ground 
for the appointment of a conservator or receiver as herein 
provided exists and the Board determines that an emer- 
gency exists requiring immediate action, the Board is av- 
thorized to appoint ex parte and without notice a Super- 
visory Representative in Charge to take charge of said 
Association and its affairs who shall have and exercise all 
of the powers herein provided for conservators and re- 
ceivers.’? The period of such preliminary and temporary 
control pursuant to ex parte action is strictly limited by the 
statute. 

Such being the essentials of the complaint and of the 
statute which is involved, it is immediately apparent that 
this suit can be maintained only if it is within the province 
and authority of a court to determine whether ‘‘any exist- 
ing acts and practices’’, as the prayer for relief puts it, of 
the local Association are such as to justify the Board ina 
contemplated and threatened exercise of its emergency 
power of ez parte seizure and temporary management of the 
business of the Association. 

It is now settled that such an administrative taking 
over of a savings and loan association by the parent Board 
without provision or opportunity for advance litigation of 
the propriety of the seizure is constitutionally unobjection- 
able. Fahey v. Mallonee, 1947, 332 U.S. 245. ‘‘ Congress is 
not confined to that method of executing its policy which 
involves the least possible delegation of discretion to admin- 
istrative officers.’’ See Yakus v. United States, 1944, 321 
U.S. 414, 425-26. The question on this appeal is whether 
such anticipatory judicial intervention as we have here 
thwarts or does violence to the administrative scheme and 
procedure set out in the statute. 
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g Section 5 (d) authorizes the ex parte appointment of a 
Y, Supervisory Representative in Charge as a preliminary and 
id temporary expedient for carrying on and at the same time 
a adequately protecting the business of the Association until 
is the more deliberate process of hearing and decision pre- 
id requisite to the appointment of a receiver or conservator 
in can be accomplished. This section also expressly provides 
T- for judicial review after this decisional culmination of the 
u- seecnd stage of administrative action, but it neither author- 
T- izes nor in any way suggests judicial intervention at an 
id earlicr stage. Indeed, the language used is not consistent 
all with judicial intervention at the outset. It is provided that 
re- the ‘‘Board shall have exclusive jurisdiction to appoint a 
ry Supervisory Representative in Charge.’’ It may exercise 
he this exclusive power whenever ‘‘in the opinion of the 
Board’’ there is justification for a receivership and ‘‘the 
he Board determines’’ that there is a justifying emergency. 
lat We think Congress could not have made clearer that it was 
ice providing for preliminary action without delay whenever 
st- the Board’s judgment as to the gravity of the situation and 
of | ‘the urgent need for immediate corrective measures should 
1a dictate such a course. As one court has said, analyzing this 
icy section : ‘‘on its face the statute gives the Board an absolute 
the / diseretion.’? Beacon Federal Savings & Loan Assn. v. Fed- 
| eral Home Loan Bank Board, B.D. Wis. 1958, 1162 F.Supp. 
ing 330, 353. In these circumstances, the interposition of a law 
ard suit at this stage would necessarily prevent that immediate 
| of action in an emergency situation which Congress has sanc- 
on- tioned. 
§ is In the nature of the matter involved, it is entirely un- 
uich derstandable that Congress should have viewed the danger 
nin- of harm to the local enterprise through any error of judg- 
321 ment or even abuse of discretion by the responsible national 
her Board in this preliminary procedure as far less than the 
a danger to the enterprise, its investors and the public gen- 
an 


erally, if the Board should not be empowered immediately 
| to supersede management whenever in its view an emer- 
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gency should so require. It is to be remembered that this 
temporary supersession involves no liquidation, no altera- 
tion of existing interests, and no discontinuity in the busi- 
ness of the Association, but only a substitution pendente lite 
of the Board’s representative for the directors and officers 
of the Association in the control and management of its 
affairs. 

But whatever the advantages or disadvantages of this 
procedure may be, the decisive thing is that Congress has 
authorized the Board in the exercise of its discretion, to take 
preliminary ex parte action. A court cannot interfere with 
such authorized administrative action without ‘‘asserting 
a primary jurisdiction clearly without foundation or justifi- 
cation in law.’’ See Home Loan Bank Board v. Mallonee, 
9th Cir. 1952, 196 F.2d 336, 357. In the language of the 
Supreme Court: ‘‘ Where Congress has clearly commanded 
that administrative judgment be taken initially or exclu- 
sively, the courts have no lawful function to anticipate the 
administrative decision with their own . . . . To do this 
not only would contravene the will of Congress as a matter 
of restricting or deferring judicial action. It would nullify 
the congressional objects in providing the administrative 
determination.’’ See Aircraft & Diesel Equipment Corp. v. 
Hirsch, 1947, 331 U.S. 752, 767. This principle has pre- 
cluded judicial restraint of administrative action which may 
well be viewed as more rather than less drastic than any- 
thing done or threatened here. E.g. Adams v. Nagle, 1938, 
303 U.S. 532 (making and collecting of assessments by 
Comptroller of Currency on national banks); Ewing v. 
Mytinger and Casselberry, Inc., 1950, 339 U.S. 594 (ex parte 
confiscation of misbranded articles deemed dangerous to 
health). It is decisive here. Cf. Home Loan Bank Board 
v. Mallonee, supra. 

Finally, the opinion of the court below suggests that 
the allegation that the Board made a ‘‘threat’’ to take over 
management and control of the affairs of the Association, 
unless certain steps should be taken to correct a situation 
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viewed by the Board as dangerous and improper, charges a 


- special impropriety which adds to the case for judicial in- 
ms tervention. But we cannot see how a threat of a party to 
a follow a course can give a court greater power than an 
- actual decision to adopt that course, or even action to im- 
a plement such a decision. Indeed, this very point has re- 
” cently been made in an indistinguishable situation by the 
“ Court of Appeals for the Fifth Circuit. Miami Beach Fed- 
- eral Savings and Loan Association v. Callander, 5th Cir. 
ke 1958, 256 F.2d 410. wie 

We conclude that the district court was wholly without 
power to grant the relief sought in the complaint in this 
a ease and should, therefore, have granted the motion to 
; , dismiss. 

os The judgment will be reversed and the cause remanded 
“ for dismissal of the complaint. 

a A True Copy: 
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Exhibit U-9--Affidavit of James A, Hayes, attorney, Long Beach, 
April 29, 1960 re single teller on duty at Long Beach Federal 
Savings & Loan Association between 2:05 p.m, and 3:00 o.m. on 
April 26, 1960 


AFFIDAVIT OF JAMES A, HAYES 


STATE OF CALIFORNIA, 
County of Los Angeles 


JAMES A, HAYES, being first duly sworn, deposes and 


That he is an attorney at law duly licensed to practice 
as such with his offices at 910 Ocean Center Building, 110 West 
Ocean Boulevard, Long Beach 2, California. 

That on April 26, 1960, affiant was by order of the 
U. S. District Court, Southern District of California, Central 
Division, in Civil Action No. 506-60 WB entitled Long Beach 
Federal Savings and Loan Association v. C. E. Ault, et al., 
appointed by the Court to serve certain pleadings and process upon 
defendant C. E. Ault, individually; C. E. Ault, as Supervisory 
Representative in Charge of Long Beach Federal Savings and Loan 


Association; Federal Home Loan Bank Board; and Federal Savings 


and Loan Insurance Corporation. 
That in making such service of process and pleadings 
upon defendant C. E, Ault, affiant was informed that said defendant 


Ault could be found upon the premises of plaintiff Long Beach 


23 | 


24 | 


Federal Savings and Loan Association at 328 Long Beach Boulevard, 


Long Beach, California, That at the hour of approximately 2:05 


25 | 


26 | 


28 
29 | 
so | 
31 | 


32 | 


P.M. on April 28, 1960, affiant went to the premises of Long Beach 
Federal Savings and Loan Association at the above address and 
found all the doors locked, That upon knocking at the door in 
the alley between said Association and the United States Post 
Office, affiant was greeted by a uniformed guard, Affiant ex- 
plained to said guard that affiant was there to serve the Federal 
Court pleadings and process as set forth in the order appointing 


That said guard thereupon locked the door leaving 
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affiant still outside, That in approximately two minutes affiant 
was permitted to enter upon said Association's premises by said 
guard with the permission of attorney Albion Fenderson, attorney 
for said defendant Ault, That affiant explained to said attorney 
Fenderson that he had in his possession certain pleadings and 
process to serve personally on said defendant Ault. Said Attorney 
Fenderson explained that said defendant Ault was currently off 
said premises of said Association at lunch. That when said 
attorney Fenderson was unable to tell affiant where defendant 
Ault was eating, affiant was permitted to remain in wait upon 
said Association's premises until said Ault returned, That said 
defendant Ault did not return to said Association until approxi- 


mately 3:00 P.M. on April 28, 1960, 


That affiant over a period of several years has been 
in the Association on numerous occasions and is familiar with 
the physical location of the savings department therein, That 
affiant is personally aware that there are approximately twelve 
teller windows, or areas, where savings accounts can be handled 
and served by the Association. That during the approximate one 
hour period from 2:05 P.M, to 3:00 P.M. when affiant was upon 
said Association's premises affiant was able to observe the 
entire savings account operations area and that during the said 
approximate one hour period only one woman teller was engaged 
in handling savings deposits and withdrawals for the public, 
in the west part of the building where savings accounts are 


normally handled by the Association, 


That during the approximate one hour period when 
affiant was on the premises the uniformed guards, at the direc- 
tions of certain persons inside the Association's premises would 


unlock the front and rear doors to permit entrance of only two 











812 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


w 


o on 8 A fe 


10 | 
11 | 
12 | 
13 | 
14 | 
15 | 
16 | 
17 | 
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23 | 
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26 
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30 
31 


32 


or three people at a time, That the people waiting at the front 
and rear doors were locked out until permitted access, 


three at a time, by said uniformed guards, 








SUBSCRIBED AND SWORN to before me 


day of we. ve 1960, 


PKC ja SU Ceeer 
ALEX A DALESS 
Notary Public in and for said 
County and State. 
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Exhibit C-10--Letter from Albert J, Robertson, Chairman, Federal Home 
Loan Bank Board, Washington, D.C., to Hon, Chet Holifield, May 19, 
1960 re tellers on duty at Long Beach Federal Savings & Loan 
Association, April 23 — May 2, 1960 


FEDERAL HOME LOAN BANK BOARD 


WASHINGTON 25. 0.C 


FEDERAL HOME LOAN BANK SYSTEM 





FEDERAL SAVINGS AN 


101 INDIANA AVENUE. N. W INSURANCE CORPORATION 





FEDERAL SAVINGS AND AN SYSTEM 
TSON 
ALBERT J. ROBER 


ai May 19, 1960 


The Honorable Chet Holifield 
House of Representatives 
Washington 25, D. C. 


Dear Mr. Holifield: 


We now have more complete information with which 
to supplement our telephone conversation with you on May 2, 1960 
regarding the payment of withdrawals from the Long Beach Federal 
Savings and Loan Association, Long Beach, California. 


As we told you in our conversation, it was our 
desire to provide the best possible service to the public in this 
situation. Immediately upon taking charge of the Association the 
Supervisory Representative undertook to work out every possible 
procedure, consistent with sound operation, which would bring about 
the expeditious handling of transactions with the Association's 
members. Refinements of these procedures increased their efficiency 
and as promptly as was feasible the teller operations were expanded 


to the practical capacity of that part of the lobby available for 
savings operations. 


The records in the Association indicate the follow- 
ing maximum and minimum number of teller windows in operation on the 
dates listed: 


Windows Operating 


High lly 
April 25 12 4 (at opening 
April 26 12 7 only) 
April 27 12 7 
April 28 13 8 
April 29 16 10 
May 2 14 8 


The minimums on each day were for short periods only. 


While the number of withdrawing shareholders was large 
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during the first several days, business was transacted in an 
orderly and expeditious manner and we are advised that every- 
thing possible was done to speed up transactions and to allay 
concern on the part of shareholders. 


we are also advised that for the week beginning May 2, 


1960 there were small lines outside the Association's office from 
9:00 A.M. to approximately 11:00 A.M. after which access to the 
Association's savings department was virtually free. 

We understand that for the week beginning May 9 
through Mey 13, access to the lobby was substantially free at 
all times and that this situation has prevailed since. 


We trust that this gives you the information you 
desire 


Sincerely, 
i 
Reo a 


Albert J.jRobertson 
Chairman 
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Exhibit C-l1l--Information for Albert J, Robertson from supervisory 
representative in charge re depositors who wished to withdraw funds 
from the Long Beach Federal Savings & Loan Association, April 26— 
29, 1960 and May 2, 1960 
On April 25 1900 the security guards'time report snowed (50) people in 
line when the door was closed at 4.00 Pl. We are unable to determines 


the maber of people in line prior to that time. 


te following information is supplied from reports made by our ow staff 

and on reports turned in on the Officers’ Daily Reports of the American 
| Plant Protection Company. 

April 2¢_1960 


Customers in 2 
Customers out 214 


2.00 = 2:00 


Customers in 
Customers out 
Averege per hour 


100 
15 


BE 
ik 


ges 

FE 

EE 
bE OEE OE 
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F 
i 


5.00 - doors locked 
i 


| April. 27.3960 
9.00 = 10.00 


Customers in 103 Wait Line 
Gstomers out 7o as feo 


© 200 


Customers In 16 Wai 
Customers Out 3 


2:00 = 2-00 
Customers in Waiting 
269 os 


Customers out Wait 
Average per hour 


arc 366 Waiting Lins 
Customers out Waiting Line 
Average per hour ei 

2.00 @ 4.00 


Customers in and out ‘2 Waiting 
Averege per hour Waiting 


of OF 


] 
u 





il 1 








9.00 = 9.20 
Customers in 


9.00 - 10.00 


Customers in 
Customers out 


9.00 > 11.00 


Customers in 
Customers out 


Average per hour 
-00 = 12.00 


Customers in 
Customers out 
Averege per hour 


9.00 - 1.00 


Customers in 
Customers out 
Average per hour 


9.00 - 2.00 


Customers in 
Customers out 


Average per hour 
9.00 = o -00 


Customers in 
Customers out 
Average per hour 


2.00 _- 4.00 


Customers in 
Customers out 
Average per hour 


- 


9.00 - 10.00 


Customers in 
Customers out 
Averege per hour 


9.00 - 11.00 


Customers in 
Customers out 
Aferege per hour 


41 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 


Waiting Line 


Pront 


Waiting Line Rear 


239 Waiting Line Front 

a Waiting Line Rear 

2 Waiting Line Front 

2 Waiting Line Rear 

70s 

$35 Waiting Line Front 

t 

% 1/3 on 

425 Waiting Line Front 

403 Waiting Line Rear 

67¢ 

501 Waiting Line Front 

- Waiting Line Rear 

T2 

BB Waiting Line Front 

60 Waiting Line Rear 

60 

1s Waiting Line Front 
Waiting Line Rear 
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April 28 1960 
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april 29 1960 
9.00 - 12.00 


Customers in 
Customers out 
Averege per hour 


9.00 - 1.00 


Oustomers in 
Customers out 
Average per hour 


9.00 = 2.00 


Customere in 
Customers out 
Average per hour 


9.00 @ 4.00 


Customers in 
Customers out 
Average per hour 


Customers in 
Customers out 
Average per hour 


219 


B 
360 
“ee 
499 


4 


seh 
68h 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Pront 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Front 
Waiting Line rear 
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At 9.00 PM when doors were locked about 20 persons vere in line 
and vere admitted and processed. 


may 2 1960 


Customers in 


9.00 - 11.00 


Customers in 
Customers out 
Average per hour 


9.00 po 12.00 


Customers in 
Customers out 
Average per hour 


9.00 = 2.00 


Customers in 
fuerege per hour 


59258 O—60—pt. 1——53 


67 


41 


STR p 


SB 


Waiting Line Bront 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 


Waiting Line Front 
Waiting Line Rear 
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May 2.1960 - contimed ‘a 
9.00 = >. 00 


Customers in 54 Waiting Line Front 22 
Average per hour 51 Waiting Line Rear 0 


9.00 - 4.00 


Customers In 53 Waiting Line -- None in line after 3.35 
Average per hour 51 2 





er 3.4 
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gxnibit C-12--Letter from Thomas A. Gregory, President, Long Beach 
“ Federal Savings and Loan Association, Long Beach, California, 
to Albert J. Robertson, February 9, 1960 


LONGO BEACH 12, CALIFORNIA 


February 9, 1960 


Hon. Albert J. Robertson, Cngirman 
Federal Home Loan Bank Board 

101 Indiana avenue, N. W. 
Washington 25, D. C. 


Dear Mr. Robertson: 
a confess I was surprised at your letter dated January 5, 
1960. 


It surely was my impression that you, aswell as the other Board 
pembers, indicated in Washington that tne $5,500,000 of new capital 
te be made available by Colonel D. Harold Byrd of Dallas, Texas, 
and his associates, was a splendid additional safeguard for our 
Association's shareholders, the Federal Savings and Loan Insurance 
Corporation, and all concerned in the Association's now more than 
13 years of litigation witn the Bank Board. Yet, on page 3 of 
your letter you now say: 

". ,. . In any event we do not see anything to be gained 

by the shareholders, the Board, or the assoclation in 
transferring the existing supervisory problems and the 
litigation to the same association operating under a 
different name and fora." 


It seems to me that your indications in Washington concerning the 
additional $5,500,000 of new capital being a benefit and safeguard 
to our shareholders and your reference in the letter are contra- 
dictory. ; 


Your statements concerning the subdivider of Bellhurst not having 
invested new capital or not being in the financial position to do 
so, are in direct conflict witn your own examiners' previous re- 
ports which disclosed millions of dollars of assets paid to these 
subdividers by the Association in the years immediately prior to 
commencing the Bellhnurst tract. 


We have repeatedly brought these facts to your attention in our 
prior interviews. 


The Walker banking interests, another of the subdivider group you 
met in the Club House on the subdivision, also told you directly 
of their financial interests and abilities. 
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You undoubtedly will remember prior to the Bellhurst loans 
understaff objected to Association loans to, and profits of 


your 
the 
eight trusts. The Association finally sold the trusts at a pro. 
fit of more than $3,000,000, but $600,000 less than 4 normal ry. 
poomess would have yielded the Association. This sale vas necery, 

of the arbitrary technical rulings of your staff, vhion 
rulings vere in direct conflict with the Internal Revenue lays 
enacted by Congress. 


Mow the Association has another group of loans which comply vith 
the lays, rules, and regulations for Federal Savings and Loan 
Aseociations, and which have been profitable to the Association, 


Although there is obviously ample security, again technical 
objections are raised. About the only way to conclusively 
satisfy the Federal Home Loan Bank Board personne] of the 
soundness of this project is to again dispose of the assets 
end again lose income for the Association during such sale and 
reinvestment. 


this to be the fact, the Board of Directors of this 


Recognising 
Association, at a special meeting held January 25, 1960, authorin 


the Association management to negotiate a sale of a substantial 
rtion of Bellhurst loans and again absorb the loss of incom 
uring reinvestment. Such action by this Association snould 
demonstrate the soundness of the loans and again demonstrate 
the unsoundness of your Board's objections. 


In paragraph 5 of pege 2 of your letter you state: 


“There are actions you could have taken to demonstrate 
your intention to operate the association in accordance 
with law and regulations. . ." 


There is no instance in vhich this Association has not complied 
with law and ations insofar as your Board has permitted the 
Association to do so. 


You mention one of these would have been to your insurance 


premiums to the Insurance Corporatien. In event of controven; 
the law specifically provides payments may be made into court t, 


among other Se: vent estoppel. Estoppel has been used 
@ legal defense s litigation by your - Pursuant to 
such Congressional enactment, the Association has paid the pre- 
miums into court. To have done otherwise might have forfeited 
the — Claims of the Association and its shareholders against 
oe urance Corporation. If the Insurance Corporation would 
te the Association and its shareholders the amount it oves 
then the Association could pay the Insurance premiums 
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direct to the Corporation, without fear of os 1, instead of 
such — into Court to protect the legal rights as 
Mvited by Law. 


qe Association's shareholders have warned the Association's 
officers that if we pay money over to the Insurance Corporation 
until these claims are either decided or compromised, t the 
officers will be individually liable for any loss caused to the 
gnareholders by such payments. 


have 8 ted a pa t of part of the premiums "based on 
gnare liability and sputed creditor liabilities. ..". Yet, 
poth the Insurance Corporation and your Board's entire position 
in the 13 years in the Federal Courts, has been based on estoppel, 
yaiver, and the taking advantage of any recognition by either the 
sparenolders or the Association of any duty or liability to the 
posrd or your Insurance Corporation. 


Certainly if your Insurance Corporation has any premium claims, 

it could have long since obtained a decision on the merits of 

those claims as it has done repeatedly by suing other Associations 
throughout the United States, and letting the courts decide whether 
there was, OF was not, any liability to pay the denied premium. 
Apparently in our case alone the Insurance Corporation has declined 
to follow the mandate of Congress and let the loval U. S. Courts 
decide the merits of disputes between the Insurance Corporation 

end the insured shareholders. 


You mention “Another is your failure to purchase the required 
amount of Bank stock." You mow the proper amount to purchase 
bank stock has been paid into court as a p r and legal tender 
pursuant to law. You have knowledge of the Prancisco Bank's 
venfiscation and conversion to its own use of multiemillions of 
dollars of this Association's assets. 


Do suggest the delivery of $800,000 more of the Association's 

to such bank without the protection of court orders against 
further misappropriations by such Bank of this Association's 
assets? Either your Board is unable or unwilling to protect this 
Association against the existing malti-million dollar misappro- 
priation of the Association's assets by such Bank. 


The Association has sought the protection of the courts as pro- 
vided by law in the absence of the protection of your Boar. 


Por us to pay another $300,000 to the ‘an Francisco Bank in the 
hope it would issue to the Association bank stock, instead of 
again misappropriating $800,000 on the denied debt of the 
Association, would be reckless exposure of our Association's 
shareholders' savings to another secret foreclosure and confisca- 
tion by your subordinates the San Francisco Bank. 
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Our proposal that Beach Federal Savings end Loan Associatia, 
convert from a Fede mutual to a State mutual is in exact cen. 
formity with the law as enacted by Congress. 


Your counsel advised you and us in the presence of both of us thy 
your consent to such conversion vas not required. Even 80, vw hay 
endeavored to keep you advised. 


Your letter says, "we can see no necessity to convert to a State 
Association to acc sh that purpose." But ve know of no 

that Colonel Byrd's $5,500,000 of new capital can be made a le 
to shareholders in a Federal Savings and Loan Association. Con. 
version to a California State Association is required as one of 
several steps to make this additional capital available. 


This is the first time ve have had any written statement of your 
position concerning our October 17, 1957 settlement offer. te 
would like to have your alternative suggestions concerning your 
objections to a} \ t of Mr. Chapman's fee, (b) dismissal 

of litigation, and ' the overriding conditions of all proposals 
as stipulated by the association.” 


We think your having held them under consideration for 2 years an 
3 months would have permitted you to formulate your counter pr- 
posals to these matters to wnich you object. 


I kmow you are terribly ousy with the many responsiblliities vwhia 
you must have. When you nave time please write us the Boari's 
counter proposals to ta), (0) and (c) above. 


Sincerely, 


- 


Efeeqry . 
T. A. Gregory, Phesident 





TAG: dhb 
cc: Ira A. Dixon, Member 
William J. Hallahan, Member 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 823 


| Exhibit C-13--Letter from Sutherland Sales, Inc., to Thomas A. 


tLon 
en- 


Gregory, April 27, 1959 


April 27, 1959 


Mr. T. A. Gregory, President 

Long Beach Federal Savings and Loan 
Association 

328 American Avenue 

Long Beach, California 


Dear Mr. Gregory: - 


As a part of refinancing the blanket loans to 
individual loans in the Velturon Corporation and 
Acron Corporation, Inc., you have been requested 
to give consideration to adjusting loan values to 
the size and value of the individual houses. In 
numerous instances the size and design of houses 
were increased to fit into the pattern of the lot 
and surrqunding houses. Such over-all increases 
will approximate $700,000.00, including one pro- 
perty on which you do not now have a loan. We 
understand such increase will be credited to 
construction trust funds for said companies at 
Farmers and Merchants Trust Company. 


As a consideration for you so adjusting the loan 
values, the undersigned hereby agree to purchase 
from you out of such subdivisions, trust deeds 
totaling $1,000,000.00 upon your request. 

Yours very truly 


SUTHERLAND SALES, INC. 


s 
Mert. ;- President 


-- 





Exhibit C-1j--Letter from Thomas A, Gregory, president, Long Beach 
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Federal Savings & Loan Association, Long Beach, Calif., to Albert 
J. Robertson, October 2, 1957, transmitting copy of October 14, 
1957 resolution of board of directors of Long Beach Federal Savings 
& Loan Association 


October 24, 1957 C -/U 


Mr. Albert J. Robertson, Chairman 
Federal Hame Loan Bank Board 

101 Indiana Avenue NW 

Washington 25, D. C. 


Dear Mr. Robertson: 


We enclose herevith a certified c of the resolution 
adopted | the Board of Directors of the Association. 
Such resolution by its terms is intended to satisfactorily 
dispose of each item mentioned in your letter of June 

12, 1957, and set up a procedure for the Association to 
also make such settlement binding on its members. 


The Association's Certified Public Accountants have ad 
vised the Association's officers that the reserves, after 
deducting the items in the resolution, are ample to equal 
five percent of the Association's insured accounts and 
approximately $1,500,000.00 mcre, assuminz there are no 
major adjustments not now known and without setting up 

a reserve for the Willhoit or Turner matters with which 
you are familiar. Of course, the "Order to Show Cause” 
as described in the resolution is intended to bring out 
claims not now known or forever bar them. 


We see no reason at this point the resolution en- 
closed cannot become effective conclusive in very 
short order. 


We all sincerely hope you agree with us. If there are 
any questions, please phone at our expense. Since I am 
perscnally not traveling ye., Mr. Wells will be available 
to you in Washington. 


Sincerely, 


7. A. Grexorv 
TAG: na | 
Incl. (1) } 


Cc: Mr. Ira A. Dixon 
Mr, William J. Hallahan 
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RESOLUTION 


WHEREAS the officers of Long Beach Federal Savings and Loan 
association have been negotiating with members of the Federal Hane 
yosn Bank Board for the purposes of terminating litigation arising 
out of the seizure of the Association in 1946 and the appointment 
of a Conservator therefor and to establish a financial basis 
mtually agreeable to said Association and said Board upon which 
the Association may rely in making pinenctad statements and to cut 
off, by appropriate legal notice, claims which may arise, as yet 
uwknown, by reason of such Conservatorship and subsequent events 
related thereto; 

NOW THEREFORE be it hereby resolved that the Board of Directors 
of Long Beach Federal Savings and Loan Association do hereby 
authorize and direct the officers of said Association, as a can 
prise and settlement of the aforesaid litigation, to: 

Step. 1. Submit a certified copy of the within resolution to 
the Federal Home Loan Bank Board, Washington, D. C., ami upon the 
approval therecf, to proceed as follows: 

Step 2. File an appropriate motion or proceeding in the U. 

§, District Court, Los Angeles, California, requesting said Court 

to issue an Order To Show Cause, or other appropriate order, stating 
that the Association proposed to campromise the pending litigation 
ami controversies as hereinafter stated and to establish a financial 
basis upon which the Association might thereafter function and cut 
off any and all claims against the Association not reflected on 

the books of said Association and to approve the compromise and 
settle said litigation as hereinafter set forth and to request said 
Court to direct the manner of notice and time of notice to the 
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) 


Shareholders, Borrowers, Creditors, and others who might be affecty 
thereby, excepting that the Federel Home Loan Benk Board or Peden 
Savings & Loan Insurance Corporation and other Federal Defendant 
Officials shall not be made parties thereto. 

Step 3. Upon the approval of the within resolution by said 
Court, after notice and hearings thereon aforesaid, the Directors 
of this Association shall make the following entries in the book 
of the Association, to wits 

a. Charge to the Generel Reserves of the Association the a , 
of $365,279.17 to charge off the amounts heretofore paid by the J, 3, 
Courts from and out of the funds held in Court, whether or not su 
amounts were a charge by Order of the Court against the Association, 

b. Charge to the General Reserves of the Association the 
sum of $167,605.86 to charge off the amount of litigation expense 
capitalized by the Association es a result of the litigation afore. 
said. 


Ce Charge to the General Reserves of the Association a chek | 


in the amount of $50,000.00, which has been deposited in the JU, §, 
Court, oricinally payable to Robert Wallis. 

G. Deposit in the U. 3. Court an additional $100,000.00 tw 
be paid to such attorneys as the Association may direct and the Cout 
may approve, as full end camplete compensation for their services, 
which shall incluie the following: 

1. Counsel for the Shareholders Committee vho comenced 
the Maloney vs. Fahey litigation on May 27, 1946. 

2. Counsel for Title Service Campany, Trustees under the 
Association's Deeds of Trust. 


3. Robert H. Wallis and his Counsel. 


' 
| 
’ 


} 
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oe. Upon dstermination dy the Federal Home Loan Bank Board 
of the amount due, if any, on seid Board's claims of $89,790.54, 
charge such portions, if any, to the General Reserves of tho Assoc_a- 
sion. (The Federal Home Loan Bank Board has requested that a de- 
temination of this item be "deferred pending the Board's council 
yith other Governmental Departments concerned. After such counc 
the Board will dotermine vhat amount, if any, shal! be charged th 
association and 1t will pay such amount.’) 

f. Pay the Federal Savinss and Loan Insuwmance Corporation 
the amount of insurance premiums due said Corporation, taking into 
goasideration the sum claimed by the San Francisco Bank to be an 
indebtedness of the Association, which said premium is estimated tc 
be $403,015.41, and pay the sum of 24% interest per annum on any 
portion of said sum not deposited in the U. S. Court from the datc 
vheo such sum was due to the date of payment to said Insurance Cor ~- 
ration. 

g. Charge to the Genoral Reserves of the Association the 
em of $17,300.32 as an adjustment on U. 8. Govermment Bonds account 

h. Upon the comiition that the Federal Hane Loan Bank of 5%. 
Francisco deliver to the Association $5,300,000.00 of U. S. Govern- 
mat Bonds, heretofore held by it for said Association, together 
vith interest coupons attached, or credit therefor be given for sa... 
coupons, the Association shall pay the Federal Hame Loan Bank of © 
Francisco for notes created by Amasnn totaling the sum of $6,300,° 
togsther with interest thereon at the rate of 2% per annum, fron 
Jenuary 1, 1948, to the date of payment, less the followine: 

1. The amount of cash delivered to said Bank by the 
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S. Court, amounting to the sum of $994,856.15. 

2. Less the amount of interest coupons on seid JU, 3, 
Government Bonds due and payable on or after January 1, 1948, to 
date hereof. All coupons due on and after date hereof shall be 
attached to said Bonds. 

3. Less dividends declared and eccrued since January 1, 19% 
to date on stock owned by said Association in the Federal Home Loa, 
Bank of San Francisco. 

That said payment shall be made and conditioned, that upon thy 
payment of said net sum aforesaid and the delivery of said Bonds a 
aforesaid to this Association, that all claims of said San Prancign 
Bank against the Association shall be terminated and compranised ani 
that all claims by the Association against said San Prancisco Ban 
and its directors shall be terminated and campronised, excepting 
that the Association shall ow 6,084 shares of the capital stock of 
said San Francisco Bank, unencumbered. The net amount of the efor. 
said payment shall be deducted from the Generel Reserves of the 
Association. 

That the Association will concurrently with such settlement, 
purchase and pay for additional stock in the Federal Home Loan Bank 
of San Prancisco in an amount vhen added to its present stock ome- 
ship shall equal not less than the minimm requirements pursuant to 
rules and regulations. 

i. The Association shall create a Trust into which it shall 
assign and deliver borrower obligations totaling $750,000.00 fran 
and out of the assets of the Association, which have heretofore been 
designated by the Federal Home Loan Bank Board as unearned profits, 
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me Trust shall provide that 2/3 of the income therefran shall be 
payable to Charles K. Chapman during his lifetime and 1/3 thereof 
shall be payable to the Association. The form of said Trust is sub- 
nitted herewith, is approved by the Association, and shall be executed 
concurrently with or after the District Court Order of Approval of 
the within compromise. That upon the establisiment of said Trust, 
the lication for the Association to pay further fees to said 
tharles K. Chapman for his services in connection with recovery of 
the Association and its assets from the seizure in 1946 and subse- 
qumt litigation in connection therewith to and including the date 
of approval hereof by the U. 3. Court aferesaid shall be transferred 
to said Trust. The establishment of seid Trust and the transfer of 
assets therein are part and parcel of the vithin ccampramise end are 
conditioned upon the Federal Home Loan Bank Board consenting by 
epproval hereof, to the Association showing said assets so trans- 
ferred into said Trust as an asset of the Association for the full 
face Value thereof and that it shall not be required during the life 
of said Trust to establish a loss reserve or impairment cf its re- 
serve because the title to said assets are held by seid Trust pur 
sunt to the comlitions thereof. Future investments in said Trust 
stall, pursuant to its terms, be legal investments for Federal 
Savings & Loan Associations. 

j. Upon the approval of the compranise and settlement on the 
basis herein set forth and the Order of the Court therefor determining 
the financial basis upon which the Association may thereafter make 
afinancial report, the officers of the Association are authorised 
(0 make monthly and anmal reports to the Federel Home Loan Bank 
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Board, 89 required by the rules and regulations. 

ke Upon the Order of the Court becoming final, it shell be 
conditioned upon the full end complete discharge from suit, claim, 
or liability, except as hereefter stated, by reason of any of the 
actions camenced by the Long Beach Federal Savings and Loan Assooi,. 


tion as complainant or cross-compleinent and by the Mallonee Shars. 
holders’ Cammittes of Long Beach Federal Savings anc Losn Association, | 
and/or the Trustees under the Deeds of Trust of the said Association, 
either es complainant or cross-complainant, against the Federal | 
Savings & Loan Insurance Corporation, end each end all of the offices) 
defendents of the Federal Home Loan Bank Boerd and each emi all rer. 
sons now or heretofore mombers thereof, esch cf the personnel of ths 
Federal Hane Loan Bank Board named in any such suits, excepting in 
the claims upon vihich J. D. Willhoit, et al. has sued tho Associs. 
tion, et al. for the recovery of documents which claims shall stay 
upon their own merits as to all parties thereto ani‘ not be affected — 


' 


by settlement herein. 

1. Tho Bond furnished to Long Beach Pederal Savings ext Lom 
Association by A. V. Ammann in the original amount of $100,000.00 
shell be exonerated, inscfar as Long Beach Fedoral Savings anit Loan 
Association claims thereunder, excepting as to such liability as 
said Compeny may heve in connection with said claims made by said 
J. D. Willhoit, et al. aforesaid. 

m. Approval of this resolution by the Federal Home Loan Bank 
Board shall be its consent to the release of all funds now deposited 
in the U. 3. Court in commection with each amt every of the laveuits 
above referred to, insofar as said Board, Federal Savings end Lom 
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Insurance Corporation, A. V. Ammann, @s Conservator or former Con- 
gervator, or any other official defendsnts have an interest therein 
and said funds shall be paid pursuant to the Order of said Court to 
the persons entitled thereto, primarily to Lony Beach Federal Savings 
aod Loan Association, upon Association's compliance herewith. 

Tno sale of this Association's interests in Trusts L-1 through 
§, this resolution end all acticas hereunder have been mala and done 
tn offurss te Geet the requirenents cf 4 letter of Federal Hass Loan 
penk Boeri to this Association dated June le, 1957 and to remove all 
ouwervisory criticism of the Association by said Load. 

In the event the Foderal tame Loac Bank bos ol any of its 
ageicieS or corporations yet Lave any cb jectioas ur critician to 
the Association, ite reseives or operation, tiis resolution shall be 
null and voilu. 

In the event the Court shall reject the cumpromise and setile- 
ment of the litigation as herein authorized by the Asscoiation 
Board and as approved by the Federal Hane Loan Bank Board vefore 
mimission to said Court, then and in that event, the within reso- 
lution enall thereafter be oull and void and of no further force 
ami effect. 


a. & |  . @ 


I hereby certify that I am Assistant Secretary of Lon, Beach 
Federal Savings and Loan Association and that the foregoing is a true 
and correct copy of a resolution adopted by the Board of Directors of 
Long Beach Federal Savings and Loan Association at a meeting of such 
Board of Directors held on October 14, 19 






(SEAL) Assistant-Secre 
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Exhibit C-15--Letter from Albert J. Robertson, Chairman, Fede,  #° 
Home Loan Bank Board, Washington, D. C.,to Thomas A, Gregor, a 
June 22, 1959 i 


June 22, 1959 ; 


Mr. T. A. Gregory, President 
Long Beach Federal Savings and 


Loam Association Ld 
328 American Avenue 5 h 
Long Beach 12, California $25 
tha 
Dear Mr. Gregory: an 
off: 
On my return to the office this morning for 

I found that Mr. Hallahan was out of town but told 
Mr. Dixoe briefly of Mr. Newell's and my interest- we : 
img visit to Bellehurst last Saturday. Not only | Pra 
was it an informative trip but also a pleasant ote 
ome. We appreciated the cordial hospitality of you oe 
and your associates and thank you again for your fron 


courtesies to Mr. Newell and me. 


Yours sincerely, 


A ee 


bert J. bertson 
Chairman 
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Exhibit D-l--Letter from Frank J. Mackin, Savings and Loan Jommissioner, 
State of California, to Hon. John E, Moss, June 10, 1960 re appli- 
cation of Long Beach Federal Savings & Loan Associetion for State 
charter 


wn 


» Feder, W shingt a, D. Cc ’ Ey -, 
Gregor LA 














T » £ aor t lara) Gayw4 , A y+ - 
Re Long Beach Federal : 2 5 Re e 
orden ea \ 
Tamoc . “ee a mL ra - 
Mr. Jam sa ani, k i 
tos Angeles t " ar os . 
LOS Als P J 
the foll W r I ma 
f\y Tt yr Ln ) T 
Association fil n this ffi an applicatic for tificat 
a “yaa f +h va ant4 7 a = y - +4 aY 
of approval ol ‘ pose € rpora und - 
. + 4 nr P » cr c y 
laws aS par i ¢ for it rsion from a F ra 
Bett he M+ 1 Cartrinec ana T oY Ae rntnt4 ~ - + 
to a State tual Savings an an ASS itior Tt “jatior 
was informed that it w be ary for t ami 
‘} Pet + Ac ' ry a 7 - 
the aliair A l i A a 
74 + ry er 47 o fe urh 4+ Le + 
the applica a. ee e, wi ont red 
2 o 5 7 ar n+ o s+ + 2 — e » 
the filin I py r with is f'f , wa + a 
at the time f the filine of the annlicati 
at the tim f the filin f th rpplica . 
In conversations with Mr. Thomas J. Gregory, Preside 
the Long Beach Federal Savings & Loan Associatior n early Apri 
4 IT him that €#hc eayvaminat4 or araita ? wn auanqur av ‘ o 
I informed him tha : iation would be née ssary 
} 4 ef uniwiilA wré + } nA aA ar es PIA ana 4 + 
a hearing would hav to t iducted by 12 ff ind 1a 
$250.00 filing fee would have to be paid. M Greror tate 
+ . 4linoe et 2 ~~) a ee a ae ee . 
that the filing fee would be paid immediately and that he de: 
+ +) lane 4 _ FA TSA »" DWahwr) r K+} } ~~ 
that the application filed « February 26th be construed as beir 
x i a - —— Jom 4 Te ~ * a . cz 
formally filed as of the date the filing fee was received, i ur 
7 > e . * : 3 1 
office, which April.5, 1960. The official filing date, thers 
fare Sy AY e¢ Anyri) OF 
sULC, Lik ul ADI ’ I ( e 


Shortly after the filing of the application on February 
we informed representatives of the Federal Home Loan Bank of San 
Francisco (Los Angeles Office) that the application had been filed 
with us. I believe that the representatives of the F a 
Loan Bank Board had received prior word of this from representative 
of the Long Beach Federal Savings and Loan Association and alsc 
from our Office. I believe we did not give a copy of the apnli 


}| 


59258 O—60—pt. 1 4 
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gxhibit D-2--Letter from Thomas A, Gregory, president, Long Beach 
Federal Savings & Loan Association, Le Heach, Calif,, to Albert 
J, Robertson, February 23, 1960 re pro ‘orma statement, with attach- 
ments; Memorandum re tender of $7,0 check; Preface stating 
qualifications to accounting entries Association's books and 


summarizing litigation; and Long Beach Federal Savings & Loan 
Association comparative pro forma statements 


sementeting our previous letters, there is attached « statement 
showing the end decrease in the proform statement . AB 
6 dotermination concerning the het Prejudice : described 


is 
We again call your attention specifically to the fact that the 
ened gy gy ny ee der omy eel Mag an er gg and 


the Association's U. 5. Government Bonds and cash held by 


After tender, the Association is, of Ny ma ge ha etal 
lv, entitled to delivery of its securities, together with the 
legal rate of interest until such delivery is mde to the 
Association. When the San Francisco Hank pays its obligation due 
this Pa oo © Saas Seek 5 Seevenees 2s 
excess of ,000.00 from such interest alone, plus the income 
on bonds. Tender also eliminated interest and attor- 
' fees claimed by the Bank. ‘The above-quoted amount due is 


wi udice to other claims of the Association against such 
lank ino ancther prior and additional tender, the effect of 
which is not discussed. 

this of the amount due this Association is called to your 
at on so that you may consider the substantial additional 
inom to which the Association is entitled from an arm of the 
Federal Home Loan Bank Board, because of 4 bom fide investment 
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Federel Home Loan 
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February 23, 1960 
Page Two 


We are l 
settled 


tivity. For 
connection wi such 


andthe 


Board 


forward to the time when this account my be - 
se funds placed in the normal chamels of produ. 
information, there is attached a memorandum in 


Sincerely, 


LONG BEACH FEDERAL SAVING 
AND LOAN ASSOCIATION 


T. A. Gregory 
President 
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Memorandum 


TO: Mr. Albert J. Robertson, Chairman 
mex Federal Home Loan Bank hoard 


PROM; Mr. T. A. Cmaerz, President 


Long Beach Fe Savings and Loan Association 


— to a letter dated October 29, 1959 ana February 23 
900. e 


In December, 1953, the Association invested in a check totaling 
$7,005, 000 000.60 which it used as a tender to protect the assets of 
the Association against confiscation by the Federal Home Loan 
pank of San Francisco. Such check has been maintained intact 

as a continuing tender since that date. 


Zach of the 4 conservator's notes, which comprise the $7,000,000 
denied debt, read in part: 

“. . . This note shall be construed 
according to the laws of the State in 


which the principal office of the payee 
is situated." 


the “princi office" of payee San Francisco Bank is at San Fran- 
cisco, C ornia. The notes must therefore be construed 
according to California lav. 


California Civil Code, $1504, reads: 


"$1504. Effect of offer on accessories of 
ob Lagat ton. An offer of payment or other 
performance, duly made, ugh the title to 
the thing offered be not transferred to the 
creditor, stops the running of interest on 
the obl aten. Sen ee ee 


all its cidents as a performance thereo 
{Enacted 1872. ] 


In Berry v. Bank of Bakersfield, 177 Cal. 206, 208, (1918), the 
California Supreme Court said: 


", . . the plaintiffs unquestionably were entitled 
to a return of their je ge upon the tander of 
the balance due upon such note. The validity of 
the tender was not impaired by the fact that it 
a a with a demand for the return of the 
eS: The pledgor had a right to make his 

offer a conditional upon a redelivery of 

oe rty pnetans and such offer extinguished 
the lien of pledgee. . . (Citing authorities) .. ." 
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2 | 

| 

4) 

5 | 

- 

MEMO TO: Mr. .ibert J. Robertson, Chairman . 1] 
F we Loan Bank Board J 

-Page Two- 9 | 

10 | 

In Walker v. Houston, 215 Cal. 742, 745, (1932), the Californis ll \ 
Supreme Court sad: : , , 
12 

7 ‘An offer of t or other xtormance, 

duly made, though the 13 | 

be not transferred to the creditor, stops the \ 

running of interest on the obligation, and has the 4 

seune_ “effect all its incidents as a performance 15 | 

sof , in such @ Case, the o Opigation still | 

rer but all of its incidents gone. Interest 16 | 

i= of oped, sureties are released, and liens are 
discharged. i , 17 | 

e as v. American Surety Co., 300 U. 8. 414, 81 L. Bd. 720, | 18) 
1937}, the © S- Supreas Cour urt said at U. S. page 425, L. Bd. |_| 
page 726: 19 | 
. . While the payment vas into the court's 2 | 


registry, and not directly to the claimants, it 
nevertheless was @ lawful and effective payment 


The foregoing is only one facet of the San Francisco Bank's 
obligations to Long Federal. It is called to your attentia 
for the purposes set forth in the attached letter. 











8 
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PREFACE 
1| es 
2 
$| All entries in the within books are subject to adjust- 
| 


| 
iments and contingencies resulting from actions, defenses, offsets, 


claims and counterclaims, the subject of pending and possible 
future litigation. 

All such were caused by the seizure and 20-months 
operation of this Association by a purported Conservator from 
| May 20, 1946 to January 24, 1945, and said Conservator's trans- 
10 | actions, transfers and dealings with the Association's seized 


7 jessets, business, records and members. 


12 | Most of said transactions were in violation of applicable 





13 | lew, regulations and Court restraining orders, and vere otnerwise 
14 | illegal, void or invalid. 
15 | An attempted accounting by said Conservator for said 


| 
16 \dealings and transactions has been rejected by the United States 





7 | Court. Multi-miliion dollar objections to the second attempted 
18 accounting by said Conservator are pending and undecided by the 
\ 


» 
19 | Courts. 


20 | Among the larger disputed transactions are: 

21 (a) A $10,000,000 run of withdrawals ty panic- 

a | stricken shareholders. Such run was deliberately caused 
| by actions and statements written and othervise, ty the 
“| then sole trustee and only governing authority of Federal 
% | Savings and Loan Insurance Corporation, his agents and 

26 representatives. 

n (b>) A purported $7,300,000 loan or advancement from 
4 the Federal Home Loan Bank of San Francisco to said pur- 
29 | ported Conservator, and the attempted exchange or transfer 
$0 | as alleged security therefor, or otherwise, of epproxi- 
31 mately $8,300,000 of U. S. Government bonds, and of 


82 approximately $9,000,000 of notes and deeds of trust 
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representing the deposited savings of this Association's 
then more than 16,000 shareholder depositors and the 
titles to the homes of said Association's then approxi- 
mately 5,000 borrowers. Said Conservator claims to have 
repaid over $1,000,000 on said loan and to nave reduced 
the principal balance thereof to $U, 300,000. 

(c) Tne clouding of the titles to the homes of this 
Association's then approximately 5,000 borrowers on notes 
and deeds of trust aggregating approximately $12,000,000, 
Over 5C separate Court vroceedings were necessitated to 
clear part of said titles in 1946-43. 

(a4) A $7,000,000 foreclosure action by Federal Home 
Loan Bank of 3an Francisco, as plaintiff, filed in March 
1952, seecing to foreciose an alleged lien upon the notes 
and deeds of trust upon said torrowers' homes, notwith- 
standing previous payment in full of more than 1,700 of 
said trust deed loans by said borrowers and notwithstanding 
previous tenders anu payments into the Registry of the 
U. S. Court by said Association of the total amount claimed 
on said alleged $6,300,000 loan. 

A new summary judgment again quieting the titles 
of said homeowners against said foreclosure was ordered 
by said U0. 8. Court in June 1954. 

(e) Unauthorized and illegal manipulation of said 
Association's U. S. Government bond portfolio in trans- 
actions aggregating approximately $12,000,000 wherein 
various of said Association's bonds vere sold and others 
purchased at an alleged profit, but actually at a substan- 
tial loss to said Association. 

(f) Manipulations and unauthorizea transfors of said 
Association's Pederal Home Loan Bank stock in which over 


$608,600 of said Association's assets were involved. 
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(g) Approximately $5,000,000 of P.H.A. and/or V.A. 


insured loans, the Government insurance of which is 


questionable and in doubt because of illegal, false and/or 


untrue statements and transactions in connection therewlth 


ty said purported conservator. 


Un. 


ACTIONS RESULTING FOM CONSERVATORSHIP 


ited States District Court 


In The ; 
Southern District of California: 


1. 


No. 5421-P.H., commenced May 27, 1946, 

(Mallonee, et al., vs Fahey, ct al., includes 50 sepa- 
rate homeowner interventions to clear cloudea titles). 
No. 5678-P.H., commenced August 22, 1946, 

(Federal Home Loan Bank of Los Angeles, et al., vs. 
Pederal Home Loan Bank of Portland, et al.j. 

No. 7989-W.M., commenced February 17, 1948, 
(Nevendorp & Bradley vs. T. A. Gregory, et ai.). 

No. 139053~B.H., commenced March 22, 1952, 
(Hovard V. Calverley, et al., vs. Federal Savings and 
Loan Insurance Corporation, et al.). 

No. 13979-C, commenced April 3, 1952, 

(Federal Home Loan Bank of 3an Francisco, vs. Long 
Beach Federal Savings and Loan Association. ). 

No. 15588-C, commenced June 5, 1953., 

(Long Beach Federal Savings and Loan Association vs. 
Federal Savings and Loan Insurance Corporation, et al.). 
No. 16772-P.H., commenced May 13, 1954, 

(Helen 0. Barry and John T. Barry vs. Long Beach 
Federal Savings and Loan Association, et al. 
clouded title). 
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8. No. 16773-P.H., commenced May 13, 1954, 


(H. E. Conley and Myrtle Conley vs. Long Beach 


Pederal Savings and Loar Association, et al., in re 


clouded title). 


3. No. 16774-P.H., commenced May 13, 1954, 


(Robert 0. Behen vs. Long Beach Federal Savings and 


Loan Association, et al., in re clouded title). 


10. No. 16775=P.H., commenced May 13, 1954, 


x1. 


(Esperance \. Marker and Bthel M. Marxer, vs. Long 

Beach Federal Savinyss and Loan Association, et al., 
in re clouded title). 

No. 1O045-P.H., commenced June 15, 1)54, 

(George 3. Carter and Mary I. Carter, vs. Long Beach 
Federal Savings and Loan Association, et ai., in re 


clouded title). 


In The United States District Court, 


Northern 


12. 





|In The Su 


l. 


\l 


District of California: 
No. 28203-G, commenced July 22, 1948, 
(Pioneer Investors Savings and Loan Assoc lation, et al. 


, 


vs. Federal Home Loan Bank of San Francisco, et al.). 


rior Court of The 3tate of California 


| In And For The County Of Los Angeles: 


No. L.B.-C-14492, commenced January 16, 1948, 
(Nevendorp & Bradley vs. T. A. Gregory, et al.) 
No. L.B.-C-18154%, commenced March 21, 1952, 
(Howard V. Calverley, et al., vs. Federal Savings | 
ami Loan Insurance Corporation, et al.) 

No. 597402, commenced March 27, 1952, 

(Federal Home Loan Bank of San Francisco vs. Long 


Beach Pederal Savings and Loan Association). 
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1 | &, No. Comp. C. &17, commenced on or about April 5, 1954, 
2| (H. B. Conley and Myrtle Conley vs. Long Beach Federal 
s| Savings end Loan Association, et al, in re clouded 
‘ title). 
5 | 5. No. 627904, commenced on or about April 27, 1954, 
4 (Robert 0. Behen vs. Long Boach Federal Savings and 
‘ Loen Association, et al., in re clouded title). 
| 6. No. SoM.C. 3999, commenced on or about May 3, 1954, 
>| (Esperance W. Marker and Ethel M. Marker vs. Lone Beach 
10 Federal Savings and Loan Association, et al., in re 
7 clouded title). 
12 | 7. No. Cam. C. 839, commenced on or about May 5, 1954, “9 
| 13 (Helen C. Barry and John T. Barry vs. Long Beach = 
14 | Federal Savings and Loan Association, et al., in re c 
1s | clouded title). 2 
16 | 8. No. Comp. C. 351, coumenced on or about June 7, 1954, 7 
17 | (George S. Carter and Mary I. Carter vs. Long Beach ae 
18 Federal Savings and Loan Association, et al., in re a 
1» clouded title). 4s 
al., | 20 33 
| a Approximately <5) writs and appeals have been taken by 


22 || the seizing agency, its conservator, bank and insurance corpora- 
| tion, thereby obstructing and delaying any trial of the merits 


25 | A trial on the merits on the Association's claims for 


'* 


%| the return of ite property, accounting, and other matters inoident 


LATRA EL AHL 1 


~ 


| to the conservatorship, now seems assured in the light of the 

% | actions of Congress in the Housing Bill of 1954, which provides 

| that the local U. S. Court shall have power to hear the merits 
90 | in the district where the savings association is situated. 
Sl Said association in all of said actions has been a | 
32) defendant or cross-cleiment (with the exception of No. 15588 in | 
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the U. 3. District Court). 


The Association's part in said litiyzation has beer: 

(a) To seck recovery of, and an accounting for, its 
seized assets and propertics; 

(db) To resist a $7,000,000 foreclosure thereof upon 
& loan for which said Association received no considera- 
tion; 

(c) To deny and seek to cancel said Association's 
alleged liability for illegal ard unauthorized trans- 

tions; and 

(d) To seek declaratory relief as to the liability 

of the Federal Savings and Loan Insurance Corporation, 


said purported Conservetor's fidelity bonding comsany 


and others liable to said Association and its now 50,900 


depositors and borrowers concerning sald matters. 
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\ In June 1954, Home Loan Bank Board, Pederal Savings and 
Loan Insurance Corporation, and Federal Home Loan Bank of San 
Francisco, et al., commenced as petitioners new action No. 14378 
for injunction, etc., against Long Beach Pederal Savings and 

Loan Association, et al., in U. S. Court of Appeals for Ninth 
Circuit at San Prancisco, seeking to enjoin any defense to 

their $7,000,000 foreclosure of Long Beach Federal savings and 


| homes. 


9 | In August-September 1954, Long Beach Federal filed in 
10||U. S. District Court at Los Angeles, under Housing Act of 1954, 








11 | new actions against above petitioners, et al. 


12 | No. 17133-P.H. - approx. $53,000 deposit in court; 
13, No. 17152-P.H. - over $100,000 deposit in court; 

14 | NO. 17153-P.H. - approx. $50,000 deposit in court; | 
15 | No. 17154-P.H. 


16 | Por quiet title, accounting, return of seized $8,300,000 of U. Ss. 





17 | bonds to Long Beach Federal, preventing foreclosure of homes and 


18 | savings, and for other relief. 


19 | Actions numbered 1, 2, and 4, on page 3, lines ll through 
21, have been dismissed. However several new actions have since | 
2) | been filed, including one by John D, Willhoit against the Associa- | 
22 


| tion, for damages, attorneys and accountants fees, costs and expenses. 
re The conservator seized but failed to return various records of the 
7 | Association and Mr, Willhoit, vhich Willhoit says expose him to | 
| \iability for several Immdred thousand dollars of unoved income tax. 


Q7 | 
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Exhibit D-3--Letter from Ira Dixon; Acting Chairman, Federal Home 
Loan Bank Board, Washington, D.C., to Thomas A, Gregory, 
June 26, 1959 re Payment of semi-annual dividend at June 30, i959, 
with attachment; Letter from Thomas A, Gregory, President, 
Long Beach, California, to Ira A. Dixon, July 7, 1959, enclosing an 
Excerpt from Examiners' Report, page 290, and an 
Excerpt from Examiners’ Report, page 269 


FEDERAL HOME LOAN BANK BOARD 


WASHINGTON 25.0 C 





FEOERAL SAVINGS 4NO UC 
10! INDIANA AVENUE N WwW (NOURANCE CORPORATION 





June 26, 1959 


Mr. T. A. Gregory, President 

Long Beach Federal Savings and 
Loan Association 

328 American Avenue 

Long Beach 12, California 


Payment of semi-annual dividend 
at June 30, 1959 


Dear Mr, Gregory: 


Reference is made to Mr, Granville B, Smith's "Interim Report 
of Examination", dated May 19, 1959, attached to your June 8 letter to 
Chairman Robertson, It is observed that page 7 of such report contains 
the following statement: "Based on the projection of income to date to 
June 30, 1959 on a time basis, it would appear that the June 30, 1959 
dividends will dip into the free reserves set up in Account Wo, 2725," 


The association's board of directors, in connection with the 
foregoing, should give consideration to the last several reports of 
the Board's examiners, copies of which have been transmitted to the 


(CORRAL “OME LOAN Berm SYSTEM 


an 


FEDERAL S40™GS AN LOAM SYSTEM 


association, which clearly show that the association has no free reserves, 


As of November 17, 1958, according to the examiner's adjusted data, the 
total of the association's "Surplus-Reserved for Bad Debts" (Account 
No, 2725) and "Surplus" accounts was a debit balance of $2,004,529, 


Sincerely yours 


Wen Benn 


Ira Dixon 
Acting Chairman 


— 
ue) 
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LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


328 AMERICAN AVENUE . TELEPHONE HEM.oce 7-180! 


LONG BBACH 12, CALIFORNIA 


July 7, 1959 


Honorable Ira A. Dixon 
Federal Home Loan Bank Board 
101 Indiana Avenue, N. W. 

Washington 25, D.C. 


Dear Mr. Dixon: 


We appreciate your letter oi June 26, 1959. At anytime there appears 
any matter that would adversely affect the welfare of the Assoctlatig, 
we surely wish to be advised and it was nice of you to do so. 


We have so often expressed a desire that the Federal Examination 
Reports be so written that a portion cannot be taken out of context 
and misused to the detriment of the Association. 


Page 290 of the Examiners' Report shows "General Reserves and Un- 
divided Profits” as follows: 


Account Balance After 
Number Ad jus tanents 
Surplus 2810 ($ 2,480 ,752,28) 
General Reserves - Reserve for 
Federal Insurance 2722 3, 343,835.28 
General Reserves - Reserve for 
Contingencies 2723 2 , 596 ,959.87 
Reserve for Contingencies - Earmarked 
for Federal Insurance Reserve 27235A 1 ,002 , 987.02 


General Reserves - Surplus - Reserved 
for Bad Debts 2725 476 , 223.23 


Total $ 4,939 ,253.12 





It is obvious that whomever furnished you the information, the basis 
of your letter, did not furnish all of the information concerning the 
Association's general reserves, surplus, and undivided profits. 
Account No. 2723, as shown in the summary taken from the Federal 
Exeuiners: Report to have 6 credit balance of $2,596,959.87, was 
necessarily left out in order to create a debit balance as quoted in 
bse, letter. The fact is: there is a net credit balance of 


592,430.86 after all the proposed adjustments by the Federal Examinn 


The Association does not agree that such proposed deductions or ad- 
justments are either warranted or factual. 


The foregoing demonstrates, as has been so often our experience in 

the past, that the understaff, by inadvertence or otherwise, may 

include some figures and omit t others and, thereby, make inaccurate 
statements appear plausible and detri imental to the Association. 


I hope to be in Washington within the next few weeks and discuss th 
matter further with you. 


Kindest personal regards, 






T. A. Greg y 
Pres ident os 
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(Excerpt from Examiners' Report, Page 290) 


) j. Adjustments for Operating Ratios 


(1) Met Assets: 


Het assets as of Movember 17, 1958, were determined in the following 











ganner: 
Gross Assets $ 101,234,418 
Deduct 
Loans in Process $ 1,537,200 
Unapplied Mortgage Credit 8,758 
Current Expenses 335,193 1,881,151 
Wet Assets 3 29.353.267 
appears 
Clation 
(2) General Reserves and Undivided Profits 
“>; 
! al 
on General reserves and undivided profits were compiled as follows: i 
ntext pr 
Account Balance after — 
U } Descriptions (Per Association Books) Rumber Adjustments _ 
n- SESE ao 
~% 
Surplus 2810 ($ 2,480,752.24) ‘ 
General Reserves - Reserve for Federal “ 
ce After Insurance 2722 3, 343,835.24 
S uments General Reserves - Reserve for . 
152.24 Contingencies 2723 2,596,959. 87 - 
Reserve for Contingencies - Earmarked a 
» 835.24 for Federal Insurance Reserve 2723A 1,002,987.02 a 
General Reserves - Surplus - Reserved oe 
» 959.87 for Bad Debts 2725 476,223.23 < 
, 987.02 Total $4,939, 253,12¢ 
293, ' ¢ Excludes "Reserve for Contingencies Larmarked for Foreclosed Loans"-$5,370.57 
| y 253.12 The relationship to net assets are shown below: 
} (a) General reserves & und. profits « 
basis to net assets $4,939,253 5.0% Ss 
ing t (b) Gen. res. & u. p. less summarized é: 
- : losses ton. a. 4,903, 246 4.91% * 
al o 
as a 
ted in A summary of slow assets and indicated losses after adjustments follows: 
Examiners, 1 OF WET APPRAISED INDICATED 
r ad- } AMOUNT ASSETS Loss Loss 
Fixed assets $ 884,167 9 $ $ 
e in ; Slow mortgage loans 9,246, 305 9.3 36,007 
ay Slow r. e. contracts 
ura te Miscellaneous 507,180 5 
\e Real estate 86, 566 l 
iss the Total $ 10,724,218 10,8 $*. $36,007 


*None--Appraisals 
Incomplete 
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(Excerpt from Examiners' Report, Page 269) 


The following resolution was approved by the board of directors in their 


meeting of June 19, 1958: 


"BE IT HEREBY RESOLVED, That the Officers of the association 
are hereby authorized to transfer to the Federal Insurance 
Reserve account and/or earmark sufficient funds to comply 
with the rules and regulations and reserve requirements 
That such transfers may be made from the Reserves for Con- 
tingencies, Bad Debts, or any other reserves available for 


such purpose." 


Work papers in the Association's files show the following as their compu- 


tation of reserve requirements: 


Reserve for Federal Insurance 18/31/56 
Reserve for Contingencies Earmarked 


$2,814,393.64 


for Federal Insurance Reserve 12/31/56 1,002, 987.02 
Total $3,817,380.66 
Transfer to Federal Insurance 
Reserve 6/30/57 169,440 . 24 
Total Federal Insurance Reserve 6/3/57 
Requirement: 
10% of profit before dividends or 
5Z of insured accounts as of first 
day of 1958. 
Profit before dividends 
June W, 1957 $1,746,911.57 
December 31, 1957 _1 878,123.80 
Total $3,625 ,035.37 
Totals to be Transferred: 
10% of $3,625,035.27 $ 362,503.54 
Less: Amount transferred 
6/30/57 169,440 . 24 


Total Federal Insurance Reserve 
Insured Accounts 
12/31/57 $81,908,370.26 X 5% = $4,095,418.51 


“Insured accounts 6/30/58 
$84, 256,744.45 X 5% 
Reserve for Federal Insurance 12/31/57 
Reserve for Contingencies Earmarked 
for Federal Insurance 
Total Federal Insurance 


$3,176,897.18 


1,002,987 .02 


a 


Bet Profit before dividend 
$1 ,802,995.68 X 10% - $180,299.57 
$180,299.57 transferred to Federal Insurance Reserve 


$1,802, 995.68 


- 269 - 


$3, 986,820.90 


193,063.30 


xs 


$4)72,986 20 


$4, 212,837.22 


4, 179,884.20 


4 


$ 32,953.02 
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Exhibit D-la--Letter from Thomas A. Gregory, president, Long Beach 
Federal Savings & Loan Association, Long Beach, Calif., to Federal 
Home Loan Bank Board, San Francisco, Calif,, November 19, 1958 re 
examiners' handling of Association's records 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


328 AMERICAN AVENUE . TELEPHONE HEmocae 7-180! 


LONO BEACH 12. CALIFORNIA 


November 19th, 19586 
At can Francisco, Calif. 


“- federal {ome Loan vank woard 


can rrancisco, California 
yentlemen: 


It ie with deep regret that Long beach Federal is’ 
required to appeal to your board for the protection of its 
records and assets from rederal tome Loan Bank board exaziners 
in the current examination, and for you'to establish reasonable 
etandards of their conduct. 





Interspersed among the Association's files are many 
records vital to the Association in defending itself against the 
san Francisco Bank foreclosure and deficiency judguent action 
and establishing the liability of your insurance corporation and 
your board to the Association and its shareholders, 


we h OAS Lathe 


You are aware of the ,500,000.00 suit pending against a6 
the Association, et al., for cuetomer documents taken, lost or ie 
nissing from the Association premises by bank board personnel ae 
during @ conservatorship, and in addition other losses incurred to i” 
the Association totalling several aillion dollars as a result of the 
activities of bank Loard personnel, 


After 5 years, the representative of the bank board 
delivered to the L. ©. Court, as a result of court process, an 
uncashed check for 4100,000.00, belonging to the Association, and 

4 approximately ,1,000,000.00 of the Association's cancelled checks. 


P is 


During the 1953 examination, the Association's documents 
were switched by the examiners from folder to folder, and so con- 
fused that the examination was delayed, and control of Association 
records and documents wae rendered impossible. 


As @ result of such examination, Association personnel 
still are unable to find some documents from tige to time, and 
sometimes find totally unrelated documents in a file. 


Iz 


During the last two examinations, we have commended 
your board on the courteous and efficient conduct of your examiners, 
Their ecoperation in helping the Assoeiation maintain a proper 
control of its assets and records has resulted in assurance: 


.02 
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LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


320 AMERICAN AVENUE ° TELEPHONE HEmaccae 7-180! 


LONG BBACH 12, CALIFORNIA 


FHLbL 11/19/58 
§g.<2 SF, Cali, 


(1) That the Association did not then lose any 
of its assets or records at the hands of 
any of the then examiners; 


(2) That the Association records were then being 
mainteined orderly, and quickly available 
for the examiners’ proper use in an examination; 
and 


(3) That none of the examiners were then suspected 
' Of mislaying, losing or wisfiling any of the 
Association documents or assets. 


During our recent conference with you in Washington, ) 
D. C. we expressed hope that such policy would continue on the 
part of your personnel, and we assured you of our utmost endeavor 
to make every Association record available to your examiners as 
expeditiously as possible, while maintaining such standards of 
‘ protection to both the Association and your examiners. 


Your examiners, yesterday, e-cgested they spread out 
over the office at will, and enter any files and take any documents, 
if done in the presence of any Aseociation personne). 


The Association has some quite new and inexperienced 
personnel, and many of whom do not have access to vario.cs of the 
Association records, and would not know what was taken, lost, or 
misfiled, or whether such document or asset were ever returne4. 


I personally requested your :xaminer in Charge, as a 
courtesy pending my return to the Association from a conference 
with you, the Federal Home Loan Bank Board, in San Francisco, 
that he maintain control over his examiners in such 6 sanner 
that neither they or the Association be subjected to any embar- 
rassment, and in such conference phone call I requested Mre. Hobertes, 
Vice President of the Association, to personally show your exeminer 
in charge the very carefully and meticulously mainteined records of 
the Association, their location and functions of each departsent, 
and to make available to him such records for exemination, either 
in their proper filing plece or at his examiners’ desks. The 
Association wishes to expeditiously make all records available for 
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LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 
326 AMERICAN AVENUE . TELEPHONE HEm.ocn 7-180! 


LONGO BEACH 12, CALIFORNIA 


PLB 11/19/58 
m3 SF, Calif. 


examination purposes, without permitting further unwarranted 
incidents and damage to the Association as has previously happened 
to it by bank coard personnel. Such records are available for 
examination. 


If you feel some particular urgency that this examina- 
tion be conducted differently than the method established by the 
?,i,l. when it audited vr, Ammann's records in the Association, 
and the same method followed in the examinations subsequent thereto, 
the Association will employ Larrents & Co. to furnish ea companion 
auditor for as many of your examiners as you suggest. 


As an additional protection, if you consider our offer 
appropriate, the Association will also pay the premium on an 
adequate bond of your examiners for the protection of the Association 
and ite customers; that bond to be filed with the J. S. District 
Court where the officers' one million dollar bond is now on file 
at the request of the Bank board. 


Ae expressed to you we earnestly hope your board will 


aid ue in protecting our shareholders and bringing to a conelusion 
the 12-year controversy. 


Sincerely yours, 


T. A. GREGORY, President 


P, 8, LaFrentz & Co. are certified public accountants. 
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INSTRUCTIONS TO DELIVERING EMPLOYEE 
["} BBLIVER ONLY TO ADDRESSEE (208 additions!) 


SHOW ADDRESS WHERE DELIVERED IN [TEM 4 BELOW (31¢ accitional) 
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The sender is not required to pay o registration fee prowding for 
full inderansty coverage (up to the limit of $1,000}. However, # the 
octuol value of the matter mailed exceeds $25, the sender must poy @ ; 
fee of at least 55 cents. The 30-cent registration fee applies only to 
matter having no intringic value and does not provide for indemnifice- 
tion. Some matter having no intrinsic value, so far os the registry 
service is concerned, may involve considerable cost to duplicate if lost 
or destroyed. The sender is privileged to pay a higher than minimum 
registration fee for insurance against costs of duplication if desired. 


Domestic registered mail is subject to surcharge when the declared” 
value exceeds the maximum indemnity covered by the fee paid by 
$1,000 cr more. Claims must be filed within | year from date of 
mailing. no 

Consult postmaster as to fee chergeable on registered parcel post 
packages addressed to foreign countries. 
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Exhibit D-lb--Letter from Thomas A, Gregory, president, Long Beach 
Federal Savings & Loan Association, Long Beach, Calif., to William 


J. Hallahan, November 26, 1958 re examiners' handling of Association's 


records 


November 26, 1958 


At the request of Board Secre Cauleen, a conference vas 
attenmied myself, Mr. John Welis, the Association's 
attorney, ° Board iam J. Hallahan, 
Board Counsel Thomas fi. Creighton, Jr., Director of the 
Division of Examination, Verne C. Bonesteel, am Chief 
Examiner for the Eleventh District, Walter J. Brown. 


At the meeting the Association's letter dated November 19, 
1958 to the Pederal Home Loan Bank Board was discussed. 


We were pleased at your assurance that you clearly understood 
that the Association had not refused or denied access to 

the examiners to any of the Association's books, files, or 
recormis. In discussion the question to be that 

the examiners desired to, at their will, search through the 
Association's files without a plan cr pattern. Mr. Brown 
stated that neither he nor the examiners necessarily knew 
what they vanted or vere looking for. 


With such uncertainty and with the milti-million dollars of 
oe files and documents involved for which the Associa- 
ion officers are under @ one-million dollar personal bond 
to protect, we late your having established standards 

of procedure as follows: 


(a) That the Association furnish, uant to its 
volun offer to do so, not less than six (€) Association 
representatives available to accompany the examiners on tieir 
tours. The mmber of Association representetives, a mininm 
of six (6) to start with, vas ted the examiners as 
being e for their needs from 9 A. M. 4:30 P. M. This 
mumber may from time to time be reduced as the examiners’ 
requirements diminish. 


(>) That your examiner in charge designate not more 
_ six (6) examiners mithorized to search the Association's 
es. 


7 ee 
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yonorable William J. Hallahan, Member 
Yovember 26, 1958 
page Two 


(c) That the examiners at no time enter any file, 
desk, Vault, or other place where Association assets or 
records are kept without being accompanied by one or more 
of the designated Association representatives. 


(ad) That vhen any file, document, record, or assets 
be selected —— such examiner for s or analysis that 
such item be et presented to the Association representa- 
tive so that the Association may make amd keep a proper record 
of the item (and its contents) either ty otographs, micro- 
film, copy, OF memorandum, as the Association may select, to 
assure its identification upon return. 


(e) That after the selection by the examiners of 
the records or items, and after the Association's copy or 
pemorandum thereof has been made, ell of the examiners' vork 
thereon in making notes or extracts therefrom shall be done 
by the examiner at the desk or room provided by the Associa- 
tion, within the Association's premises, for the examiners’ 
use and thereafter promptly return such item to the Associa- 
tion's authorized representatives. 


(f) That examiners' questions concerning the affairs 
of the Association shall be directed to an officer of the 
Association for an answer, and not to rank and file employees 
or personnel who may or may not be familiar with the substance 
of the questions. 


(g) The examiners are not to file or refile any 
item. Such ing shall be the exclusive responsibility of 
the authorized Association sonnel. Suc system will be 
helpful in maintaining the Association's records according 
to the Association's syste. 


(h) It shall be reco ant Wa the cusminnen. tet 
the Association believes its @s con matters and docu- 


ments essential in the determination of its claims by the 
Association against the Federal Home Loan Bank Board, Federal 
Savings and Loan Insurance Corporation, Federal Home Loan 

Bank of San Francisco, Home Indemnity Company, et al; That 
such matters are litigation matters and may privileged as 
such. The examiners shall re t the objection by any 
mthorized representative of Association to the inspection 
or interference with such items, pending the determination 

by Association counsel if such are classified as privileged. 


In addition to the Someeeene, emenns, the Association desires 
to and will keep available Association personnel to go to the 
files, make the proper memorandum or record of the records 
requested by the examiners and to refile such documents and 
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Honorable William J. Hallahan, Member 
November 26, 1958 
Page Three 


recormis when the examiners are finished. ‘Sucn procedure has 
heretofore been used by the F. B. I. when exanining Mr. Ammann's 
conduct of the Association's affairs, and in s~ ‘lor 6x- 
amination by the Federal Home Loan Bank Board | 

Such oe affords opportunity for those aoc « <a with 
the es 


to do the f and transport to the 
of such records as the examiners from time to time csi. 
Such ure also affords protection to both the Aaroclation 
and examiners in properly preserving the Associatio) 


records andi assets, ani saves the costs, time, confusion, : 
expense of the examiners in performing these clerical tasks 
in filles and recorés vith ch they are not familiar. 


Because this proven procedure has afforded maximm efficiency 
ami protection to both the Association and cxaminers, it is 
with some apprehension we conscnt to a departure therefron. 
However, witi: your assurance that the Association may maxe 
such records, photographs, copies or memorandum to slow which 
files and contents vere examined and by wiiom, we are hopeful 
there will not be any incidents or confusion and that 
examination will proceed efficiently. 


We were peenepainies that you did not accept our greation 
for bonding the Board's examiners, even though the sociation 
offered to pay the bond premiums. 


Again, it was a pleasure to meet with you. Should there be 
any matter on which sou desire information, we will be pleased 
to furnish such to you. 


Sincerely, 


T. A. Gregory 
Presiéent 


TAO: na 


CC: Mr. Albert J. Robertson 
Mr. Ire A. Dixon 


n 
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Exhibit D-lc--Letter from Albert J. Robertson, Chairman, Federal Home 
Loan Bank Board, Washington, D.C., to Thomas A, Gregory, December 12, 


1958 re examiners! handling of Association's records 


FEDERAL HOME LOAN BANK BOARD 


WASHINGTON 25.0 C 





repens, LO Ore SveTE 
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ALBERT J ROBERTSON 


Crammeam 


December 12, 1958 


Mr. T. A. Gregory, President 

Long Beach Federal Savings and 
Loan Association 

328 American Avenue 

Long Beach, California 


Dear Mr. Cregory: 


On our return from San Francisco, the Board 
and its staff found an accumulation of matters which 
interfered with our immediate consideration of your 
letters of November 10 and 12. These, however, are being 
studied and will be replied to more fully later. 

Your letter of November 19 was received in 
California and we understand that at a next-day confer- 
ence there between yourselves and Messrs. Hallahan and 
Creighton the examination matter was taken care of to 


the mutual satisfaction of your Association and the 
Board. 


My associates join in best wishes for the 
Holiday Seasoa,. 


Sincerely yours, 


Lb 


Albert J./Robertson 
Chairman 
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Bxhibit D-Sa--Letter from Albert J, Robertson, Chairman, Federal Home 
Loan Bank Board, Washington, D.°., to Thomas A, Gregory, August 21, 
1958, raising certain questions about the Association's operations 
as disclosed in examination report of July 31, 1957 


FEDERAL HOME LOAN BANK BOARD 


WASHINGTON 25 0 C 





' INDIANA AVENUE N W 


Mr. T. A. Gregory, President 

Long Beach Federal Savings & Loan Association 
328 American Avenue 

Long Beach 12, California 


Dear Mr. Gregory: 


The report of examination of the Long Beach Federal Savings & 
Loan Association made by the Board's examiners as of July 31, 1957, a copy 
of which has previously been furnished vou, has been analyzed and there 
appear to be certain matters relating to the operations of the Association 
which, if our understanding is correct, raise questions as to the safet 
and soundness of these operations, In this connection the matters that 
give rise to this concern include the fol lowing: 


The report of the examinere indicates that a substantial portion 
of the total loans made by the Association during che period covered by the 
examination were made in connection with the development of sume 900 acres 
of land known as the Emery Estate and to Lloyi S. Whaley, The records in- 
dicate that these YOO acres were acquired by one Harold CG. MacMillar in 
July 1956 and that almost immediately thereafter he, by grant deeds, trans- 
ferred all of this acreage to C. S, Jones and Kenneth G, Walker as tenants 
in common, It appears that on the same days that MacMillan executed deeds 
to Jones and Walker he aiso executed deeus transferring parts of the same 
acreage to the Association's borrowers, Acron I[nvestmerts, Inc., Velturon 
Corporation, Metrim Corporation, and Fullerton Country Club, It appears 
that grant deeds including che same land from MacMillan to Jones and Walker 
and the Association borrowers were recorded at the same time, 

In connection with these duel conveyances the Board would like te 
Know: 


(a) The reason for these dual conveyances, 


(b) The interest, if any, £ Jones and Waiker i the 


properties securing the Association's loans, 





S 


59258 O—60—pt. 1——_56 











866 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


On June 29, 1956 the Association granted loans in the amount of 
$3,990 million each to Velturon and Acron. Each of these loans was secured 
by 400 lots of which only 100 were to be improved by a home and a garage, 
On December 6, 1956 the Association granted @ loan in tue amount of $2.4 
million to Metrim secured by 236 lots of which only 50 were to be improved 
by homes. With respect to these three loans (the examiner alsc comments 


on six other loans in this category) the Board would like to be informed 
of: 


(a) The justification and legal basis for making 
these three loans, secured in a large part 
unimproved real estate and which would not, from 
the proceeds of the loans, become improved or 
other improved real estate as defined by the 
regulations. 


(b) The justification for disbursing or permitting 
the disbursement to Velturon and Acrun of proceeds 
approximating 55% of the $7.980 million loaned 
within seventeen days after the security instrumenis 
were recorded. Such disbursement would appear to 
have been made before the services to be rendered 
under chese construction loans could have been per- 
formed, 


(c) The basis for the valuation of the land securing 
the Velturon and Acron leans at $8 million at a 
time concurrent with the purchase of such land by 
the borrowers for $1.7 million. 


(d) The explanation for the complete disbursement of 
the Velturon loan prior to the completion of the 
houses to be built with the proceeds therefrom, 


In August 1957 additional loans were made to Acron and Velturon on 


portions of these same tracts aggregating $9.8 million (net about $6.3 million 


after application of $3.5 million to reduction of the prior loans), The 
$3.295 million Velturon loan was secured in large part by unimproved rea! 
estate which would not, from the proceeds of the loan become improved or 
other improved real estate, In this connection it is noted that the lots 
securing the loans were appraised at $4.8 million on June 29, 1956, and 
later the appraisals were increased tc a littie over $6.1 million in August 
1957. With respect to these loans the Board would like to be advised of; 


(a) The reason for the increase in the appraisals 
over those made at the time of the original ivans. 


(>) The explanation for making the Velturon loan upon 
the security of unimproved real estate, contrary 
to the regulations. 
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The Association modified the terms of certain construction loans 
gade to Whaley, Acron Investments, Inc., and Velturon Corporation which 
extended the first payment dates beyond the twelve-month period provided 
for by the regulations and at or about the same date of the modification 
new and additional loans were made to these borrowers, With respect to 
these matters the Board would like to know: 


(a) The justification for the modi fication and the 
granting of the additional loans, 


(b) The financtal and credit data in the files of the 
Association respecting Lloyd S. Whaley, Velturon 
Corporation and Acron Investments, Inc., at the 
time of the transactions referred to in (a) imme- 
diately above, 


Wich che completion of the sale of the Association's beneficial iu- 
terest in Trusts IL-l through L-8 to Mason E, Kight approximately 55% of the 
Association's mortgage loans was concentrated in three groups of borrowers, 
4.Bcy Jones-Brown-Windisch Group, Whaley Group, and Mason E. Kighr, [It is 
noted that the loans to the Jones-Brown-Windisch Group are to corporate en- 
tities in which the same persons appear as officers of the different borrow 
ing corporations. With respect to these matters the Board is interested in; 


(a) An explanation of why this large concentration 
of loans does not constitute unsate and unsound 
operations. 


(b) The financial and credit data in the files of the 
Association respecting Mason E, Kiyht, Fullertor 


Country Club and Metrim Corporation, 


In addition to tne foregoing the Board would like t 
tion of the loans aggregating $6 million made to Acron and 
security of U. S. Government obligations, 


have an explana- 
Velturon on the 


Among other matters which have heretofore been the 


the subject of dis- 
cussion with Association officials and wi h continue to exist are: 
Ew Failure to make annual and monthly reports to the 
Board, to the Federal Home Loan San! { San Francisco, 
and to the Federal Savings and Loan Insurance Corpora- 
tion, as required by the regulations, 
Ze Pailure to certify that, within the month of January 
each year, the Association mailed to ea of its 
tion of the 


members or published 4 statement of cond 
Association as of December 31 last prece 
required by the regulations. 
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ndertake to set a definite date. 


Failure of the Associatic to invest in the stock 
of the Federal Home Loan Bank f Sar Francisco 
the amount required by statute, 


Failure to pay to the Federal Savings and Loar 
Insurance Corporation the premium due fx nsurance 
of the Association's savings accounts 4% 

by statute, 


Failure to record all liabilities of the 85 
Questions as to the adequacy of Association's 


As to items 3 and 4 above, the Board is advise : 

on January 17, 1958, the Associati ~ 

the registry of the U. 8S, District Court $800,000 

for the purchase of Federal Home Loan Bank stock 
“pending outcome of ... litigation"; and an additional 
$215,000 ($271,345 having been represented as previously 
deposited) representing "the balance" of "denied and 


Ltex int 


disputed {nsurance premiums," 
rvisory matters, other than the new ones as shown by the 
report, have been the subject of numerous nferences 
the Board and its staff and officials of the Association, 
lave not yet resulted in resolving questions involved and 
three examination reports discloses not only a continuance 
recurrent problems which were the subjects of su conferences, 


resolution of your Directors of October 14, 1957, must he 
c ’ 


rily to the Board before any fina! mnclusion can be reach- 
ther matters with which we are yncerned, 


f the importance of the questions involved the Board feels 
ial that a conference for the purpose of discussing these 


in Washington, D. C. between the Board and yourself, together 


. 7 , , —» hy nm , 
Association ficials as you may wish t ring with u, 


reveals additional supervisory problems which, in view of one of the 
onference we should like to have you be prepared to discuss 
e matters mentioned in this letter. In the pe cthac this 
eld promptly, it is suggested that it be scheduled tor sone 
week of September 15, Please let us know if t S agreeable 


forward to seeing you, 


Federal Home an Bank Board 


ms Ra 
Chai man 
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Exhibit D-Sb--Letter from Thomas A, Gregory, president, Long Beach 
Federal Savings & Loan Association, Long Beach, Calif., to Albert 
J, Robertson, August 25, 1958, challenging accuracy of information 
and agreeing to conference with Board members 


August 25, 1958 


Honoreble Albert J. Robertson 
Chairman, Federal Home Loan Bank Board 
101 Indiana Avenue, N. W. 

Washington, D. C. 


Dear Mr. Robertson: 


Your letter of August 21, 1958 reached me this morning. I vwelcom 
an opportunity to confer with you and the two other members of 
the board as soon as physically possible. 


As you — I have not been outside Southern California since 
I was to the hospital twice with my heart attacks in 
1956. I am errenging early appointments with my physicians to 
obtain their report as to whether my condition 1 now permit 
the 3,000 mile airtrip to Washington, D. C. wiiich you a: ee 
the doctors indicate re is any chance that I can make such a 
trip and survive, I expect to do so even thoush there are risks, 


I wonder if you are informed that the date you select, the week 

of September 15th, 1958, is also the date set by the U. 8S. District 
Court at Los Angeles, at the request of counsel for the San Fran- 
cisco Bank, for major hearings on motions by the Bank in its 
foreclosure and de aianey Tee case, No. 175079, against the 
Association and others? I want the Association's counsel to 

be present at our conferences, I will ask him to arrange for a 
continuance of these court hearings. 


The contents of your letter demonstrate the need for someone to 
inform you personally, and also the other two board members 
aamennit is, of the realities of the situations you discuss. As 
merely an example, you speak of the loan to Mason E. Kight being 
to a single individual. Yet the information piven in writing to 
your representatives at the prior conferences you mention, was 
that there were 1452 separate loans, on separate homes of separate 
borrowers, in — seperated areas, secured in addition by a 
single blanket trust deed from Ki;ht. 


You could not have been furnished correct information, or you 
would not have asiced most of the questions raised in your letter. 


Without attempting to answer in detail, you will find you other 
questions are as far from the realities of the situation as is 
the Kight question. 


rict 
n- 
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you will _ fig ogee ss soon as I have heard from my 
tors and from U. 5. Court regarding postpomment of the hearings 
pe for September 15, 1958. 


thank you for the opportunity to discuss this matter personally 
vith you and the other two board members, I am, 


Sincerely, 
ae Ay GS : 
a J—Sz2 Cc AAs 
Thomas A. Gregory / 
1AG:1p <M 


cc: Hon. Ire A. Dixon 
Hon. Williem J. Hallahan 





LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Exhibit D-Sc--Letter from Thomas A, Gregory, president, Long Beach 
Federal Savings & Loan Association, Long Beach, Calif., to Albert 
J. Robertson, November 10, 1958, responding to questions raised in 
Board letter of August 21, 1958, with attachments; Long Beach Federa) 
Savings & Loan Association pro forma analysis of reserves and undivided 
profits, June 30, 1958, and Comparative pro forma statements for 
designated dates 


November 10, 1958 


Mr. Albert J. Robertson, Chairman 
Federal Home Loan Bank Board 

101 Indiana Aveme 
Washington 25, D. 6. 


Dear Mr. Robertson: 


The informal discussion between the Members of your 


Beach Federal Counsel, Chapman, and the undersigned have, in oe 
view, been very fruitful. 


It appears to us that to correct the broad misunderstanding of the 
rmning the Association as summarized in your letter of 


August 21, 1958, would have required months of correspondence to 
have reached a factual understanding. 


facts conce 


It is our hope and invitation to your Board that should any further 

the Association that we be again pernit- 
ted to personally informally discuss such problems with all Boani 
members and to submit further documentary evidence as may be 
apprepriate to substantiate the soundness of the Association's 
operations. 


question arise conce 


In connection with the 


uestions raised in the August 21, 1958 
letter, we wish to conf 


the following: 


That the reference to "dual conveyances” as summarized in 
(a), Page 1 of your letter was without foundation. 
evidence we submitted to you, including 4 map prepared by Title 


ison of the legal descrip- 
© conclusively proved that 


Insurance and Trust C 
tions of the deeds in e@ chain of ti 
there were never any such “dual conveyances” as stated in your 

This fact was further substantiated 
our "Policies of Title Insurance" with comb 


80,000., showing the Association to have a valid first lien on 
the property in question. 


As to Paragraph (b 
of the Association 
tive families and/ 


capital stock of the following: 


by the photocopies of 
liability totaling 


of Page 1 of 


letter, it is the understandin 
s officers tha 


Jones and Walker and their respe- 
or family trusts, in varying amounts, own the 
Acron Investments, Inc., Velturon 
Corporation, Fullerton Country Club, Metrim Corporation, and that 
each of the companies are separate corporate entities. 
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the Association's loans were made, the aforesaid companies held title 
to the properties securing the Association's loans. 


Page 2, Paragraph (a), of the August 21, 1958 letter, the question 
to the legal justification for loans to the Velturon, Acron, 
and Metrim Companies was based upon a misinterpretation of the facts. 
As discussed with you, a homesite is not confined to 4 single lot, 
put may in one parcel include more than one or mmerous numbers of 
lots. As disclosed by the examination report and confirmed by the 
photo copy of appraisal reports at the conference, each of the several 

separate homesites had been set apart and separately a sed 
in each instance, verifying the justification as to value and 
legal basis for making each of the three blanket loans mentioned. 


As to Paragraph (b), the "justification" and legal basis for the 
distribution of funds on the Velturon and Acron loans as discussed 
yith you at the conference was based upon a plan of distribution as 
set by &@ disbursement schedule, a ws which you have. It was 
also ed upon the appraised value of properties at the time of 
the disbursement of each payment made, pursuant to such disbursement 
schedule. As pointed out to you, such plan of disbursement has, in 
the past, proven completely safe and was strictly within the legal 
limitations for le and prudent construction practices. In fact, 
in its 24 years' use of this plan the Association has never sustained 
a loss. 


The August 2lst letter, Paragraph (c), 2, also raised a question 
of the valuation of land securing the Vel and Acron loans at 
8 tely $8,000,000.00 at a time concurrent with borrowers pur- 
of the land. As pointed out to you, the purchase price of the 
land, as discussed in your letter, was not an amount we were able to 
reconcile with the facts available to us. Also, as discussed with 
you, the purchase of the land was not an actual factor since land 
could be @ gift to the borrower and still have an actual value upon 
vhich to base a loan. The factor involved was, and is, "Not what 
we Se 28% but what was the true value of the land at the date of 
appraisal . 


The Association's j t as to value has been borne out by three 
separate factors. (1) An appraisal by an outside, independent 
who has heretofore m approved by the fea Home Loan 

Bank Board and mumerous other Government Agencies as an expert 

er. {2} Sales of a portion of the properties have verified 

value. (3) A court condemnation of 32 lots being portion of the 

land within the over-all eae: has, after expert testimony and 
trial before a jury, subs jated the Association's valuation of 
such property. 


Under Paragraph (d), Page 2 of such letter, an explanation vas re- 
quested for complete disbursement of the Velturon loans prior to 
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the completion of buildings to be built on the security property, 


Upon discussion it was disclosed that the particular loan to vhich ped 2 
reference was made was mmbered 21040, and that there had not been such 
taken into consideration by your Supervisory Department the asg wn a 
ment of an additional $1,300,000.00 funds from securities owned enhas 
a borrower and held ay. Association, and that such $1,300,000, That 
was ample to justify disbursement of the funds and to complete te | 
the properties as contemplated by the Association's appraisers, the 
Under the second P ph (a), P 2, the reason for the inc the ¢ 
in @ sails of the Velturon and Acron properties over those made 

at time of the original loans was requested. As pointed out at tere 
the conference, this pro wt: is situa within a very few miny of ti! 
by freeway, to Southern California's largest industrial center at 
Vernon, and that it is adjacent to a mamfacturing center Commencing that 
at Fullerton - a short distance east - and continuing along a redlway the 
to a point where it substantially connects with the other mamifact. that 
uring districts extending almost to Vernon, California. oo 
This subdivision is, thus far, the — new available rties of 

a high-type residential area adjacent to a 9-hole and 18-hole gol¢ the : 
course having additional facilities such as tennis courts, s and 
child centers, etc., making it a family-living club. At the time 

the first appraisals the Association's appraisers considered that ihm 


some of these family activities had not yet become a reality and 
therefore, placed a valuation upon the properties, not taking into 
consideration the potential not yet achieved. At a later date after 
the golf course had became a ity and after its membership had 
increased (now more than 800 monatatiy dues~pe: families) and its 
a facilities were substantially c e and such 

use, the value of the adjo properties would obviously increas 
and become mich more desirable. Association's appraisers' 
judgment in this respect was borne out by the outside, independent 
appraiser —_ by the Association to double check the judgment 
of the Association's appreisers. 


BEVYMSEEEEEE ZERSRSEETER 


Under the second P ph (b) on Page 2, the discussion revealed 
that the Association not make the Veituron loan on the security 
of unimproved real estate. On the contrary, as heretofore stated, 
the Association made a blanket loan upon a group of homesites, each 
of which was to be improved by a residence as a part of the construc 
tion program. The fact that the individual homesites could thereafter 
be divided into smaller lots does not destroy its value as an indl- 
vidual homesite. 


The basis for modification of loan payments on 4 en 4 and 
other loans was requested in your letter, Page 3. At conference 
it was pointed out that Whaley's construction Loan No. 17594, by its 
terms as granted, had required the first princi payment to be made 
within twelve months as provided by the regulations. That Mr. Whaley 


EB 


ee 
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ped made severel such monthly principal payments. ‘That efter making 
quot ipal payments Mr. sy had requested the Association for 
mac Breton loan secured by the additional improvements, value and 
emancements of the real property held by the Association as security. 
tat the Association's officers considered the re-eppraisal thereof, 
ge Board of Directors also approved the loan. 


additional princi yments commenced within sixty days from 
= date of the crs edt py mma 


gereafter Mr. Whaley requested the Association make an extension 
of time during vhich he be permitted to pay taxes and interest only. 


fat the Association considered said request, determined that both 

the and Mr. Whaley’s financial resources vere adequate, and 
thet it a be good business to grant him this slight accommodation, 
go a8 not to requ transfer of funds or assets from one of his 
companies to another to make these principal payments. 


fhe Association also decided that it was good customer relationship 
ad & benefit to the Association to so accommodate Mr. Whaley. 


In this decision, the Association was influenced by Mr. Whaley's 
record of performance as & borrower, wherein the Associa- 
tion had received large amounts of interest and substantial loan 
prokerages from its various transactions with him. The Association 
also decided that such business vas valuable to it and worthy of re- 
The Association did not grant such extension upon the basis 
of distress, as it is authorized to do by its lavs. t that it 
did | such extension upon the basis of sound business judgment 
the welfare of the Association, under the general re 
of the Board of Directors as set forth in the charter and by-laws of 
the Association. Such extension did not, in se, violate 
nile or regulation known to the Association's officers and directors. 


the circumstances the Acron Investments and Velturon 
were substantial _ same es that concerning Mr. Whaley, 
that there had not an interim period during which the 
Velturon Companies had paid principal payments after the 
epiretion of the twelve months’ construction period. The Associa- 
tion had considered in its business judgment security and welfare 
of the Association in authorizing such companies to temporarily defer 
principal oe pe: the c etion of transactions then in 
. records of Association demonstrate major reductions 
the loans a short time after the date of the extension. The 
Association was at no time in jeo and such transactions did 
ehhance the Association's customer relationships with its borrower, 
as Vell as making possible larger earnings for the Association. 


» Such modifications were not made under the provision authorizing 
Board to extend payments to distressed borrowers, but was made 


s 
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under the section of the charter and by-laws granting to the Board 


of Directors the general corporate s to comfuct the affairs of 
the Association--prudently and profitably. 
Under Paragraph (b), Page 3, and second ph (a) and (b), the 


request was made for the credit data in the filles of the Association 
respecting Lloyd 8. Whaley, Velturon Corporation, and Acron Invest- 
ments, Inc., at the time of the transactions referred to and also a 
reference to concentration of risk on loans to these companies and 
to Mason E. Kight. 


Page 827 of your July, 1957, examination report lists $9,072,334.00 
: a the Whaley group, which loans are individually analyzed as 
Ollows: 


L. 8. Whaley, et ux, loan balance as of 
7-31-57, Loans #17594 and #13046 $4, 365,494.00 


Unpaid balance as of 82-58 was the sm of 4,048,598.81 


The above loan was originated on the Association books as of 7=20=54 
as e construction loan for a shopping center in 4 fast growing and 
Let chegge ty area of Long Beach, where the Association had made mlti- 
ion dollars loans on <7. family residences and contemplated 
mak substantial additio: single family loans. In fact, the 
Association aided in building this section of town from farm land 
to where the State of California recently granted a new Charter for 
@ new Savings and Loan Association in the area. The Trust Deed 
securing the loan contains an assignment of rents. 


The Association is therefore secured not only by the Whaley's note 
and physical value of the property, but by the rentals and leases 
of the following partial list of the present occupants of the 
property: 


Broadway Department Store (one of the largest major chain 
department stores in Southern California.) 


Sav-On Drugs (one of the West Coast's largest major chain 
drug stores.) 


F. W. Woolworth (nationally-recognized chain store considered 
one of the soundest tenants available in this type of 
merchandising. ) 


J. C. Penney (nationally-recognized merchandiser and known as 
one of soundest tenants available. ) 


Latter Day Saints Church 
Other chain stores as follows: 


gee EE 
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Gladys Fowler 
Marie's Kiddie Shop 
Helen Grace Candies 
Horace Green 

John Norman 
Children's Bootery 
Lerner's Shop 

G. R. Kinney Shoes 
Brownies Toys 

C. H. Baker 


Other tenants more local in nature, but able and productive in their 
ovn fields as follows: 


J. C. Wehrman 

Ramona Baking Co. 
Alloways Barber 
Winstead Bros. 

Lonnies Sporting Goods 


Tus it is obvious that there is a wide diversification of risk in 
the security for the Association's loan. 


fhe Association appraisers' valued, as of 9-6-55, the security based 
upon the physical value of the property substantiated by the various 
leaseholds thereon, to be the sum of $16,138,000.00. 


MILLIE & SEVERSON - Loan No. 19890, listed in the Whaley group 
in your examination report. 


Original Amount made 5-11-55 $548,000.00 
Unpaid Balance 7-31- 172,650.92 
Unpaid Balance 8-2l- 53,611.26 


oo loan was to construct 50 single-family residences. We are 
the borrowers are an entity completely separated from Mr. 
Whaley, except on this project. We were advised that Mr. Whaley 
had an interest the outcome of the project, but no interest in 
Millie & Severson Campany. 
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In this project there was diversification of location (Corona, 
California) 50 single-family Sesmuces cones by 50 different 
families and a primary borrower to whom the 

loans. The so-called concentration in this instance is obviously 


i) 


S. WHALEY LUMBER COMPANY 


lwo loans as of date of examination 7-31-57 
Nos. 14090 and 20661 totaled $31,909.14 


lyzed as follows: 


Loan No. 14090 — 10-27-52 for the original 
principal balance of $2,825, 000 .00 


Unpaid balance as of date of examination, 
No. 14090 $15,392.86 


Unpaid balance as of date of examination, 


Ho. 20661 $16,516, = 


$31, 
Unpaid belance as of 821-58, No. 14090 4, 13 
No. 20661 paid in full as of 821-58 


Loan No. 20661 was originated February 22, 1956 for the 


original principe} gum of $133,000.00. The security at time of ex- 
amination was 8,210.00 and at time of full payment the security 


was $122,210. a 
HOME INVESTMENT COMPANY, listed in the Whaley group. 


At July 31, 1957, the Association had loaned to Home Inveg x: 
320,00, 


ment Company of Long Beach, @ corporation, the balance of ee 
Excepting as to loans No. 16026 and 16026-A, totaling $177,879. 
f July 31, 1957 and $159,110.83 as of August al, i 

loans to Home inves tment é 


tion of risk is wholly without merit. 


Loan Nos, 16026 and 16026-A are secured two separate prop 
erties valued at $570, 000.00. The Trust Deed provides for assignmen 
of rents. One of the properties is occupied under lease by Hody's 
Restaurant, a chain firm widely known and accepted as an cutstanding 
food chain. The other property is occupied under lease by Currie's 

is known and well-accepted chain operation, 


Ice Cream Company, also a wide 


Hence, every single piece of property, mumbering 150, securing the 


sociation has no othep 


ompany were secured by 1 separate loans 
made on single-family residences, each of which loans were insured 
or guaranteed by FHA or VA. To consider these loans as a concentre- 
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loans was also teed by either ownership or lease of a 

etely separate or person so that in fact there is no con- 
gentration of risk as indicated in the August 21, 1958 letter. In 
addition, over 99% of the mmber of this group of loans were FHA or 
VA guaranteed ss of 7-51-57. 


fhe unpaid balance of the loans secured by FHA and VA loans has been 
reduced from $2135, 445.70, as listed in tion report, to the 
gum of $513,781.67 in August, 1958. 


BEL-STATE SIXTH, INC., a corporation, Loan Nos. 20007 thru 
20073, listed as a part of the Whaley group. 


The Association made loans to 7 different buil firms, 
neaded primarily by Mr. Tobin and Mr. Bortner. Two ninety- 
gix single-fanily residences were constructed from said loans. 
Prior commitments had been issued to insure the 296 hames upon sale 
under the Veterans Act. 


The loans originated through Mr. Whaley. As a comiition of making 
the loans, the Association required a guarantee from Whaley Interests 
that such homes would be campleted and sold. 


fobin-Bortner group became involved in difficulties in other con- 
struction financed by other lenders and were unable to proceed satis- 
factorily with the construction on this Association's loans, where- 
upon, the Association requested Mr. Whaley to fulfill his guarantee. 


fo fulfill his guarantee Whaley required of Tobin-Bortner that title 
to the properties be conveyed to Bel-State Sixth, Inc. 


Bel-State Sixth deposited with Beach Federal as additional 
collateral Trust Deeds totaling $440,071.31 unpaid balances. Bel- 
State Sixth, Inc. analyzed the various ects the sales 
and placed their own crews on obs to construce- 

and made application to this Association for an increase in 
the interin construction loan. The application for the additional 
interim loan was based upon changes in the houses as well as an in- 
creased valuation and higher loan commitment granted by the Veterans 
Mministretion. 


The original interim loans granted totaled 3A »200.00 
Additional interim loans granted 604 .00 

Zoval. $3,752,80%.00 
Unpaid balance on total loans at 7-31-57 2,095,828.00 
Such total balances on 8-21-58 vas 1,261,056.00 


The above loans vere secured by 296 single-family residences end made 
te furnish housing, pursuant to Veterans Administration plan of 
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construction and finance. All the construction has long been com 
pleted and 195 houses conveyed to qualified buyers. 


There remains as security for the Association unpaid balance 10] 
houses, individually occupied. It is anticipated that many of thea, 
occupants will become buyers. 


All of these loans to the Tobin-Bortner group and later to Bel-Stat, 
Sixth are made under the Servicemen's Readjustment Act plan of fi- 
nancing. 


Under Section 141.15 of the regulations such loans are described 
“.e+..83 to which a commitment for any such insurance has been made 
umder the provisions of either National Act or the Service 
men's Readjustment Act of 1944+ as now or he r amendied...," as 
insured loans. 


Each of such loans were within the terms of the Veterans Administra. 
tion Loan Certificate of Reasonable Value as originally issued or 
amended. The regulations specifically e t such loans from the 
limitation for other loans. Such modificat on or payment or extension 
was in each instance, within such a loan plan. ; 


The question as to whether such modification vas ent lending is 
therefore limited to performance of the owner- der under the V,A, 
regulations. Bel-State Sixth had delivered $440,071.31 additional 
securities to the Association to further guarantee its performance, 
Borrowers performance has been profitable and satisfactory to the 
Association. 


An analysis of the Whaley loans as listed in the examination report 
clearly demonstrates a varied and diversified credit security an 
every loan in addition to the Whaley responsibility. Hence, any 
illusion to a large concentretion of risk in this group of foans is 
without merit. 


As discussed above, all modifications vere strictly within the pro- 
visions of law, rules and re tions and further prudent lending, 
Additional safeguards vere also aeeres YY the Association. The 
desirability of the loans for the Association is particularly demon- 
strated by performance of the borrowers listed under the Whaley 
groups. 


Financial and credit information in the files of the Association 
res os Lioyd 8S. Whaley and his interests at the time of such 
ication included the following: 
Value above loans on shopping center $5,752, 506.00 


Additional value of Trust Deeds delivered to 
the Association by Bel-State Sixth 440,071.32 
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Value of properties per V.A. Certificates 
above Association loans and advences to 


Bel-State Sixth 949,351.00 


Assets of Whaley interests above 

Association loans at the time of and 

after deducting the additional loans 

made based upon new V.A. Valuation 

and Commitments $7 ,141,928.31 


Me aforegoing does not include Home Investment Co. of Long Beach 
assets or other Whaley properties which are in addition to the 
above. As previously pointed out, Mr. Jones and Mr. Walker are 
the var. in Velturon, Acron, Metrim and Fullerton Country 
Club. t information in the files concerning Mr. Jones and 
Mr, Walker included the following: 


The Association's records show many years of successful and 
Ft 200, 000 rience with Mr. Jones. As an example, mo 


,000. 0 Association's profits from the Trusts (with 
which you are familiar ted and were made possible by Mr. 
Jones and his Associates. @ part of the transactions from which 


the Association made such substantial profit, the Jones’ interests 
convert their investments to cash. ‘The Association records show 
these sums totaled more than $2,000,000.00. ‘Thus, both substantial 
credit information concerning the Jones' interests and an enviable 
record of profits to the Association were in the Association's files 
vhen loans were made to the above-named companies, as well as ample 
evidence that the Association was at all times fully and rly 
secured. As viously pointed out, ome of the reasons wh 
Association not require Mr. Jones to file a personal ial 
statement was because prior Federal Home Loan Bank Administration 
officials had mis-used information obtained from the Association's 
records to concoct false accusations result. in extended and 

costly tax investigations of several Association customers, including 
Mm. Jones. A portion of the evidence concerning this abuse was 
uncovered by a Sub-Committee of the Ways and Means Congressional Com 
nittee ami contained in their written reports. 


Mr. Walker, in eddition to being an Associate of Mr. Jones in these 
particular undertakings, is also a Vice-President and active in 

t of the Farmers and Merchants Trust Company, Farmers and 
ectents. Banik of Long Beach and Farmers and Merchants Bank of 
Southern Counties. se banks have assets of over 0, Gee 
Such information was shown in the banks' statements 
the Association. 


000.00. 
the tiles of 


In connection with the Mason E. Kight loan, = records will show 
that your staff's very technical interpretation (we think misinter~ 


59258 O—60—pt. 1 57 
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pretation) of the Rules and Re tions required the Associati 
dispose of the Trust L-l thru - The circumstances of such aa 
vere: 


(1) Even though your staff did not question the value of the 
loans securing such trusts, the Association reserves, accumlatay 
therefrom, were not reco by your staff unless run through 
the cash account. (Such t add nothing to values 
or in anywise benefit the Association. 


(2) The Internal Reveme laws are exactly opposite your starr 
requirement ami required the Association to report such reserves 
on the basis of the reasonable value of the security underlying 
such trusts at date of acquisition, irrespective of cash 


collection. 
association chose to sell the Trusts at a loss of a tely 
Oe Ae eho 8 eS Set eee t and cal re 
quirement of your staff so that the Associa 8 reserves would not 


be questioned aT: and to avoid the dilemma of ha the Associae 
tion either violate the Internal Reveme laws or your rvisory 
Staff's conflicting demands. 


The securities under] the trusts at the time of sale consisted 
—t of over 1 individual single-family residences, occupied 
ty over 400 separate families with separate loan documents in 
possession of the Association on which the Association vas receiving 
over 1400 separate individual mon V germs. To dispose of the 
Trusts required the sale of over $14, ,000.00 collateral and 
property. The discount and costs to epproniapteaky $600 ,000,00 
were reasonable, conside the then temoney market. United 
States Govermment Bonds at t time were selling for as mich as 1% 
discount. The Association required assistance to negotiate such 


sale and called upon Mr. Kight for such help. Mr. t is a well- 
known stock, bond and estate broker. r @ period of tia- 
ting, Mr. t offered $2,000,000.00 cash plus $5) additional 


000. 
cash in the sts, toge with a Trust Deed for $13 , 700,000.00 
secured by 1400 separate single-family Pease which were sub- 


To negotiate the sale it was necessary for the Association to show 
to the buyer the self-sus basis and value of each of the 

1400 properties. To have injec into the negotiations the additionl 
requirement of a personal financial sta nt Mr. Kight or his 
personal guarantee, in addition to his $2,000,000.00 cash down payment 
would have j ged the transaction. ‘his would not have been 

to the best interest of the Association. Then, too, a defic 

under a purchase money Trust Deed in California has been d 

against public policy and illegal. Obviously, a financial statement 
from Mr. Kight would have served no useful se for the Associa- 
tion, but would have placed in the files co mtial information 
vhich might have been used to Mr. Kight's detriment. 
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and loan 
help stadilize values ami to help 
amd credit of our Govermment. There is an 


se early limitations required that 85% of the Associa- 
'g loans secured real estate be not over $20,000.00 and secured 
ty 1 to 4 families » OF Combination home and business 
provided, hovever, that a blanket loan tive 

size, secured by propert divisible into units of 1 to femilies 
caabination home business 


or 
or 
and with al Sa 
of not over $20,000.00 per unit was thin the 85@ - Tus 


s 
the early re ation considered the risk diversified chen a blenket 
loan vas divisible or © a8 above stated, because of its vide- 

usage into these limited family units. Hence, only 15% of 
 issooiation's 1 coulda be secured by other immroves real 
estate or loans over $20,000.00 per family unit. 


1 Whave noted that board has, in the public <ahawent, meendened 
these 


limitations and permitted a greater concen 
risk in following respects: 


(1) ‘Increased the 15% limitation to 20%. 


Increased the 1 home from $20,000.00 to 000.00 
(2) Without being included within ne 208 Limi tethon. 
(3) Permitted loans on homes to 80% of value vithout limt- 


tation on amounts loans over $35,000.00 are in- 
cluded vithin such DOs limitation. . 


Qviously, smaller Associations are te limited such restric ° 
ia the Association ts larger to akin de eee 


Wwacket, although its ratio of risk in relation to its other assets 
are the seme as the smaller associations. The reason for limitations 


based on percen 8 in the first instance was to create a 
te balance, spective of size. 


Wat ve have said is not intemied to be critical, but merely analytical. 


tion of 
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We believe your broadened lemiing scope to be in harmony vith 

ec ° ,» in the larger Associations, the loans grow large dcllan 
wise, it is not an indication of any ter risk than the smaller 
association with smaller dollar amounts in the same ratio to its 
total assets. The: safeguards are summarized into these percentage 
elements, irrespective of size: 


(1) Loans required to be vithin the 20% ket on other 
improved real estate (excepting homes) are restricted in 
percentage of apr is ue, much less than loans on the 
same type security permitted banks, insurance companies 
and mortgage guarantees companies in California. 


(2) Loans tted in the 60% bracket must be homes, separable 
into maximum of $35,000.00 each, which by its limite. 
tion requires ea wide diversification of risk. 


All lending by Long Beach Federel has been well within these establisw 
limitations. 


Qn P 3, the Board requested an explanation of loans aggreget 
six milion dollars made to Acron and Velturon Companies on Tho eeounty 
of U. 8S. Govermnent obligations. 


I understood at the conference that you did not agree with our viey 

that loans secured by U. 8. Government Bonds were @ part of the proper 
functions of this Association. Until further verified, ve will, of 

course, abide by your request that no further loans secured by Govern 
ment Bonds be made. We do wish, however, to express our views ani 

hope that you may reconsider your request. 


Competition has generally made necessary the charging of interest on © 
construction loan funds on an "as used" basis. Consequently construe | 
tion loan funds have not been uctive for the period between 

plac such funds in a separate construction account and the time 

of their actual use. 


Then also there is the necessity of accumilating funds for loan 
parzones so that the Association is in position to loan when there 
demand for loans. 


This latter comiition is made more acute because for the past 12 
poor this Association has been deprived of the use of the Federal 
Loan Banks due to the failure of Conservator Anmamto fully { 
account for this Association's assets and due to Conservator Ammanh's 
unsatisfied obligations at the Federal Home Loan Bank. | 
t 


Considerable t was given to enhancing the Association's earning 
and at the same have available loan funds. 


The fluctuating of the Goverment Bond market for a considereble 
period made questionable the prudence of an outright purchase 


| 
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of Government Bonds vith funds being accumulated for lending purposes. 
by the two loans referred to, the Association was secured not 


only by Govermment Bonds for the full amount of its investment, 
fut also assured of two additional factors: 


(1) Against further downward fluctuation of the Government 
Bond market; 


(2) Assured a higher yield for the Association's investment. 


these two loans were on the Association books for @ short time only 
pecsuse! 


(1) ‘The Government Bond market stabilized and started a steady 
trend upvard. 
(2) The demand for loan funds developed sooner than anticipated. 


(3) The Association arranged in writing for the deposit of U. 
8. Government Bonds in the construction loan account in 
lieu of cash, thereby getting the yield on the Bonds as 
well as concurrently receiving the enhancement in the 
value of the Bonds. 


the Association made as a result of these transactions the following: 
Profits from U. S. Notes and Bonds 
purchased 


and sold $473,437.50 
Interest earned during ownership 38,597.18 
Profit to Long Beach Federal on 
U. 8. Notes and Bonds $512,034.68 


In addition to the above, Long Beach Federal received $600,000.00 in 
loan fees on the construction loans made, reserving to the Associa- 
tion the t to substitute U. 3. Govermmant Bonds in lieu of cash 


W believe the above investment in U. 8. Government Notes and Bonds 

vas in each instance made t to the Charter of the Association, 

= [prises "The Association may invest without limit in obl 
principal ahd in 


or obligats qguarenteed to terest 
the United States..." emphasis added : 


Ihave been unable to find any lav, rule or regulation restricting 
o limiting the powers of the Association to invest in loans on Govern- 
mnt guaranteed obligations. 


the authority of Federal savings and loan associations to "invest" 
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in loans secured by obligations of the United States is containe 
in the Act of Congress creating the Federal Savings ani Loan System, 


The Home Owners' Loan Act of 1933, Title 12 U.8.C. Par. 1464 (c) 
reeds in part: 

“loans; security required; Jnvestment of assets 

a Such associations shall their funds only on the 
securi shares or on the y of firet liens upon hems 
or combination of homes and business To eases 
ne ae ee of such ass FS te 
in obligations of the United States... 

"Without regard to any other vision of this subsection 
the area requirement such associations are euthorized to a om 
ee ndsk ane a ar ane ie ef dan in 
loans insured under I of 13 of this title. ,, 
and in other loans for propert y alteration, repair, or improvement; 


That no auch Loan, rsunjeas, so inwirod. gr guaranteed, shall 


It will be observed that the proviso tting Associations 
to = seat “any portion of the assets" is, the terms of the Act of 
BS, an en t or exception of the restriction "Such 

centetethins ahall lend their funds ee security .. ." 
But if that be not ection *inepet” and 8 enactment of the last 
ph of a ee - = Pe cmap to 
See « « « Such assoc ons are authorized 
to invest a mm... in loans insured..." ‘The vord "invest" has 
timis been defined in the section as including "loans". ‘The vor 
invest has also been defined by the U. 8. Courts to include loans, 


In ssee Trustee Co tion v. th, 102 F.(2d 
bin ne RETR ae eT Re EY 208 Bs (2d). 225», (2928), 


Par. 24, concerning national banks, the court said at page 127; 


. by The ward “investment” has no technical definition 
as epplied to es usually its meaning must be determined fra 
the context. most comprehensive sense, it is generally under 
stood to signify the Le = a in such @ manner that it 
waeegasagakedans aie ar method be 4 loan or the 
e¢ of stocks, notes, secur Ses, or other property. In capoon 
Tociatons it means putting out money on interest either by loans or 
of income-producing property. . . 


The word "invest" as including loans, is used in a mltitule 
of other Actes of Congress concerning national banks or other Fxderal 
eee ae ae Por example, the National Mort, » Ausra: 
tion sec of Title 12, U.S.C. Sections 1716-23 inclus ine 
Cluding section 1723b, Investment of funds, which reads in pats 


oe OC OS ~~ —- 
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"Par. 17230. Investment of funds 





meee of the Association not inve: Se or 
1D Crore i an bond s shall be kept in cash t, 


oe A Oe obligations of,. . . the “United tates 


nh the Federal Credit Union sections of the same Title 12, 
J.8.C. Sec. 1757, reads in part: 


“ 1T3f- Rowers 


by To invest its funds (a) in loans exclusively to 
members ; (d in obligations of the ted States of America, . . . 


In 1933, when Federal Savings and Loan a were created for 
the t time oe © Act of € Conarses vere designated as "fiscal 

of the Go as agents for instrumentality 
% the United States", Title 12 U. sc. Par, 1 k). 


I te dithionite, if not idle, to believe that would 
@ "fiscal t of the Goverment” or an " for other 
tality for United States” from loans 
J, &. Govermment bonds, but at the same time t it to own such 
Government bonds in its own nem. 


It seems unbelievable to us that would intemi to restrict 
the “investment in Govermment o " when one of the necessities 
for the creation of these Associa was to aid in stabilizing 
the credit of the United States Goverrment at a time it surely needed 


It is our will further consider this very important functicn 
amas the Association freedan to invest in loans on Government 


See atone nee inks onen ee 2Qist letter, there 
are six items which, it is stated, have heretofore been the 
ov of discussion with the Association's officers ami which con- 


Items 1 and 2 refer to the anmmal and monthly reports or financial 
statements of 


the Association as required eek aae gulations, andi the 
certification and publication of the financ statement anmally. 


Perhaps @ reiteration of some of the existing conditions vould be 
appropriate. As you imow, the at ted accoun of Conservator 


Amann has not been ved by the ted States or by the 
Federal Home Loan Board. Both the Association and its share- 
holders have filed substantial objections to the proposed accounting 
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and the shareholders have notified the Association's officers that 
should such officers waive the shareholders' rights to reco 
agninat Mr, Aumann and/or the others involved with him, that such 
cers will be held personally liable. Under these circumstances, 
it would seem sneer iate for the Association's officers to at 
to pre-judge either t the United States Court will do upon hean 
ings or what the Federal Home Loan Bank Board may do conce such 
accounting. There is no certainty upon which to base a financ 
statement in the light of the , ee of the Court to, 
thus far, adjudicate the mtte of the objections and Oppos 
sition of the Pederel Home Loan Bank Board end the unvillingness 
bach ner to make a final finding upon which an adjudication may 


The Association's officers have, for the period of the past severa) 
years, submitted to you forma statements taken from the books 
of the Association from to time, and requested that 


with the Association's officers or authorize the Association’ : often 


by & te method to submit such pro-forma statements to the 
United States Court and request permission to publish @ statement 
“without pe judice"” pending the outcome of the Board's ae a 
ses Court's action. It appears to us that such an arrangeme 
avighe. and it has been our belief that the  Aeacnianane ane and 
tes ders are entitled to such protection by the Federal Hon 
Loan Bank Board. We now renew our request for your cooperation in 
moe the "without prejudice” order so that the Association my 
make monthly and anmal statements and publish the statement 
db hans ES ations. We sincerely hope that you will 
estan and ration and make a le to the Association 
protection above : requested which the Association and its share 
holders justly deserve. We are enclosing copies of the latest pro- 
forma statement discussed at the conference. 


We note that yourletter contains a memorandum to the effect that on 

Seaee. 3 ahead auadieeene: he Gpenivn of $890,000.00 for the 
of Federal Home Loan Bank stock and an additional $215,000.00 

representing the balance of the denied and disputed insurance 

The pleadings in these instances speak for themselves in that 

Association bas made a tender for the purchase of the stock and has 

made a tender for the insurance premiums. 


Under Item 5, you raise the question, "Failure to record all lia- 
bilities of the Association.” The Association's officers are not 
avare of any already-determined liabilities of the Association 
which beeen never been recorded on the books of the Association. 
There are numerous controversial items concerning which the Court 
has reserved the right to charge against other persons and some 
items vhich are ed by Ammann's Bonding Company; but, thus far, 
such are not determined liabilities against the Association. The 
amounts are not determined and who shall ultimately pay such item 


| 
| 
| 


has not been determined. Claims and counter claims concerning Amam's 


indebtedness to the San Francisco Bank and collateral therefor are 
still pending in Court. We are, therefore, at a loss to understand 


Incl 
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your question. 


Item 6, the adequacy of the Association's reserves s to 
have been conclusively resolved when the Association sold trusts 
vith which you are familiar and received more than the uired cash 
down to make the securities eligible as reserves for the 
Assoc on even under your staff's most technical rulings. If 
there is @ question of adequacy of reserves, it is now unknown to 
ys and we would appreciate your promptly advising us in what respect. 


During the course of discussions the terms of the trust agreement 


being used for the se of depositing funds in the construction 
account their use 4s S progress under construction 
loans was considered. Pursuant to your stion that the Associa- 


tion give consideration to modifying the authorizations for the dis- 
tursement of such funds, such is in — by the Association's 
atto . As soon as he has c eted proposed modification and 
it has approved by the trust company, ve will forward to you the 
amended forms. 


the information requested in your letter dated October 10, 1958, 
handed to us during the course of the conference, is being answered 
ina separate response. 

, let us say that we are deeply grateful for your courtesies in 
ites with us the matters sed in your t 2lst letter. 
Gould there be any additional questions conce our understanding 
as contained in the within letter confirming such conference, we 
request that you advise us as soon as possible. 


Sincerely, 


T. A. Gregory, President 
TAG: na 
Inclosures 
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Pro Forma Analysis of Reserves and Undivided Profits Assuming that 
Pending Controversies and Litigation be Compromised with the 
Association Assuming Liability for Denied Claims Never Adjudicated 
or Assessed to it. 


June 30, 1958 


Wndivided Profits and General Reserves: 
eam aaa ee 


federal Insurance Reserves: 
Account No. 2722 2» 257,196.75 
1,00: 





Account No. 2725A 2,907 .02 

‘ ms 
Reserve for Contingencies No. 272: 8° 806,959 .87 
Reserve for Foreclosures No. 272355 Op 107 
Surplus Reserved for Bad Deots 272 475,193.87 
gurplus-Undivided Profits ito. 2810 950 , 000 .00 


14,690, 708.08 


less: Federal Insurance Heserve Requirement: 
5 of Insured Accounts as of Beginnis 

of Year December 41, 1957 $61,908, 370.26 4,179, 1.390 

10% of Wet Income before Diyidends for t 

period ended June 1, 195 $1,302,995. 


Surplus _in Excess cf Legal Reserve: 


iad: Unrecorded Income: 
ES 




















federal Hame Loan Bank Dividends-Approx. 101,907 .00 
Interest on Disputed Loans (at 4%) approx. 120,000.00 221,907.00 
10, 552,963.71 

less; Anticipated \write-offs to above Reserves 
iT Seu GLoment Ol baht cat.ou piclusl 
Provision for Fees of Assoc fonts 24 evs: 

Litigation Costs - From Deposits in Court 365,279.17 

Federal Home Loan Bank - Advances 6, 00,000.00 

Federal Home Loan Bank - Interest (Est.) 1, 323,000.00 

Litigation Costs - Capitalized by Assn. 179,279.21 

Federal Insurance Premiums 475,100.57 

Wallace Check = ,000 .60 

Fringe Attorneys 100,000.90 8,790, 658.95 
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Exhibit D-6a--Letter from Thomas A, Gregory, president, Long Beach 


Federal Savings & Loan Association, Long Beach, Calif., to Albert 
J. Robertson, June 8, 1959, enclosing interim report on Association 
from certified public accountants 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


B26 AMERICAN AVENUE ° TELEPHONE HEmLocae 7-180! 


LONG BEACH 12, CALIFORNIA 
June 8, 1959 


Mr. Albert J. Robertson, Chairman 
Federal Home Loan Bank Board 

101 Indiana Avenue, H.W. 
Washington 25, D.C. 


Dear Sir: 


Enclosed is an Interim or Partial Report from the independent certified 
public accountants concerning Long Beach Federal. ' 


The suppression, by the Federal Home Loan Bank Board Examiners in their 
report to you dated November 17, 1958, of the fact that the Association 

has more than the required statutory reserves, even after their own arbitrary 
and unrealistic report, demonstrates the exceedingly difficult circunstanees 
under which the Association is operating. The details of such suppression 
are shown in the attached Interim Report comments on page 2, captioned 
"General Reserves and Undivided Profits." To continually be required to 
employ experts to sift through the voluminous examination reports to ferret 
out and disclose their erroneous implications is obviously a heavy burden, 
both financially and in the diversion of time from constructive business. 


Computation of reserves based on the Examiners’ report is as follows; 


Reserve Accounts reported by Examiners 


from Association books + « « + $14,690,552.00 
Arbitrary adjustments by FHLB Board 

Examiners per their report o 0 © © _9,751,298.92 
Reserves admitted by Examiners oo © © $ &,939,253.12 


Five Percent of total Savings Aecounts.... 4,530,045.41 
($90,600,908.23) This amount is 
in excess of requirements for 
requirements are based on insured 
aceounts ($10,000.00 or less) 


Free Reserves are, therefore, in excess of ..§ 409,207.71 
Of eourse, the actual reserves are greatly in excess of the Examiners’ con- 


putations. This is the first time, however, the Examiners’ figures prove 
the Association reserves are in excess of 5 percent of insured accounts and 


also in exsess ef the actual transfers on the Association's books to the Federal 


Insurance Reserve (see pages 268 and 269 of the Eraminers' Report for the actu- 


alities of the Federal Insurance Reserve as show on the books of the Association.) 


mn 


Federal 
actu- 
peiation.) 


~ 
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the emmputations of this fact, however, were left out of the report. In some 
prior reports, the arbitrary adjustments have been in such proportions that 
y impairment was indicated, even though sueh was not actually true. 


the supervisory letter, concerning the Report of Examination of 1957, was 

y vastly wrong in its coneeption of the Association that it was almost 
wbelievable to Association management and legal counsel. You may remember 
the completely erroneous analysis of legal descriptions which caused so much 
gafusion. During 1956 and 1957, the technical requirements of the Federal 
fone Loan Bank Board's accounting procedures were in direct contradietion 

of the Internal Revenue laws. This resulted in the making of a substantial 
gcrifice in both assets and income by the Assoeiation to comply with the 
ward's requirements. 


It appears to us at this point that the Board staff's eontinued hammering 
st the Assoeiation's loans on the one hand, while the Board grants braneh 
permite for competitive associations to establish additional brandus and 
futher raid our loan portfolios, eertainly does not pretest the best in- 
terests of the shareholders and investors of the Association. 


then, too, there has been no settlement by the Federal Home Loan Bank of 
gan Franeiseo for the purported private sale to itself of the Association's 
Inited States Government Bonds for about $400,000.00 less than the cash bid 
ter the purchase of such bonds held in its hands at the time of sueh fraud 
went sale. 


fhere has not yet been a full accounting for Long Beach Federel Savings' 
assets seized thirteen years ago by agents of the Pederal Home Loan Bank 
Board. 


fhe present speeial report being prepared by Federal Home Loan Bank 

boniners, im connection with loans made by the Assoeiation as part of a 
long-range financing plan to extend over a five-year period, is not known 

uw to its seeuracy, purpose, or eontemt. We hope the special report will 

be fair, not suppress the genuine merits, and thereby mislead by the man- 

mr of presemtation. The peak of total investments has been reached in such 
loan program. There is an $1,000,000.00 sale in preeess and other properties 
are being refinaneed and sold in an orderly preeess pursuant to a plan of 

the subdividers which is not adverse to the best interests of Long Beach 
Iederal. 


(a page 11 of the certified public accountants’ report, Item 4, is a 
reference to the sale of one million dollars of sueh loans now currently 
being prepared. Itee 5, of page 11, refers to an agreement for a ainiaus 
of $800,000.00 to $900,000.00 to be paid inte the Assosiation from the 











O00 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


liquidation of properties not developed by the Association's financing. 
The parties in both prospective sales have ample resources to complete 
the transactions. The Association, in the normal course of business, wi) 
receive the proceeds of such transactions. Such funds are in addition to 
the security t ing $38,910,859.00 appraisals securing loans totaling 
$24,669,748.27 as shown at the bottom of nage 9 of the certified public 
eceourtants' Interim Report. These are favorable conditions and it is oy, 
at your Board will permit the Association to liquidate these loans 
er normal plans rather than a forced lump sale adverse to the Associa- 
tion's best interest, as was previously required in connection with the 
Trusts. 


puld you have any question, I would like to discuss such matter with you 
prior to your coming to any adverse conclusions in connection with the 
Association's operations. 


With kindest personal regards, I aa 


Sincerely yours, 


ae a i 
LPL aegaps 


= — 
T. A. Gregory, President Fs 


& a 
ae 


TAG/ imp 
Enclosure 


cc: Mr. Ira A. Dixon, Member 
Federal Home an Bank Boar 


Mr. Wil allahan, Meaber 
rm « , an Bank Board 
Mr. Cla » Qmith, Administrative Assistant 


Federa 7e an Bank Boar 





punt 8 
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gxhibit D-6b--Letter from Granville B. Smith, Certified Public 
Accountant, Long Beach, California, to Thomas A. Gre y; 
1959 re Interim Report of examinatior 
— wemecns 
8. Gurm. CFA p-bi- AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
° GLENN. CRA J CALIFORNIA BOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 
sal . 


SMITH AND GLENN 
CERTIFIED PUBLIC ACCOUNTANTS 
306 ELM AVENUE 
LONG BEACH 12. CALIFORNIA 
MEm.Locx 7.2297 


May 19, 1959 
COMP LDETIAL 
ir, 7. A. Gregory, President Re: Interim Report of 
Long Beach Federal Savings and Loan Association Examine tion 


328 Long Beach Boulevard 
long Beach 12, California 


Dear Mr, Gregory: 


Pursuant to your request, we began our anmual examination of the ac- 
eounts of Leng Beach Federal Savings and loan Association on May 8, 1959, 

This examination will be made in accordance with generally accepted 
euliting standards and accordingly will include such tests of the accounting 
recerds and such other auditing procedures as we may consider necessary in the 
cirounstances, Due consideration will be given to the recommendations of the 
Committee on Auditing Procedure of the American Institute of Accountants set 
forth in the booklet entitled “Audits of Savings and loan Associations by In- 
dependent Certified Public Accountants", published by the Institute in 1951; 
and that certain letter, dated March 2, 1959, signed by Verne C, Bonesteel, 
Director, Division of Examinations, Federal Home Loan Bank Board, and sent to 
all public accountants who, according to the records of the Division of Exma- 
inations, audit insured savings and loan associations, 

This examination, currently in progress, will be conducted jointly 
by Smith and Glenn, Certified Public Accountants; and F, W, Lafrents & Co., 
Certified Public Accountants, None of the partners or employees, to the best 
of my knowledge or belief, is a director, officer, employee, shareholder, or 
borrower of Long Beach Federal Savings and Loan Association, 

In accordance with a specific request by you, this examination will 
also include a complete review and analysis of the "Federal Home Loan Bank Board, 
Division of Examinations, District No. Blewen, South, Report of Examination of 
Long Beach Federal Savings and Loan Association, as of Close of Business, Hov- 
eaber 17, 1958, Docket No. 2905", for the purpose of rendering to you at the 
completion of our examination, our analysis of the facts, conclusions, comments, 
and possible issues contained therein. Since the "Examiners' Report” is con 
fidential information and is not to be published either in whole or in part, this 
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interim report amd subsequent report or reports concerning the same subject matter 
should be similarly classified. 

In view of the probability that it will be some time before our ems. 
ination will have been completed, I am submitting herewith this interia report 
of a few of the many points to take into consideration before reaching any cop. 
clusions based on the “Exeminers' Report". Matters contained herein are based cn 
my personal analysis and opinions derived from limited amount of facts which | yy, 
been able to accumulate in the few days that I have had access to the "Examines! 

Report” consisting of more than 350 pages and which took the examiners severa) 
months to prepare, 

The “Examiners' Report", in my opinion, largely concerns matters falling 
within the following two major classifications: 1. The General Reserves an 
Undivided Profits of the Association; and 2. The Lending Policies of the Apeoctetin 

The manner of presentation of the facts in the “Examiners' Report" nigt 


; 


be construed, at least by inference or implication, that the Association is cop 
ducting its operations in an unsafe or unsound manner and that certain of its 
operations are in violation of law and regulations, when, in fact, they do not 
ectually exist, 
S_AND F 

The Examiners, by various adjustments which are neither recognised by 
the Association nor recorded in ite books, have reduced in their report the tot] | 
general reserves and surplus, as of November 17, 1958, from $14,690,552,04 (page 


267) to $4,959,253.12 (page 290), By these arbitrary adjustments, the Exasimrs ) 


reduce, for the purposes of their report, the percentage of reserves and surplus 
to net aseets from 13.6% to 5%, The Examiners also report on page 290 that gen 
eral reserves ami undivided profits less summarized losses from slow assets, total- 
ing $4,903,246, is equivalent to 4,9% of net assets, It should be noted at this 
point that the Federal Insurance Reserve requirements, according to Section 163,13 
(e) of the Insurance Regulations, is based on the percentage to insured accounts 


and not to net assets; ané that, according to the Withdrawable Capital, General ) 


Reserves and Surplus, as arbitrarily adjusted by the Examiners, the Examiners, if 
they had chosen to do #0, would have calculated the percentage of General Reserves 
and Surplus to Withdrawable Capital to be 5.45%. The percentage to insured 
accounts would necessarily be larger than 5.45%, This fact is disclosed to youst 
this time to show you the danger of dtewing conclusions out of context fro the 
Examiners' Report, 
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Similar arbitrary adjustments were made by the Busminers in their 
-peoed ing Report of Examination, as of July 51, 1957. ‘Therein, on page 245, 
it is indicated that after these adjustments, the Association had general re- 
serves and undivided profits totaling $2,615,695; and that thie total is equi- 
lent to 9% of net assets, 5.2% of withdrawable capital, and 3.4% of insured 
sooounts, Such s comparative schedule ef percentages is not set forth in 
the Examiners’ Bepart, as of November 17, 1956. 

In comparing the two reports, the oneas of July 31, 1957 and the 
other as of Bovember 17, 1958, considerable improvement in both the total reserves 
and surplus and the percentages to net assets, withdreawable capital, and in- 
gared accounts may be shown by inference but not by ecament in the “Bxaniners’ 
Report", It is evident that even after the Examiners’ arbitrary adjustaents, 
exceptions to which is hereinafter indicated, the total General Reserves and 
Undivided Profits of the Association increased in excess of $2,500,000 from 
July 31, 1957 to Nowember 17, 1956; and that the percentage of General Reserves 
ani Undivided Profits to Net Assets increased from 3 to 3%. 

The arbitrary adjustaents made by the Examiners on pages 284-286 of 
the Examiners’ Report es of Nowember 17, 1956 and which resulted in the re- 
duction of total General Reserves and Undivided Profits for the purposes of the 
report are qualified by the Examiners by the following statement om page 284: 

"It is understood that the following possible adjustments affect litigation in- 
velving the association", This quotation has been taken out of context, These 
arbitwary adjustments may be summarized as follows: 

1. The reduction of Reserve for Contingencies, Account Ne. 2723, in 
the amount of $6,300,000.00, is the amount of the purported advances from the 
Federal Home Loan Bank of San Francisco to Conservator A. VY. Ammann; and the 
reduction is made even though the amount is denied as a liability by the Aseo- 
ciation and the iseue as to liability is still pending decision on a case brought 
by the Federal Home Loan Bank of San Francisco in the California state courts, 

2. The reduction of Undivided Profits, Account No, 2810, in the amount 
of $1,149,634.49, is for interest expense purportedly accruing on the aforesaid 
advances from the Federal Home Loan Bank of San Francisco to June 30, 1958, even 
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theugh the principal amount on which the interest is calculated is both denied 
and contested in the eourts in an action brought by the Federal Heme Loan Ben: 
of Sen Francisco and which is yet to be heard om ite merits and decided, 

3. The reduction of Umdivided Profits, Acoougt Mo. 2810, im the semen + 
of $469,105.24, for the purperted lose from the sale of U. 3. Goverment o> 
ligations by the Federal Home Loan Bank of San Francisco to itself on Apri) 27, 
1957, is arbitrarily indicated as an adjustment on page 285, even though theses 
bonds of a face value of $5,500,000 are the property of the Assosiation, wary 
beld by the Federal Home Loan Bank of San Francisee merely as a pledge for « 
debt for which it brought an action in the California courts and which is 
contested by the Association amd still pending trial and decision; and for wie 
the Asecciation tendered cash as a pledge for the return ef its bonds, 

4. The reduction of Undivided Profits, Account Bo, 2810, in the amount 
ef $188,945.10, is the subject of adjustment om page 285, for the purpose ef 
writing off as an asset, matured coupons of U. 3. Treasury bonds sold by the 
Federal Home Loan Bank of San Francisco on April 27, 1959 to iteelf, under the 
conditions and circumstances as stated above, 

5. The reduction of Undivided Profits, Account No. 2810, in the amount 
of $89,780.54, is the mbject of adjustment on page 265, for the purpose of 
setting up a liability for “conservator's expense", which has neither beem paid 
nor recognised by the Association for a period of more than 1] years, 

6. The reduction of Undivided Profits, Acoount No. 2810, in the amount 
of $594,548.38, for litigation expenses either paid by the Association or dis- 
bursed by orders of the U, 3S. District Court from funds in the Registry of the 
Court, is the subject of adjustment on page 285, even though the Association 
carries this amount as an aseet on its beoks and there are still actions penting 
in the courts which may ultimately decide who these expenses will be assessed 
against, 

7. The reduction of Undivided Profits, Account No.2810, in the amount 
of $473,867.75, for the purpose of recording estimated Federal insurance prenius, 
is the subject of adjustment on page 265, even though the Association has made 
deposits in the Registry of the J. S, District Court pending determination of 
the Association's net liability, if any. 

8, The reduction of Undivided Profits, Account Mo, 2810, in the amount 
of $727,727.83, is the subject of adjustment on page 286, for purported deferred 


Int 
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credits which the Examiners claim should be set up as a specific reserve for 
the unpaid balances in Trust Deed Hotes Receivable, Account No, 1004, 

The Examiners calculate the amount of deferred credits by determining 
the difference between the unpaid principal balance of the notes as of November 
11, 1958 and the cost to the Association of acquiring said notes, 

This accounting procedure of determining deferred credits is not only 
at variance with established scceunting principles and Federal income tax 
regulations, but is also at variance with the Ruling, dated March 10, 1954, issued 
yy the Bose Lean Bank Board, Office of Supervisory Agents, to all Federal and 
Insured State Associations, wherein it is stated that discounts on loans purchased 
my be taken into income at a level rate over a period not less than the average 
life of the mortgage loan portfolio as determined for tax purposes, 

Many of the notes in the Trust Deed Notes Receivable Acoount No, 1004 
yere received from borrowers as additional service fees in accordance with 
vritten agreements; the receipt of these secured notes involved no direct cost 
to the Association, According to established accounting principles, when 
property is received in consideration of services rendered, income is realised 
at the time of the receipt of the property in the amount of the fair market 
value of the property received. At the time the Association received these 
secured notes, the Association had first liens on the security, 

The Association's loans on the security underlying the Trust Deed Hotes 
Receivable Account Wo, 1004, may be summarized from schedules prepared by the 
Internal Control Department of the Association and test-checked by me, as follows: 


let Trust Deed Loans, May 8, 1959 $3,623, 361.49 
Trust Deed Notes Receivable, May 8, 1959 


Total Loans on the Security, May 8, 1959 $4,574,850,17 


Appraised Value of the Security $6,.733,.620,00 


80% of Appraised Value $5, 386.896 00 


115 of the 790 note balances in Account 

1004 when added to the balances of the 

underlying 7/D loans in Account 1000 

exceed 80% of the value of the security 

in the following total amount $__22,8)5,3) 


The realities of the situation as determined by the above summary and 
the failure to observe a ruling of the Agency of which the Examiners are a pert, 
in gy opinion, places the Bxaminers in an untenable position with respect to this 
$127,727.83 adjustment to Surplus, Additionally, it is to be noted that since 
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the umpaid primcipal in Prust Deed Hotes Receivable, Acecunt Ho, 1004, is 
$144,269.44 less than it was om November 17, 1958, the Examiners’ adjustment, 
if made as of May 8, 1959, would be reduced a like aexount, 

9. In order te show a percentage relationship between total Genera) 
Reserves and Undivided Profits, lees mumarised losses, te Bet Assets, the 
Exeminers further adjust the surplus downwards in the amount of $56,007.05, as 
@ purported indicated loss from slow mortgage loans (page 290). 

On page 161, this purported indicated loss from slow mortgages loans 
in the emount ef $56,007.05 is shown by the Examiners to an “Appraised Loss" 
from leans to Jaeksen Turner, made during the administration of Conservater 
A. V. Ammann. 

In making their calculation of this “Appraised Loses", the Examiners 
subtracted the value of the seeurity from the total debt, which includes not 
enly the lean balances as of November 17, 1958, but also the unesollected in. 
terest on these loan belances to August 1, 1956, in the amount of 967,900, 5%, 
This ecorued interest has not, and cannot be, taken into income until collected, 
under existing rules and regulations, Since this accrued interest has neither 
been taken into income nor added to surplus by the Association, and since this 
acerved interest in the amount of $67,900.34 exeseds the Appraised Loss of 
$56,007.05, the Examiners are clearly in error in deducting this appraised loss 
from surplus for the purpose of showing the 4.9 percentage on page 290, 

As of May 8, 1959, the Association's general ledger shows the follow 
ing belances in ite Gemeral Reserves and Undivided Profits accounts: 


Surplus, Aceount No. 2810 $ 950,082.45 
Reserve of Federal Insurance, 
Aeseount Bo. 2722 3,532,015.71 


Reserve for Contingencies, 
Ascount No, 2723 8,959, 934.87 


Reserve fer Contingencies Earmarked 
for Federal Ineurance Reserve, 


Account Ho, 2723-4 1,002, 987,02 

Reserve for Contingencies Earmarked 

for Foreclosed Loans, Account No, 2723-3 5,370.57 

Surplus Reserved for Bad Debts, 

Account No. 2725 — 4.2 
Total $14.762..46)498 


The Federal Insurance Reserve requirements have been provided for is 
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seoordance with rules and regulations by adequate transfers to Account No, 2722 
aad by the carmarking of surplus in Ascount No. 2725-4. 

The Association has follewed the rule of transferring to the Federal 
Insurance Reserve, either 10% of net income before dividends or an amount me- 
cossary to wake the total Federal Ingurance Reserve equivalent to 5% of insured 
yooounts, whichever amount is the greater. 

The Reserve fer Contingencies, in the amount of $6,959,954.87, has been 
set up primarily for the purpose of effeetting any losses that might be assessed 
aginst the Association es the result ef final decisions on the various matters 
ip litigation or as the result of settlement among the parties of the various 
isguoe still] pending in the ecurts, Whether or not this reserve is adequate, - 
1 de not believe the Examiners or any ether sesountants would be competent to 
reader om opinion, The complexity of litigation, the various maseuvers of the 
atterneys, the changes in the political climste, and the uncertainty of what 
a court will ée in a given situation even if kmown in advance, should compel « 
negation of amy opinion in this matter, 

The surplus in the amount of $950,062.45 in Aceount No. 2610 and in 
the additional amount of $512,075.36 in Aceount Mo. 2725, in addition te the 
qurreat earnings of the Association for the peried from Jamary 1, 1959 to 
lay 8, 1959 im the amount of $1,182,466.57, subject to possible ad justaents 
as the regult of eur examination, plus additional income for the remainder of 
pmi~annual period, less the 10% allocation of net income to the Federal In 
gumpee Reserve, will be available for the payment of dividends on Jume 30, 1959, 
leased on the projection of income to date to Jume 30, 1959 on a time basis, it 
wuld appear that the June 50, 1959 dividends will dip into the free reserves 
wet up in Aceownt No, 2725. An accusrate analysis of thie situation should be 
available shortly after the first of June, 

ABD ING POLICIES 

It must be construed from the manner of presentation of the comments oa 
and the transcripts of the Association's loan files and records, in the Examiners’ 
Meport, as of November 17, 1958, consisting of ower 350 pages, two-thirds of 
vaich is devoted to comments om loans, that considerable importance is placed 


by the Division of Examinations in spotlighting the lending activities of the 
lssociation to the Federal Home Loan Bank Board, 
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Loans to many borrowers are commented on in the Examiners’ Report, but 
for the purpose of this interim report, my comments and emalysis ere limited for 
the most part to the "Bellehurst” loans, not only because I have onl» bad tine to 
barely ecratob the surface in analysing the Examiners’ Report cons! sting of over 


350 pages, but aleo because I have concluded from the manner of prev sentation 
that at least inferentially the principal iseues are raised there 
Prom the manner of presentation of the Examiners’ commenis -* th: 


"Bellemrst" loans, it may be construed that possible exception has been tarer 
by the Examiners to the following practices of the Association: 
1. The making of a loan on a homesite consisting of several oot) cacug 
lets, om one of which a house is built, based on a perosntage of the appraised 
value of the homesite, 
2. The treatment of a prepayment of a principal eum as the equivalent 
of monthly principal payments, where such prepayment is received for the release 
of a part of the security and the remaining security is wholly adequate to se 
cure the remaining balance of the loan, 
By implication, the Examiners may have construed the above practices 
as unauthorised in that they have treated the prepayment of loan principal as 
an adjustment to the original balance of the loan rether than as a payment on 
the loan; and, aceordingly, have shown the loan on the deliquent loan sehedule, 
even though the prepayments of principal exceed monthly payments in accorisiice 
with the note and the unpaid balance is fully secured, | 
In determining whether or not the aforesaid loan practices are ro 
the authority must be found in the Charter of the Association or tie > #F «nd 
Regulations for the Federal Savings and Loan System; and they must b+ in ro 
cordance with good business practice. 
Under Title 12, Code of Federal Regulations, Par rection 545.4-1 (a), | 
the Association may make installment loans on homes no‘ ore 4% of the 
value therecf, “Home” is defined in Section 541.10 as rea. estate upos whist 
there is located a dwelling or dwellings for not sore t'. four families, There 
appears to be no limitation inthese provisions as to ‘>« aumber of lets which 
may be included in a homesite; however, Section 545.6-7 in effect limits the 
amount of loans on large homesites by providing that loans in excess of $35,000 
om homes are subject to the 20-percent—of-assets limitations, It would appear, 
therefore, that as long as the Association stays within the 20-percant-of-assets 
limitations, the making of loans on homesites consisting of contiguous lcts 
is authorised by the Regulations, 
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Section 541.14 of the Rules and Regulations for the Federal Savings and 
loan System defines installment loan as "any loan repayable in regular periodie 
payments, equal or unequal, sufficient to retire the debt, interest and principal, 
yithin the contrect peried". It is apparent from this definition that the original 
gnount of the loan and the payment schedule is determined by the loan contract 
waich is set forth in the provisions of the nete evidencing the loan, The loan 
eontrect does net prevent the issouiation from exercising its own discretion in 
socepting @ prepayment of principel in comsideration for the release of a portion 
ef the security and in persitting this prepayment to apply against periodic pay~ 
peats previded for in tis lean ecatruct, 

The adjustment of the original amount of the loan as set forth in the 
loan comtract by applying prepayments of principal received in consideration for 
the release of a portion of the security oontrary to the method of application 
vaieh in the exercise of its discretion the Association bad chosen, appears to 
me be the result of am arbitrary determination designed to show the loam as 
delinquent when in fact it is not, 

In determining whether the methods of financing the “Belleburst" pro- 
perties are sound business practices or not, consideration should be given to the 
follewing facts concerning these loans and properties as of Mey &, i959, prepared 
by employees of the association from the records and files at ay request but 
necessarily qualified because I have not hed the time to adequately check the de- 
tails from which the following summary was derived: 


PRET APPRALSALS 
ChabSTPL CAT LON ac Acad Ti ‘he 5 Sk sa? 

Tract 3111 - 317 units $ 9,261, 785.35 $12, 318,750.00 
Tract 3211 - 99 units 2, 793,119.00 3,858, 500.00 
Tract 53219 - 64 unite 2,236, 957.69 3,036 ,650,00 
Tract 3234 - 75 units-Yelturon 2,551,698.77 3,457 ,824.00 
Tract 3250 - 2 units 74,081.34 152,950.00 
Tract 3261 - 107 units 3, 739, 368.49 5, 132,100.00 
Netria Corporation 2,279,444. 7,220, 400,00 
Acron Inv. - 24 lots remain 585 , 535.28 787,500.00 
Fullerton Country Club ~had41L15149 —~h1247.385.00 

Totals $24,.669,745,27 $78.220,059,00 
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FUNDS HELD FOR COMSTRDCT ION 
ACRON AND VELTUROM 
BELIZSURST PROPERTIES oh 
Trust Ho. 1598, FP. & A. $ 126,319.55 
Trust Wo. 1416, F. & KM, 122,624.95 
Trust No, 1306, F. & MM. 60,176.92 
Trust No. 1432, F. & HM, 1, 566,816.45 
L. P, 22393-22404, L. B. Fed. “470,39 2. 
L. P, 22836-23042, L. B. Ped. 841.86 
Le P. 23927-24000, L. B. Fed. 2,394.50 
$1,881 644.42 
DISBURSEMENT SCHEDULE TO COMPLETE 
CONSTRUCTION 
Acron - 25 units $ 256,546.75 
Velturon - 12 units 125, 724.95 
Velturon - 269 units 
4:878.257.49 4 
MALAI = ESTIMATED EXCESS FUNDS AFTER 
COMPLETION $___5,406,.5 
ABALISIS OF APPRAISAL VALUE OF IMPROVEMERTS 
WOT PRESENTLY UNDER CONSTRUCTION AMD 
FUNDS HELD FOR CONSTRUCTION 
METRIM - LOAN BO, 2155) 
Redd BERT PROPER 
5. 
APPRAISAL VALUE OF [NPROVEMERTS WOT 
PRESERTLY URDER CORSTRUCTION 
Lots 1-212, Tract 3259 $ 100,000.00 
Homesites, 9 @ $50,000 — 420,000.00 $ 550,000.00 | 
TORS FELD FOR COBSTROCTION | 
Trust Ho. 13576 = P. & x, — $69,405.95 
KXCESS OF FUNDS OVER APPRAISALS $_ 149,405.05 
BELLEHURST LOAN DELINQUENCIES i 
Kerry Investments - 68 Loans @ 5 Months; 
and 3 © 5 Months $ 35,424.00 2. 
First Southland - 19 Loans © 3 Months 9,006.00 


Individuals - 1 Loan for 1 Meath and 
1 fer 2 months ___ 4520 


Amount of funds necessary to make all 
Bellehurst loans current $44,969.20 
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ADDITIONAL SECURITY 
1, Contracts of Sale from Kerry Investzents, Inc.: 


Unpaid Balances of Contracts, May 8, 1959 $1,175, 967.15 
Lees Underlying First T. D. Loans 


Equity $__164,465,15 
2, Pledged Savings Account: 


Kerry Investments, Inc. + 5.75.26 
3, General Pledge Agreements from the Following Companies: 


Acron Investments, Inc. - June 29, 1956. 
Pullerton Country Club, Inc. = Nov. 30, 1956. 
Velturon Corporation - June 29, 1956. 


4, letter Dated April 27, 1959 from Sutherland Sales, Inc.: 


Sutherland Sales, Inc. agrees to purchase $1 ,000,000.00 
in Trust Deeds from the Association, securing loans to 
Velturon Corporation and Acron Investments, Inc., in 
oonsideration for refinancing the blanket loams to these 
corporations into individual loans, increasing the loan 
values approximately $700,000.00 because of the changes 
im the size and design of the houses, and crediting 
seid increase to construction trust funds for said 
corporations at Farmers and Merchants Trust Company, 


5, letter Dated April 28, 1959 from C. S. Jones and Kenneth G. Walker: 


C. 3. Jones and Kenneth G. Walker indicate that they have 
decided to eel] their 142 acres of Industrial Land located 
in Orange County, from which they expect to realise 
$800,000 to $900,000; and that they will use the net 
proceeds of this sale to guarantee the obligations of 
Acron Investments, Inc,, and/or Velturon Corporation if 
required. The Association agreed to the foregoing. 


COMMENTS ON BELLEHURST LOAKS 
BASED ON ABOVE SUMMARY 


1, The total loan balances on Belleburst properties are less than 65% of 
the Appraised Values of these properties. 


2, The Metrim Corporation loan, No. 21551, with a balance of $2,279,444.9, 
as of May 8, 1959, is presently the only loan on Bellehurst properties, 
which is secured by homesites consisting of contiguous lots. The Fullerton 
Country Club loam, No. 21350, in the amount of $1,147,157.40, is a loan 

_ 0 business property. The remaining Bellehurst loans totaling 
$21,243,145.92 consist of loans on 686 homes, each consisting of 1 lot. 
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The everage loan on these 686 homes is $50,966.68, 


pleted and 506 are presently under construction. Funds held for oop. 
struction are sufficient to take care of the scheduled disbursements 
as the construction progresses. 


4. Pands beld for construction of improvements on Belleburst properties 
soouring the Metrim Corporation loaa, Mo. 21551, totaling $669,405.05, 


exceeds the appraisal value of improvements not preseatly under cos. 
struction. 


5. Eighty-mine of the Belleburst loans are delinquent in monthly payments 
totaling $44,889.20. These consist mestly of loans to Kerry Investesnt, 
Ine. and First Southland. ; 


6. The loans te Acron Investments, Inc and Velturon Corporation are not only 


amply secured by the Belleturst properties on which the loamvers made 
but are edditionally secured by general pledge agreements from these 
corporations, and by the personal guarantee of C. S. Jones and Kenneth 
G. Walker in the amount of $800,000 to $900,000, depending on the a- 
mount they will receive from the sale of their 142 acres of Industria) 
land in Orange County. Additionally, Sutherland Sales, Ine. is ob 
ligated to purckage $1,000,000 of these loans if requested to do so 
by the Association, 


7. The balance of the Metrim loan, No. 21351, totaling 82,279,444.%, less 
unexpended funds totaling $669,405.05, is equal to a net loan of 
$1,610,059.90, This is considerably less than the additional security 
included in the appraisal totaling $5,185,750.00 consisting of 119 
Improved lots, Schoo] Condemnation Award, and the 66 Acre Borrow Pit, 
This additional security is more than sufficient to satisfy the loaa; 
without taking into consideration the remaining security of 
$4, 034,650.00, on which the improvements have either been completed 
or there are sufficient funds held for construction to make the in 
proveaents,. 


JAAN CORCENTRAT 1 ONS 


From pages 194-220 in the Examiners' Report, there appears comments ai 
schedules on loan soncentrations under the following headings: 


1) Multiple Loans 

2) Loans over $35,000 

3) Loans to Corporations 

4) Leens in “Bellehurst Estates" 

5) Leans to Jones-Walker—Brown Interests in "Belletmrst* 


Without going into details on these loan concentrations at the preset 
time, I should like to make a few general comments based on my knowledge of the 
operations of the Association and construction finaneing in California, 


In the first place, loan concentrations, whether as to area or as to 
borrowers, are not inherently bed, In a sense, the Regulations promote ares 


| 


} 
| 
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concentration by limiting the Association's lending area to a radius of fifty 
giles from the Aseociation's home office; and doubly so in the case of Long 
peach Federal Sevings and Loan Association which hes half of its lending area 
in the Pacific Ocean. In another sense, the Regulations permit loan concen- 
trations by providing for its limitation in Section 545.6-7, which limits 
certain types of loans and investments to 20% of the Association's assets, 


In the second place, a certain amount of loan concentration is 
pecessary in erder to finance the mass construction of homes which is necessary 
to meet the ever-growing demands of a continuously growing population and to 
keep the cost of homes within ite means in a period of inflationary tendencies, 
the mses comstruction of hemes requires large amounts of capital; and the only 
satisfactory method ef meeting these capital requirements is through corporations. 


In the third place, thet which may appear to be a loan concentration 
is not in fact. Im California, it is common practice for corporations to obtain 
construction loans from a lending institution and after completing tract con- 
struction to sell the completed homes on conditional sales contracts with low 
down payments; the legal title is retained by the corporation for the purposes 
of security, but the equitable title passes to the vendee. Under these circum 
stances, the Association follews good business practice by demanding a general 
pledge agreement as a condition for the making of the construction loan; and, 
as a result, the conditional sales contracts become additional collateral for 
the loan. Consequently, the sources of the funds for the payments on the loan 
is the receipts from the installments on the conditional sales contracts. Thus, 
vhat began as a loan concentration and appears as such in the Association's 
lean portfolio amd in the Examiner's Report, is actually homeowner diversifice- 
tien. 


One example out of many in the Association's loan portfolio is Loan 
lo, 21660 wherein Mason BE, Kight appears as the borrower. One who wishes to 
could erroneously construe this loan as loan concentration as the Examiners have 
dome in their Report as of Nowember 17, 1956. As of April 30, 1959, the unpaid 
balance of this loan was 98,156,244.65, However, on April 30, 1959, there were 
in escrow at First Escrow and Title Co., 1002 conditional contracts with an um 
paid balance of $8,254,607.44, wherein the vendees are the homeowners with the 
equitable title to the very properties securing the Association's loan to 
Mason EB, Kight; and because of the escrow conditions and the general pledge 
agreement from the trustees of various trusts wherein Magon BE. Kight is the 
beneficiary, the collections from these 1002 homeowners must be used to make 
the loan payments on the Association's blanket loan. Therefore, to include this 
type of loan in any list of loan concentrations is to close one's eyes to the 
facts, 


In the fourth place, loan concentrations as to borrowers are usually 
transitory in nature because when tract construction is completed and the 
houses sold on the security of trust deeds, the construction loans are refin— 
anced into various loans in the names of the homeowners. Furthermore, lending 
institutions practically always, at least in California, foreclose on the 


59258 O—60—pt. 1 59 
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security rather than sue the borrower for the unpaid balance of the loan, 


Deficiency judgeents against the borrowers are rarely resorted to by Californy, 
lending institutions, 


It should be emphasised again that this is only an interim report o, 
what I construe from the reading of the "Examiners Report" to be the principa) 
considerations, There is a considerable amount of detail remaining to be 
investigated not only as to matters not even mentioned in this report but alao 
as to the very matters discussed herein, Every subject included in the "Index 
to Comments” of the Examiners’ Report will in due course be eramined, investi. 
gated, brought up to date, and commented upon in written reports to you, 


Respectfully submitted, 


epg tig be imi 


Certified Public Accountant 
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oat Exhibit D-6c--Letter from Albert J, Robertson, Chairman, Federal Home 
Loan Bank Board, Washington, D.C., to Thomas A, Gregory, June 2), 

t on 1959, acknowledging receipt of interim report by certified public 

ipa) | accountants 

also FEDERAL HOME LOAN BANK BOARD 

ndex i WASHINGTON 25.0. C 

sti- 


FEOERAL HOME LOAN BANE SYSTEM 


FEOERAL BAWINGS ANO LOAN 
101 INDIANA AVENUE N. Ww MEINE CORPORATION 


FEOERAL SAVINGS OND .O4N SYSTEM 





June 24, 1959 


Mr. T. A. Gregory, President 

Long Beach Federal Savings and Loan 
Association 

3286 American Avenue 

Long Beach 12, California 


Dear Mr. Gregory: 


This will acknowledge your letter of June 8, 1959 


together with interim report of examination by Smith and Glenn, 
certified public accountants. 


accountants’ interim report to the Board's report of examination 
as of Movember 17, 1958, they will be considered in conjunction 


with the analysis now being made of that report and the supple- 
ments thereto. 


My return trip from Los Angeles was fast and inter- 
esting. It was wy first experience with "jet" flying which 
certainly does cut down the time and simplify the trip. 


Yours sincerely, 


Syn] b- ae es By 


Albert J. bertson 
| Chairman 


In view of the relationship of your letter and the 
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thibit D- suter from A, C, Newell, supervisory agent, Home Loan Bank 
Board, | Talif,, to Long Beach Federal Savings & Loan 
Assoc? 7, 1954 re earmarkine inds for insurance 
reserve; accorpan ed by draft resolution ar minutes 
of Decer ‘| meeting of board of dire g Beach 
Federal Savings “ Loan Association 
orrce oF 


SUPERVISORY AGENT . 
HOME LOAN BANK BOARO 4 
i Aa 
218 weer firth erecer ' { 
room 810 f 
LOS ANGELES 13. CALIFORNIA 


Micnmi@an 8441 


December 7, 1954 


Long Beach Federal Savings and Loan Association 
328 American Avenue 
Long Beach, California 


Gentlemen: 


This is a reminder that December 5, 1954 is the twentieth anniver- 
sary of Insurance of Accounts for your association. 


As you know, Section 163 13 of the Rules and Regulations for Insur- 
ance of Accounts requ' es an insured institution to build its Federal 
Insurance Reserve to an amount equal to at least 5% of all insured 
accounts within twenty years from the date its accounts first became 
insured. Compliance with this requirement may be effected on the 
nearest dividend date which is, of course, December 31, 1954. 


If on the twentieth anniversary your Federal Insurance Reserve ac- 
count is less than 5% but not less than 3% of all insured accounts, this 
same section permits you to earmark undivided profits in an amount 
which when combined with the amount in your Federal Insurance Re- 
serve account, will equal 5% of all insured accounts. The funds so 
earmarked are considered a part of the Federal Insurance Reserve 
and are subject to all the limitations which apply thereto until the 
Federal Insurance Reserve account, exclusive of the funds so ear- 
marked, equals 5% of all insured accounts. 


If a resolution is adopted by your directors earmarking undivided 
profits, it is asked that a footnote be added to page 4 of your annual 
report indicating, in substance, that''$ of the above undivided 
profits (or surplus) account is earmarked as of the date of this report 
asa part of the Federal Insurance Reserve, pursuant to resolution 
adopted on by the Board of Directors. '' 
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The language of the regulation should make the drafting of an appro- 
priate resolution relatively easy, but the Legal Department of the 
Home Loan Bank Board has prepared the enclosed illustrative form 
of resolution as an aid in cases where question arises. 


As set out in Section 163.1] of the Insurance Regulations, all of the 
general reserves of Federal Savings and Loan Associations are deemed 
to be part of the Federal Insurance Reserve account. 


Yours very truly, 


A. C. Newell, 
Supervisory Agent 





SuPrcav SORY AGENT 
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RESOLUTION 
Farmarking Undivided Profits 
as a part of the 


FEDMRAL INSURANCF RESFRVE | 


RESOLVED, That $ of the 

# account of this associa- 
tion 1s hereby earnarked and shall henceforth be con- 
sidered a part of the Federal insurance reserve under 
the provisions of the xules and Regulations for Insurane | 
of Accounts and be used solely for the purpose of 
absorbing losses until such time as the Federal Insurance | 
Reserve Account of this association shall equal at least 
5 percent of all insured accounts; provided, however, 
there may be released from such earmarking, from time to 
time, such amounts as may be authorized by the boar of 


' 
directors excent that at no time nay any amount earnarked 


hereunder »e so released wnen the aggregate amount of the 
Federal Insurance Reserve an? the earmarked funds, after 
such release, would equal less than 5 percent of all 


insured accounts. 


*Insert “undivided profits", "surplus" or other account 
of the institution which constitutes surplus funds 
available for general corporate purposes. 
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.eeesUpon & motion being duly made, seconded and carried, the following 
Resolution vas adopted: 

WHEREAS, Section 163.16, of the rules and regulations for insurance 
of accounts requires an insured institution to build its Federal insurance 
reserve to @n amount equal to at least 5% of all insured accounts within 
twenty yeas from the date its accounts first became insured; and 

WHEREAS, the accounts of the Association first became insured on 
fovesber 5, 1934, and the nearest dividend date to the twentieth anni- 
yersary of the insurance accounts is December 51, 1954, the latest date 
camplisence may be affected; and 

WHEREAS, Section 163.16 permits the Association to earmark funds 
yhich, vhen combined with the amount in the Federal insurance reserve 
account, will equal 5% of all insured accomts, provided, that not less 
than 3% of insured accounts is reserved in the Federal insurance reserve 
account; 

ROW THEREFORE, be it resolved that the "Federal Insurance Reserve" 
account No. 2722 be increased to at least 3% of the insured accounts by 
trensfer of at least $355,504.57 fram “Reserve Pund for Trust Deed Notes 
Receivable" account No. 2724, and by transfer of $31,865.03 fram “Reserve 
Por Contingenciemrtictel Rolston” account No. 2723. The aforesaid accounts 
are not liabilities of the Association but are fully offset by assets of 
the Association, and as such, are surplus funds available for the general 
corporate purposes. 

BE IT FURTHER RESOLVED that an amount equivalent to an smammt which, 
vhen combined with the amount in the Federal insurance reserve account, 
vill equal 5% of all insured accounts as of December 31, 1954, shall be 
earmarked in the " Reserve for Contingencies" as a part of the Federal 
insurance reserve under the Rules and Regulations for Insurance of 
Accounts. 

BE IT FURTHER RESOLVED that the amount earmarked be used solely 
for the purpose of absorbing losses until such time as the Federal 
insurance reserve account of this Association shall equal at least 3 
of all insured accounts, provided, however, there may be released from 
such earmarking, from time to time, such amounts as may be authorized by 
the Board of Directors, except that at no time may any amount earmarked 
hereunder be so reloeasod vhen the aggregate amount of the Federal 
insurance reserve and the earmarked funds, after such release, vould 
equal leas than 5 of all insured accounts. 
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Exhibit D-8a--Letter from John M, Wyman, chief supervisor, Home Loan Bank } 
Board, to A.C, Newell, June 21, 195), directing the transmittal to 
Long Beach Federal Savings & Loan Association of a copy of the exam. 


ination report for July 30, 1953, and a letter requesting certain 
actions to be taken 


HOME LOAN BANK BOARD 


(photo-copy is illegible 
this is a copy thereof) 


June 21, 1954 


A. C. Newell, Supervisory Agent 

Home Loan Bank Board 

Federal Home Loan Rank of San Francisco } 
215 West Mfth Street 

Los Angeles 13, California 


Long Beach FS&IA dire 

Long Beach, Californis otter 

that 

Dear Mr. Newell: tion’ 


Please send to the subject association's board of directors a copy 
of the report of examination and audit of the association mide by the Hom 
Loan Bank Board's examiners as of the close of business July 30, 1953, 


In so doing, please also transmit to the board of directors the at- 
tached signed copy of this letter, which has been approved by the Home Loan 
Bank Board and by which we request that: 


Le 


The association's books be adjusted by such debits and “ 


credits to appropriate asset and liability accounts as 

will give effect to and bring to date (of the sworn 

financial statement requested in item 3 below) the ad- /3 
justments made by the Board's Sxaminer in setting up 

his pro forma statement of condition as of July 30, 1953 

as shown on page 304 of his report of examination as of 

that date, which adjustments are explained on pages 302 

and 303 of the said report of examination, 


The president and board of directors of the association 
cause determination to be made of the full amount of the 
association's liabilities as of the date of said sworn 
financial statement, including the total cost of all 
legal services and other expenses that have accrued to 
that date and which are then unpaid, and thereupon cause 
such full amount of liabilities to be reflected on the 
association's books. 


The president of the association submit to the Home Loan 
Bank Board, through you, not later than July 30, 1954, a 
sworn financial statement in the form of Exhibit A of the 
said report of examination, showing the association's 
true financial condition after compliance with requests 
1 and 2 above, such sworn financial statement to be sup- 
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ported by: (a) a schedule showing debits and credits 


ink = / made in compliance with requests 1 and 2 above, with ex- 
planation thereof along the lines of pages 302 and 303 
. of the said examination report; (b) a schedule that 


identifies and states the amount of each of the major 
items included in any deferred charges, accounts receiv- 
able, other assets, accounts payable, other liabilities, 
or specific reserves -——- by whatever names these accounts 
are designated on the association's books — that the 
egible, ) association has after compliance with requests 1 and 2 
erect) above; and (c) a schedule showing the date, amount, and 
purpose of each and every payment made by the association 
for legal services (excepting only legal services of a 
routing nature in connection with the making or fore- 
closure of mortgage loans) and for other expenses inci- 
dental to the prolonged litigation in which the associa- 
tion has engaged, from the close of business July 30, 1953 
to andincluding the date of the said sworn financial state- 
ment, and showing the name of the payee in each instance. 


This letter will also serve to advise the association's board of 
directors that we do not herein refer to all of the matters that require 
attention, as disclosed by the report of examination of July 30, 1953; and 
that such matters will be dealt with later, in the light of the associa- 
tion's response to the requests ennumerated above. 


a toy | Sincerely yours 
/Sf JOHN M, WYMAN 


the at- John M, Wyman 
p Loan Chief Supervisor 


cc: Mr. J. Alston Adams, San Francisco 
Mr. A. C. Newell, Los Angeles 


m™y/1f/le 


Seb 
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Exhibit D-8b--Letter from Thomas A, Gregory, president, Long Beach Federa) 
Savings & Loan Association, to A.C. Newell, July 29, 1954, discussing 

matters raised in transmittal of June 29, 195, acéompanied by a memo. 
randum of preliminary comments on examination report of July 30, 1953, 


and Preliminary comments on examination report 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


328 AMERICAN AVENUE 


LONG KEACH 


July 29, 


Mr. A. C. Newell 
Supervisory Agent H L BB, 


Local Agent Fed. Sav. & Loan Ins. 


Vice President F H LBofS F 
215 West Fifth Street, Room 510 
Los Angeles 13, California 


Dear Mr. Newell: 


Your letter of June 29th, 1954, transmitting the supervisory 
request of Mr. John Wyman, Chief Supervisor of Home Loan Bank 


TELEPHONE 7.1203 


ALIDFORNIA 
1954 
Corp., 


Board, reached our Association June 30, 


We are informed that Attorney Wyckoff Westover, who represents 
Mallonee, et al., the Association's Shareholders’ 
Committee, made written request to the Home Loan Bank Board and 
its examiners, that a copy of such examination report be furnished 
to said Shareholders! Committee or to him as their attorney. 
are further informed that notwithstanding such request no such 


copy was ever furnished. 


All Of the supervisory requests 
involve the s 


would, or might, be decisive of many, if 


Loan Insurance Corporation, pur 


Federal Home Loan Bank of San Francisco, 


detriment of the Association. 


For example, if the Association's 

Association's books and to admit under oath 

r the $7,000,000 denied debt, 

pending by court action filed by San Francisco Bank as pla! 
said Association, its homeowners and savings 

irect violation 

ee, and might expose 


ation for 


against a 
such would be in d 


Protective Committ said Associa 

i their bonds to liability to such shareholders 

duty. 

Tnis is but one of the many similar demands in Mr. Wyman's 
e > r 


mh 4 a7 ) 
supervisory letter. 


1954, 


and 


er contained three separate numbered paragraphs 
ing of six or more matters. 


in Mr. Wyman's 
ssues Of the litigation and compliance therewith 
h not all, 
to the advantage of the Home Loan Bank Board, 
orted 


et al 
et al. 


officers were 


of the 


foreclosure 


demands 


Enclosed was a 
single copy of the approximately 450=page report of examination 
f Long Beach Federal Savings and Loan Association as of July 


Protective 


Federal Savings and 
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tne grave 


liability of tr 
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rt j zyment requiring removed 
11a obab e unenforceable i ‘ tion ts 
, { ‘ 4 under oat? f 
aan ‘ 
ti able for said ! Am 3 
; 2d and illegal transactions 


Notwithstanding i egoing wae Associ ation and its officers 
4, e to coo in every way legally a. sible without ion= 
s + "ight ’ qd actic ns at “ ae 4 {nr 
someowners and members against your superiors. 
re, therefore, enclosing a proposed financial statement which 
wholly tentative and is, as yet, unsigned It is suggested 
besis be resented to the appropriat court to optain a 
t order tnat he making of such statement (if approved by the 
shareholders of said Association) should be wholly without prejudice, 
estoppel, waiver or other effect upon said Association's actions, 
claims and rights in said litigation and upon the actions, claims 
and rights in said litigation of its shareholders and borrowers. 
It ig our ho that the Home Loan Bank Board will join in an 
application to the United States courts, on notice, for obtaining 
such a Without prejudice order. Such joinder would demonstrate 
that Mr. Wyman's supervisory letter was not intended or designed 
to in any way compel the Association to abandon its legal rights 
the damage of said Association and to the advantage of the Home 
Loan Bank Board, Insurance Corporation, et al. 
The matters herein, and in said proposed financial statement con= 
tained, are by way of offer of scaad oan and settlement only, 
and are not admissions, waivers, nor to be the basis of any estop= 
They are mace solely ir an effort to avoid further expensive 
4 protracted litigat 3 to seek a common gro! of compromise 
ween the ¢ 4 y posed and irrec i .e demands 
ou r letter (that the Association's officers swear 
he c 2 ess ; 1 adr lability for, debts and obliga: 
sd i by ¢t Ass t nd the subject of among other 
gs tne ing $7, Of oreclosure suit) and the express 
tificatio ie har ders' Protective Committ« that if said 
Association's offic s 4 ny way prejudice, abandor i or estop 
the rights of sai hare ders to resist said $ foreclosure, 
J to obtain an accounting for, and recovery of, their seized savings 
deposits, that said shareholders w’ ho said Association's 
officers individually able therefor and QO t said officers! 
idelity bonds for iy a ze esulting. 
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The contents of the within tentative or proposed financial 
statement have not yet been submitted to said Shareholders' 
Protective Committee's counsel because the Association desire, 
at the time of consultation with its Sharenolders! Prot ctive 
Committee, to be able to advise said committee and its counsel 
or the attitude of the Home Loan Bank Board on the obtaining of 
such without prejudice order. 


0 


ne of the items in Mr. Wyman's supervisory letter (No. 2) 
requires that ". . . the association cause determination to be 
made of the .. . total cost of all legal services . .." Such 
determination cf necessity requires conferences with and among 
the seven or more attorneys for the various parties in the litie 
gation. Only one of said attorneys, Mr. Charles K. Chapman, is 
directly representing said Association. Of such attorneys, 

we are informed thet Attorney Doherty is in Europe, Attorney 


Westover is on a trip to Hawaii, and Attorney Tremaine is on 
a trip outside of California. 


While none of the absent attorneys directly represent the 
Aesociation, we do not think that their fees can be determined 

in their absence. We expect the Association's attorney to recome= 
mene appropriate action to the Association as soon as it has been 
pessible to have a conference among the various attorneys cone 
cerned in your superviscry direction. When such attorney's 
recommendation has been made available to us, you will hear 
further from us. 


" 


Mr. Wyman's letter, paragraph 3(c), demands "a schedule showing 
the date, amount, purpose of each and every payment made by the 
association for legal services (excepting only legal services 

of a routine nature in connection with the making or foreclosure 
of mortgage loans) and for other expenses incidental to the 
prolonged litigation in which the Association is engaged from 
the close of business July 30, 1953 to and including the date of 
said sworn financial statement, and showing the name of the 
payee in each instance.” 


We have inquired of the Association's counsel whether our 
compliance with this requirement could be a waiver or estoppel 
of the Association's privileged and confidential relationship 
as client with its attorney in litigation against the Home Loan 
Bank Board, Federal Savings and Loan Insurance Corporation, 
Ammann as purported conservator, Federal Home Loan Bank of San 
Francisco, et al. 
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hg you know, we are defendants in litigation, among which is a 
$7,000,000 foreclosure suit against our savings deposits and the 
notes and deeds of trust, and titles to the homes, of our borrowers. 
such foreclosure suit, it is claimed, was filed with the express 
approval of the Home Loan Bank Board. 


purported conservator Ammann has refused to account for the 
approximately $160,000 paid or charged from our seized savings 
deposits as "conservator's expense", notwithstanding final court 
judgments and board orders requiring said accounting. 


Is it your view that your power of supervision includes supervis= 
ing our Association into insolvency, by supervising our defense 
against your foreclosure action, or our court actions seeking to 
compel an accounting for, and return of, our seized savings 
deposits? Our attorney has not given us his finel opinion, 

but has warned that there is grave danger that we may waive the 
confidential and privileged relation of attorney and client if we 
immediately comply with your request. 


you will recall that in 1949, at the request of your counsel, i.e. 
the Attorney General of the United States, our attorney and all 
other counsel in the litigation stipulated with your superiors, 
the Home Loan Bank Board, et al., and the United States court 

that all further attorneys! fees in the litigation would be paid 
only on approval of the U. S. court with notice to all parties. 


As you well know from your July 30, 1953 examination, such 
stipulation has been scrupulously observed by our attorney and 
the attorneys representing our savings depositors, homeowners, 
et al. Our attorney determined in 1953 that your examiners 

then inspecting said Association's books would not be a waiver 
of the privilege and would not harm or prejudice the litigation. 


We wish to cooperate in every way possible, but not at the cost 
of prejudicing our shareholders' and homeowners' rights in the 
litigation. 


We wish to have a response from the Home Loan Benk Board to 

our suggestion of a without prejudice order being made by the 
appropriate court before we reply to your demand concerning our 
litigation expenses made necessary by the seizure of our 
Association, your refusal to account, and our defense against 
the $7,000,000 foreclosure action,approved by you, which re- 
clouded the titles to the homes of our borrowers and threatens 
foreclosure of our 3avings depositors' savings deposits. 
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We are sure that you and the Home Loan Bank Board can appreciate 
that the matters of the approximately 450=page examination report, 
which required a year in preparation, may not be completely 
answered in this somewhat brief reply and enclosures. We do not 
intend them to be all inclusive, but we are most anxious to leary 
at the earliest possible moment the Home Loan Bank Board's 
attitude toward a joint application to the appropriate court fop 
a without prejudice order, which would be a long step toward 
enabling the Association to make a financial statement, monthly 
reports and similar matters, notwithstanding that six years have 
elapsed since removed conservator Ammann was ordered by both Home 
Loan Bank Board Order 388 and final judgment of the United States 
courts to render "a full and complete accounting", which accounting 
was rejected by the courts. 


There is attached the preliminary comments of the undersigned to 
the Association's board of directors concerning the report of 
examination dated July 1953. 


Would you please acknowledge receipt of this letter and its 
enclosures on the carbon copy enclosed herewith. 


Respectfully yours, 


LONG BEACH FEDERAL SAVINGS AND 
LOAN ASSOCIATION, 


ia - 
By ~ . ; 






TAG/LC 
P.S. The foregoing has the approval of the directors of said 
Association. 
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PRELDORARY COMMENTS ON EXAMINATION REPORT 


The approximately 450 page report of examination dated 7/30/53 
prepared by the examining division of the Home Loan Bank Board was received 
by the Association on June 30, 1954. The Association's managing officer has 
of necessity been away on Association business most of the time sinee that 
date, consequently a completed analysis of the report is not yet finished. 
Hence the discussion herein of the report is only partially complete” 
Under the heading 





Audit" the examiner made comments concerning the policy adopted by the 
Association to protect its documents and records. Many of the same biased 
and pre-prejudiced examiners, selected from numerous states, who participated 


in this examination, also participated in the so called “examination” and 


14 || seigure of the Assosiation in 1946. The Association was seised at that time 


15 
16 
17 
18 
19 
20 
21 
22 
23 
2% 





by the staff of examiners and supervisory personnel who refused to issue 

any receipts for uncounted cash, bonds, documents and other property, and to 
this day the Association has been unable to get a complete accounting for 

it’s eeised documents and assets. The Association has a lawsuit pending 
against it for $250,000.00 because our customer's documents were seised by 

the examiners. The customer demanded from the examiners the return of his 

| papers and he was refused. In a futile attempt to get his client's papers 
returned his counsel went to Washington D. C. and conferred with personnel of 
the Attorney General's office and with counsel for the Home Loan Bank Board 
\vithout success. 

| Qur customer then brought suit in the United States court to recover 
his papers or damages caused him because of such confiseation. Then, and only 


then, did the U. 3S. Attorney representing the examiners disgorge to the U. 3. 





Courts 135 original Association cancelled checks totaling over $1,000,000.00 and 
pertaining to the customer's business. The customer's seised documents, however, 
have not yet been returned and the suit for the recovery of such confiscated 
documents or for reeovery of their value is still pending. 


In light of our previous experience, certainly the 4Association 


59258 O—60—pt. 1——60 
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1 loteiesrs would be remiss in their duties to the shareholders, borrowersa | 1 /y 
e Leapaempe if stepe were not taken to protest the Association records and | gl, 
5 || assets against further abuse and confiscation. It was our hope that a writte | s|s 
4 || record could be kept showing the folders delivered to the examiners end retumy | 4/5 
5 || to the Association personnel to establish with certainty that the examiners sie 
8 || got every document and record to which they were entitled and, in turn, the > gin 
7 || Association received the return of every such record, Such a process wuld ’ 

8 || have been a protection to both the examiners and the Association. Personne) sib 
9 || was maintained for this purpose and, also, to expeditiously facilitate delivery dle 
10 | of the records to the examiners as requested by them. Althouzh this policy 10 
11 || was agreed to by the examiners, we encountered considerable resentment, lack iy 


12 | of cooperation and attempts to break it down. Por example, on one cecasin! | 12/¢ 
13 || visited the room ceeupied by the examiners and found one of the Association's Se 
14 | files containing original documents had been separated by one of the examiner lb 

15 | and its more than two inches of documents were spread over the table with the 15 | 4 
16 || examiner's papers. I made inquiry and was advised that he was "reorganisin# 16 In 
17 || the file. Certainly I do not know if we received the return of all the 
18 | Assceiation documents in this and many other such files. It seems unfortunate 18 | ti 
19 } the examiners would place the Association and themselves in such an embarassin; 19 
20 || position. Very frequently we would find doeuments had been transferred fra 20 | « 
21 || one file to another. On subsequent requests the needed document would be out a 
22 | of place until found in the file to whieh it had been changed without our | 





er; ia 


23 — | 


24 Under the circumstances you may appreciate the eaution exercised in 


\| 
25 | directing only experienced and able personnel to take the responsibility of 
26 delivering Association property to the examiners. 


i] 


27 | There were occasions when certain of the examiners baited or needled 
28 || Association personnel by their remarks. After your managing officer observed 
29 and listened to such incidents on numerous occasions, he requested the 


\ 
SO || examiners to confer with the Association officers only, and he also advised 


ss. 8 3 8 RF F® BBs 
3 


<- 
-— 


Sl || the Association staff that he had done so. 


< 
“s 


= Considerable sonfusion developed in the beginning when one examiner 
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and | J ilwould ask for a specific folder and then another examiner would ask another 
4 | 9|\ staff member for the same folder. Then at other times an examiner would 
witta | §| request a group of folders be held intact, other examiners would then request 
| Tetume | ¢|| some of the folders which had been so held out of the files by request, thus 


ners § || causing confusion and delay. Some time elapsed before our staff realised what 
, the ) g | was happening to them. 

muld 1 Then again mach information was requested and many folders required 
sonnel || bearing upon matters never before requested at previous examinations. For 


delivery 9 || example, plans of homes built and occupied three or more years ago. 

Licy 10 The examiners took exception to an officer accompanying them to the 
» lack ll | vaulte where the Association records and documents were kept. It seams to ne 
asion ] 12 || that for their own protection the examiners should have walcomed our desire to 
ation's 13 | eliminate any possibility of suspicion of their motives or actions. 

kaminers 14 In any event our officers and staff were courteous but firmly 

ith the 15 || determined if possible to prevent an incident of further missing documents and 
nisin” 16 | resulting Association liability at the hands of the examiners. Finally in 

e | 1? | desperation, Association personnel were assigned to guard the vaults against 
ortunate 18 | the wnaccompanied intrusion of the examiners. 

barasein: 19 The examination report demonstrates substantial time was spent by the 
d fron | 20 | examiners to determine from the Association records the cost of the various 


| be out al | midding projects to the tuilders. The Association does not attempt to keep 





our 22 | all the builder's books, the amount of time the builder personally devoted to 
% | building a house, the total amount of builder's funds or eredit used in a 

sised in % | project. The Association is concerned with the value (not cost). During the 

ity of 5 course of construction it is the value of the project and other security in 


% : relation to the Association's expended funds with which the Association is 
r needled " concerned. 


obeerved % The appraisal made by qualified Association appraisers, the additional 
8 2% | appraisal made by an independent M.A.I. appraiser, and the test appraisals made 


dvisei | 0) by the examiner's own selected appraiser, evidence the falacy of the examiners 


31 repeated statements that they could find no evidence of the builder's investment. 


32 Such appraisals in relation to the Association loans also demonstrate 
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the abuse made of the examination process. The examiners spent unending hour 
mulling over Association records attempting to determine the builder cost, ho, 
many hours he worked himself, what he did, what value was what he did, what 
resources did he use of his ow, and what credit facilities did he use, Thes. 
are matters available only from the builder's records, if at all. All these 
items are of no consequence, particularly on projects completed years ago, 
where the property itself stands as evidence of its completeness and value, 
and of the performance of the builder. The adequate value of the sompleted 
projects, irrefutable by their ow approved appraisers, demonstrates this 
useless activity of the examiners and the $40,520.00 bill for the examination 
demonstrates the obvious waste. 

Apparently the examiners had difficulty interpreting some of the 
ordinary, customary docunents used in California property transfers and as 
security. 

One classic example of sush confusion is the examiners quotes an 
escrow instruction as follows: "- - - - anything herein to the contrary not 


withstanding that after the recordation of the deed that neither party hereto 


may eancel any portion of the escrow, or obligation to be performed by then 


as herein provided - - -" 
The examiner misinterprets this escrow provision and says it prohibits | 


|| the $363,000.00 funds therein from remaining as security for certain performmy, 


} One of the obligations for which the funds were to be held pending 


| 


enforcement after recordation as a part of the development was “the requirenents. 


\| for permits and/or for the subdivision of said property by either the County 
or lender®. 








The clause quoted by the examiner does not nullify this obligation 
but rather reconfirms it as follows: - - that neither party hereto may cancel 
|; any portion of the escrow, or obligation to be performed by them as herein 
provided - -" after recordation. Thus such funds were held as security to 
assure such performance. 

The examiner's interpretation is of no consequence since the escrov 
had been completed, the building built and « substantial repayment on principl 
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| giving of the required monthly report, in the form required by said Board, 
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had been made when he misinterpreted the security and escrow documents, however, 
it demonstrates the falasy of mech of their analysis. 
The examination report is replete with pages of incomplete and partial 












reference, generally, of no consequence in the operation or financial stability 
of the company. These matters can be detailed more fully when the analysis of 
the report is completed. 

The letter accompanying the report, however, assumes a more serious 
aspect. 

The Association has been unable to make a financial statement because 
the "Conservator™ has, ever since his removal aa such, refused to make a compl 
accounting. The Court has never accepted his partial statement, neither has 
the Association or the Association's shareholders. Until there is a reconc 
by the Court of such incomplete statement, on notice to creditors and share- 
holders, anyone presuming to prejudge the claims of creditors, borrowers and 
shareholders is creating further causes of legal controversy by attempting to 
determine legal rights without a trial or prior settlement. The UJ. S. Court 


held in finding #67 of the preliminary injunction as follows: . .. "That the 


under the circumstances in dispute in this litigation, ineluding the said form 
of certification, would or might, require said Association to prejudice, waive, 
or abandon the litigation of the Association's shareholders in the class astion 
herein brought on behalf of said shareholders, without the consent, /120717 
agreement, or knowledge of said shareholders, the plaintiffs in this aetion, 
suing on behalf of the class of approximately 15,000 of such shareholders, and 
particularly so because it presently appears that upon the seigure of said 
Association on May 20, 1946, by said Ammann, all the books and records of said 
Association were taken possession of by Ammann, without giving any receipts 
therefor, or any kind of a list or inventory thereof, of any kind or nature 
whatsoever.” .. « 

Due to the extended period during which the Conservator has been able 
to evade a complete accounting I reeognise there should be some interim basis 


of accounting. Such basis, however, should not create further causes of 
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litisation by requiring the admission of false and unjust liabilities to the 


detriment of the Association shareholders and thereby transform the shareholder! 


right of recovery from Conservator et al to a right to recover from the officer 


i 
who made the waiver by signing a false statement at the demand of the Supervisory 


authorities. 


It would seem that a statement could be made providing reservations 


or exceptions to the major points of controversy provided a "without prejudices | 


order™ could be obtained from the Court authorizing such interim statement 


pending a proper ajudication or settlement of the accounting and other issues, 


By following this process all parties should be protected without prejudice to | 


the rights of any. 
Subject to procuring the above court order I herein present what 
appears to me to be a proper tentative pro forma Statement. You will note 


the exceptions or differences from the proposed Statement prepared by the 
examiners for the Home Loan Bank Board. 


The Association's General Ledger contains the following preface: 


} 
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> the 1 || PREFACE 
Peholder, 2 
Officer 5 | All entries in the within books are subject to adjust-e 
/ 


Tpervi sory 4|| ments and contingencies resulting from actions, defenses, offsets, | 
5|| claims and counterclaims, the subject of pending and possible 


vations 6] future litigation. 








pjudice 7 | All such were caused by the seizure and 20-months 

ant, 8] operation of this Association by a purported Conservator from 

issues, 9} May 20, 1946 to January 2%, 1948, and said Conservator's trans- 

lice to | 10 actions, transfers and dealings with the Association's seized | 
| | assets, business, records and members. 


what 12 | Most of said transactions were in violation of applicable 
ote } 13 | law, regulations and Court restraining orders, and were otherwise | 
18 |} 14 | illegal, void or invalid, 

6 An attempted accounting by said Conservator for said 
108; vel dealings and transactions has been rejected by the United States 





17) Court, Multi-million dollar objections to the second attempted 


18! accounting by said Conservator are pending and undecided by the 


19 courts. 


20 Among the larger disputed transactions are: 
al (a) A $10,000,000 run of withdrawals by panic- 
2 stricken shareholders. Such run was deliberately caused 
& | by actions and statements written and otherwise, by the 
* then sole trustee and only governing authority of Federal 
” Savings and Loan Insurance Corporation, his agents and 
vi representatives. 
27 (b) A purported $7,300,000 loan or advancement from 
7 the Federal Home Loan Bank of San Francisco to said pur- 
| 29 | ported Conservator, and the attempted exchange or transfer 
| %0 | as alleged security therefor, or otherwise, of approxi- 
- mately $8,300,000 of U. S. Government bonds, and of 
32 | 


approximately $9,000,000 of notes and deeds of trust 
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representing the deposited savings of this Association's; 
then more than 16,000 shareholder depositors and the 
titles to the homes of said Association's then approxi. 
mately 8,000 borrowers, Said Conservator claims to have 
repaid over $1,000,000 on said loan and to have reduced 
the principal balance thereof to $6,300,000. 

(c) The clouding of the titles to the homes of this 
Association's then approximately 8,000 borrowers on notes 
and deeds of trust aggregating approximately $12,000,000, 
Over 50 separate Court proceedings were necessitated to 
clear part of said titles in 1946-48, 

(ad) A $7,000,000 foreclosure action by Federal Home 
Loan Bank of San Prancisco, as plaintiff, filed in March 
1952, seeking to foreclose an alleged lien upon the notes 
and deeds of trust upon said borrowers' homes, notwith- 
standing previous payment in full of more than 1,700 of 
said trust deed loans by said borrowers and notwithstanding 
previous tenders and payments into the Registry of the 
U. S. Court by said Association of the total amount claimed 
on said alleged $6,300,000 loan. 

A new summary judgment again quieting the titles 
of said homeowners against said foreclosure was ordered 
by said U. S. Court in June 1954, 

(e) Unauthorized and illegal manipulation of said 
Association's U. S. Government bond portfolio in trans- 
actions aggregating approximately $12,000,000 wherein 
various of said Association's bonds were sold and others 
purchased at an alleged profit, but actually at a substan- 
tial loss to said Association. 

(f) Manipulations and unauthorized transfers of said 
Association's Federal Home Loan Bank stock in which over 


$608,000 of said Association's assets were involved. 
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(g) Approximately $5,000,000 of F.H.A. and/or V.A. 
insured loans, the Government insurance of which is 
questionable and in doubt because of illegal, false and/or 
untrue statements and transactions in connection therewith 


by said purported conservator. 


ACTIONS RESULTING FROM CONSERVATORSHIP 


In The United States District Court, 
qn EEE—————————————————————— 


Southern District of California: 
—————— 


1. No. 5421-P.H., commenced May 27, 1946, 
(Mallonee, et al., ve Fahey, et al., includes 50 sepa- 
rate homeowner interventions to clear clouded titles). 
2. No. 5678-P.H., commenced August 22, 1946, 
(Federal Home Loan Bank of Los Angeles, et al., vs. 
Federal Home Loan Bank of Portland, et al.). 
3. No. 7989-W.M., commenced February 17, 1948, 
(Newendorp & Bradley vs. T. A. Gregory, et al.). 
4%, Wo. 13953-B.H., commenced March 22, 1952, 
(Howard V. Calverley, et al., vs. Federal Savings and 
Loan Insurance Corporation, et al.). 
5. Wo. 13979-C, commenced April 3, 1952, 
(Federal Home Loan Bank of San Francisco, vs. Long 
Beach Federal Savings and Loan Association.). 
6. Wo. 15588-C, commenced June 5, 1953., 
(Long Beach Federal Savings and Loan Association vs. 
Federal Savings and Loan Insurance Corporation, et al.). 
7. No. 16772-P.H., commenced May 13, 1954, 
(Helen 0, Barry and John T. Barry vs. Long Beach 
Federal Savings and Loan Association, et al., in re 


clouded title). 
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For The County Of Los Angeles: 
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No. 16773-P.H., commenced May 13, 1954, 


(H. E. Conley and Myrtle Conley vs. 


Federal Savings and Loan Association, 


clouded title). 


No. 16774—-P.H., commenced May 13, 195 
(Robert 0. Behen vs, Long Beach Federal Savings ang 
Loan Association, et al., in re clouded title), 
No. 16775-P.H., commenced May 13, 1954, 

(Esperance W, Marker and Ethel M. Marker, vs. Long 


Beach Federal Savings and Loan Association, et ei; , 


in re clouded title). 


No. 16845-P.H., commenced June 15, 1954, 
(George S. Carter and Mary I. Carter, vs. Long Beach 


Federal Savings and Loan Association, 


clouded title). 


In The United States District Court, 


District of California: 


No. 25203-G, commenced July 22, 1945, 
(Pioneer Investors Savings and Loan Associ 


vs. Federal Home Loan Bank of San Francisco, 


In The Superior Court of The State of California, 


No. L.B.-C-14492, commenced January 


(Newendorp & Bradley vs. T. A. Gregory, 
No. L.B.-C-18144, commenced March 21, 
(Howard V., Calverley, et al., vs. Federal 


and Loan Insurance Corporation, et al.) 


No. 597402, commenced March 27, 1952 


(Federal Home Loan Bank of San Francisco 


Beach Federal Savings and Loan Assoclati 


Long Beach 


4 
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4, No. Comp. C. 817, commenced on or about April 5, 19954, 
(H. E. Conley and Myrtle Conley vs. Long Beach Federal 
Savings and Loan Association, et al., in re clouded 


title). 


an 


5, No. 627904, commenced on or about April 27, 1954, 
(Robert 0. Behen vs. Long Beach Pederal Savings and 
Loan Association, et al., in re clouded title). 

6, No. S.M.C. 3999, commenced on or about May 3, 1954, 
(Esperance W. Marker and Ethel M. Marker vs. Long Beach 
Pederal Savings and Loan Association, et al., in re 
clouded title). 

7. No. Comp. C. 839, commenced on or about May 5, 1954, | 

(Helen 0. Barry and John T. Barry vs. Long Beach 

Federal Savings and Loan Association, et al., in re 

clouded title). 


No. Comp. C. 851, commenced on or about June 7, 1954, 


(George S. Carter and Mary I. Carter vs. Long Beach 
Federal Savings and Loan Association, et al., in re 


clouded title). 


Approximately 25 writs and appeals have been taken by 
the seizing agency, its conservator, bank and insurance corpora- 
tion, thereby obstructing and delaying any trial of the merits 
for almost 8 years. 

A trial on the merits on the Association's claims for 


’ 


i 
the returr its property, accounting, and other matters incident 


to the conservatorship, now seems assured in the light of the 





actions of Congress in the Housing Bill of 1954, which provides 
that the local U. S. Court shall have power to hear the merits 
in the district where the savings association is situated. 

Said Association in all of said actions has been a 


defendant or cross-claimant (with the exception of No. 15585 in 
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the U. S. District Court). 


The Association's part in said litigation has been, 

(a) To seek recovery of, and an accounting for, it, 
seized assets and properties; 

(b) To resist a $7,000,000 foreclosure thereof upon 
@ loan for which said Association received no considers. 
tion; 

(c) To deny and seek to cancel said Association's 
alleged liability for illegal and unauthorized trans. 
actions; and 

(d) To seek declaratory relief as to the liability 
of the Federal Savings and Loan Insurance Corporation, 
said purported Conservator's fidelity bonding company 
and others liable to said Association and its now 50,000 


depositors and borrowers concerning said matters, 


17 |} 


18 


19 


20 
21 
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"i 
1| PROPOSED PRO FORMA STATIMLNT IN CONNECTION WI 
| pp ; E ORDER" 
een: 2 | JULY 29, 1956 EXHIBIT 4 
: $ | ASSETS 
3 its | 
4 | First Trust Deed Loans: 
eal 5) Ps fie Ae Loane, $ 2,576,191.43 
Upon i G. I. Loans, 5 626,586.76 
6 | Standard Loans, 36,115, 685.73 
era. | Other Trust Deed Notes, 145 ,765e21 
7 i Accrued Interest Receivable, 179,096.83 
i Advances to Jackson Turner, 78.7429? 
n'g 8 | Shs» 722,100.05 
9 || Beneficiary's Interest under Trust Agreements, 899,628.25 
| 
10 || Share Loans: 
ity 11 | Leans Secured by Shares of Association, 14,400.00 
7 12 | Investments: 
, i 
, 18} Stock in Federal Home Loan Bank, $ 608,400.00 
i Uniteu States Government Bonds Deposited 
00 14 || in United States District Court, 5 356,336.49 
00 Unclipped ‘iatured Coupons on United States 
15 | Goverment Bonds Held by the United 
States District Court, 818,675.00 
16 | Other United States Government Bonds, 2,360,887 415 
| J glad, 298. 64 
17 | 
| Cash on Hand and in Banks, 10,41, , 643.34 
18 
Office Building: 
19 
Office Duilding, 8 Gl, ,879.80 
20 Less Allowance for Depreciation, pene ltt 
e 70,879.82 
21 Office Suilding Land, 109, 024 .83 
179 590k 665 
22 
Furniture, Tixtures and Cquipment: 
23 || 
| Furniture, Fixtures, and [culpment, $ 150,277.97 
% Less Allowance for Depreciation, 
| 107,770 eh9 
25 | 
Deferred Charges: Deferred Advertising Lapense, 270.00 
26 | 
Other Assets - Accounts Receivable = Schedule l, 2,093,445 289 
27 || 
| istimated Beneficial Interest in Trusts to Be 
28 | Created Pursuant to Agreements of Borrowers, 620,446.72 
29 || Current. Expenses, 57S) oS | 
So | Total 5 6B gles 749087 | 
I = 
31 | 
32 | NOTE: ALL STATUC-NTS CONTAINSD HERRIN ARY SUBJECT Tu Ti) RESMAVATIONS AND 
! CONMPITIONS CONTAINED IN ATTACHED STATWENTS AND ACCOMPANYING DOCUMLNTS. 
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CAPITAL AND LIABILITIES 


| Repurchasable or Free Shares: 


Savings Shares, 
Investment Shares, 


Advances from Federal Home Loan Bank, 


Accounts Payable - Schedule 2, 
Leans in Process 


Advances Payments by Borrowers 
for Taxes and Insurance 


Unapplied Mortgage Credits 


Other Liabilities - Sehedule 3 


Deferred Credits to Future Operation: 


Interest Collected in Advance 
Estimated Unrealized Profits on 


Trust Agreements 


Specific Reserves: 

For Uncollected Interest 
General Reserves: 

Federal Insurance Reserve 


Reserve Fund 
Reserve for Contingencies 


|| Undivided Profits 


27 


29 | 
SO | 


31 || 


32 || 


| NOTE: 


Current Barnings 


BXHIBIt 4 

$55,085,831.72 
531,000.00 

$55, 616,831,72 

NONE 

47,680.73 

1,292,205.66 

183,230.10 

2,470.40 

304, , 691,82 
$ 450.9 
620 .416272 

620,897.66 

179,096.83 
$ 1,360,625.22 
147,024 .83 

9 ple h7 9 61.35 

662,98, .63 

—221,198,77 

+ G8 abs 5d 749 287 


ALL STATT@ENNTS CONTAINED HaREIN ARS SUBJECT TO Tkce RiSuiVATIONS AND 


CONDITIONS CONTAINED IN ATPACH:.D STATIVi.NTS AND ACCOMPANYING DOCUMENTS. 


sz = PFO 
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: PROPOSED P) ST NNECT 
OR 4 UD. ® 
(BT 
“+ ) i2 ACCOUNTS RECEIVABLE SCHEDULE 1. 
| JULY 29, 1954 
ted States District Court, Southern Distri 
4| WPGSiformia, Central Division: - 
dl Certified Cheek for Legal Expense Deposited 
6 | in Ue 8S, District Court, $ 50 ,000,00 
i} 
1.72 ] Fands for Disputed Federal Insurance Pre- 
7 miums Deposited and in Precess of Deposit 
: 3 | in U. S. District Court, 216,185.71 | 
0.73 9 Miscellaneous Funds from Lean Interventions 
and Hetel Rolston Rents Deposited in U. 5S, 
5666 10 I Distriet Court, subject to Court's dis 
| bursements and rights of recovery, 2659. 543598 
O10 “i $1,925,729.69 | 
O40 12 | conservator's Expense - Funds Disbursed by 
} 13 | Association Chargeable Directly to the litigation, 153,433.86 
1.62 
F 14 | Hotel Ralston Rents Hot Deposited in Court, 12,460.93 | 
15 | Miscellaneous Accounts Receivable: 
16 Western Airlines $ 425.00 
7666 17 Retailers Commercial Agency 25.00 
18 Richard R. Dowdy 300,00 
5683 19 Rolston Hotel 150.00 
20 M, I. P, om Loan $2067 15.3% 
2] Nowa Bddy 1,00 
| 
22 Returned Items in Deposit 10/1 and 10/2/46 1.00 | 
035 | 
23 || Mrs, Rosanna Dernmison 12,00 
63 | 
24 || Returned Checks 91.2,05 
Ri 
£) 25 L Shh ok) 
27 || 
28 | | 
29 | 
$0 | 


51 || NOTE: ALL STATEMENTS CONTAINED HEREIN ARE SUBJECT TO THE RESERVATIONS AN 
; 5 CONDITIONS CONTAINED IN ATTACHED STATEMENTS AND ACCOMPANYING DOCUMENTS, 
’ 2 
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ace wo 


> 


10 
11 
12 


13 


PROPOSED PRO FORMA — NT i C AINSCTION \ 





ACCOUNTS PAYABLE 
JULY 29, 195% 


| Ray, «ilburn 
Urban, Joseph *’. 
Kelly, Crockett P, 
Lopez, Louis ‘7. 
Bustus, Leonard 
Fleming, !.. i. 
Dask, ‘rank 
Gordon, iL. P. 
Guardado, Berney 
Sadler, Gerald ‘,. 
Placentia, Mary S. 
Johnston, Kk. ). 
Prince, Virgil L. 
Charles, George it. 
Stoltenbure, Carnet A. 
Herran, David iH. 
‘insteac, Thomas 
Vargas, S. 
Francis, Paul 1, 
Vhite, Homer 


14 


15 


16 


17 
18 
19 
20 
21 
22 


23 


25 
26 


27 


29 
50 
31 
32 


Ferguson, Thomas L. 
Prasquille 
jjdwards, Ronald N. 
Heleon, Rrs. [dith 


watts, John 
Will, Sherzan S, 
Lucker, eno 
Purch, Orval 
Cade, John 
Berzgiel, Irvin 
aricloth, Janes 
Ralrick, Joseph 
inch, Lydia A. 
Brockman, Richard 
hoffissn, halph 
rlleri, Paul ste 
| Victoria Park 
Greenhurst Park 
Mallard Company 
Achin, Joseph V. 
Ne uarrie, Lllie '', 
Harris, ‘“illiam 
seherer, ‘i. f. 
Cleland, Clarence 
Kenning, Charles L. 
Francoso, John R. 
Smith, James F,. 
Redmond, Burt H, 


N 


tr.t 


. Charron 


87,106 
87,125 
87,126 
87,285 
E8, 269 
87,311 
87,340 
87 , 345 
87,376 
88,002 
83,265 
88,407 
BF, 548 
88,562 
SU, 648 
83,723 
90,990 
90,091 
905459 
90 , 484 
0,512 
90,519 
90,746 
90,82 

90,863 
91,010 
91,01, 
93,000 
93,014 
I» 519 
935920 
93,022 
33,023 
93,026 
93,063 
93,070 
93,077 


e 


83,231 
&7,143 
ft, 678 
83,701 
83,753 
83,812 
90,475 
73,021 
83,310 


The foregoine fizures do not include unknowm anc 


} 
“» 


y 


SCHADULE 2 


pEBBEY 
SSSSssss 


Fs 
3 


Co 
- 


= 
~O 
. 
be 
o 


5 
8 


4Ow25 
48,50 
63.00 
43.50 
100,00 
315.00 
60.90 
310.00 
24 200 


¢ 5 
4AeV 


64.650 
64,50 
260.00 
40.00 
65.00 
26,00 
3300 
50.00 
50.00 
50.00 
42.15 
6.04 
8,00 
25.00 
8.00 
215 200 
126,00 
332.00 
8.00 
42,50 
7&.50 
8.00 
9.00 
9.00 
30.00 
20,00 
8.00 


BRE 
32 


et undetermined 


liabilities for court costs, attorneys’ fees and oth ‘r matters 


arising incident:l to pendin 


All statements contained herein are 


litiration,. 


ana conditions contained in attached staterents 


documents, 


inc 


subject to the reservations 


accompanying 
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12 | 
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1! PROPOSS) PRO FORMA STAT SENT IN CONNLCTION WITH 
AE LIC TE! 7 U.S, CORT AR WVITHONE PReJUDICE URD:R® 
} 
2) ACCOUNTS PAYABLE SCHEDULE 2 
LE 2 3 | JULY 29, 1954 
i fucker, James 4, & Huth 88,732 + 100,00 
* | van Osdell, Lester 36,056 ~h0 
5 | Caballero, ‘fike 87,335 250 
| Raishart, Lawrence A, 83,367 8.00 
| Frye, Robert D. 87,132 450 
6] Aqmerncn, Robt. B. 20.00 
| Crippen, Thomas C, 83,174 8.00 
7 | Highland Dale-Jones 509.00 
} January Co. 130.00 
8 | Hivhland Vale-dan. Co. 626.96 
g | January Co., inc. 8.35 
stava, Tony « Charlotte 20.00 
10 Title Service Co, 750.00 
Hishland Dale-Shanks 182.00 
ll i Howe Investment Co, 281.57 
i ¢. J. Jones 7,807 8h 
12 | Steinen Vitles 256.78 
} Quatstaniins Checks on “. & “*. Bank 6 56.83 
13 | 7+ He A. Bonus 7 8, 644.50 
Federsl Savines & Loan Institute of Calif. 8 200.00 
14 | ime Me Frame Yr. G's Dane 9 268.00 
lourdreaux, Vevid I. 13 89.10 
15 || Pelughoeft, frank Je 20 78.45 
Richland Cardens-Little Mansions 15,188 425.00 
16 flhoit, J. 252.00 
Benc! Co. 270.00 
| y7 | litle Service 12 254.60 
/ .!'. 4. Bonus 7 669.96 
18 Lony Beach Credit Association 9.71 
Fairbairn, !. C. 45395 2.50 
19 | escov Hors, Inc. 16,536 7,583. 59 
Dum & Stewart 16,869 10,000.00 
20 | Bledsoe, ‘.ynnett 40,630 20.00 
\ Gatenby, Jack & Ingar I. 533 6.16 
Q] | Glasgow, J. a. 2U=/=) 40,00 
‘Mai son, obert J. 128-C=-2 37.00 
22 || Rojas, “anuel G. L,28-F=2 544 083 
ullennix, iiay 14,28-ii=2 225 
| gl) whales, 2. il 83,102 16.00 
| Adee, Cs 83,112 8.00 
% | Collins, flussell 63,123 8.00 
Seabridge, Lloyd 83,128 8.00 
95 | ‘eCar, Robert 1. 83,134 16.00 
) Sha.;, John’. 03, Lk 16.00 
28 Fisher, ©. ‘!. 83,148 16.00 
Seelza, ©. J. 83,190 6.00 
q7 | Mawmussen, . 1, 83,216 8.00 
OUPPaaAM, “:. <'e 83,228 8.00 
og || Teseler, inlni >. 83, Uk 8.00 
| NDefnsus, ~. I.. $3,246 6,00 
a9 | Ueets ae. de 83,263 8,00 
| Carroll, Noraan 23,271 8.00 
30 inhoney, Kennet lie 83, 365 8.00 
l eurge, Yrances 83,583 8.00 


31 | 
| te foreyoing firures do not include unkmown and yet undetermined 

32 | liabilitie= for court costs, attorneys’ fees ani other matters 
arising incidental to pending litigation. 


11 statements contained herein are subject to the reservations 


| ana coniitions contained in attached statements and accompanying 
| documents. 


) 59258 O—60—pt. 1——_-61 
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10 || 


1l | 


12 | 


13 


14 || 


15 


16 | 


17 
18 
19 
20 
21 
22 


23 | 


25 | 


26 


29 
50 
31 
52 





Alford, James Ss. 
Huerta, Yaidro ©. 
Reyes, Carriel 
Blacketer, 2. G. 
Gorton, Earl kK. 


‘edb, 


Villian Ne 


“Wolfe, Edward 

Maxwell, H. J. 
Berry, John H, 
hilson, John 7. 


MeCuarrie, Alfred A. 


NOTE: 


TeT2L 


ACCUUNTS PAYABLE 
JULY 29, 1954 


83,739 
8i, 001 
65,030 
85,064, 
85145 
85,036 
£4,058 
87,019 
87,060 
27,094 





910.00 
33-70 
32.00 

5.00 
35200 
55.0 
55250 
45.00 
45.00 
15.50 
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SCHBUULE 9 


#47, 080,73 


The foregoing figures do not include unknown ani yet wietermined 
lisbilities for court costs, attorneys’ fees and othcr matters 


arising incidental to pending litigation. 


All statements conteined herein are subject to the reservatians 
anc conditions contained in attached statements anu accompanying 


documents. 











ULE 2 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 947 


PROPOSED PRO 












1 
. OTHLR LIABILITIES SCHEDULE 3 
5 JULY 29, 1954 
: || tmployees Payroll Deductions 525.83 
6 Federal Insurance Contributions - Eaployer §25.7h 
7 | Federal Unemployment Tax - Employer 536.61 | 
8 State Employees Contributions 234.57 
g | State Employer Contributions 398.57 
10 Withholding Tax 5,412.20 
11 | Collections Payable 144, ,633.12 
12 || Collestion Reserves 69,339.03 
15 || Ue Ss Savings Bonds Series "kK" 450,00 
4 os $204,691.82 
15 
NOTE: The foregoing figures do not include unknown and yet undetermined 
16 liabilities for court costs, attorneys’ fees and other matters 
arising incidental to pending litigation. 
17 
} All statements contained herein are subject to the reservations 
18 | and conditions contained in attached statements and accompanying 
I documents. 
19 | 
H 
20 || 
21 
22 
23 || 
24 
| 
25 | 
i 
26 | 
27 | 
i 
28 
| 
$0 |) 
| 
31 | 
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1| PROPOSED PRO FORMA STATS\ONT IN CONNECTION 4ITH | 
- e . % BY wu ) DGR" 
2 
ADJUSTINS JOURNAL ENTRIES 
' { 
& 
Account 
* I. No. Debit Credit 
ee | OI 
6 || Advances from Federal Home Loan Bank 2210 3, 300,000 .00 
7 || Reserve for Contingencies - (Purported 
|| Federal Home Joan Bsnk Advances to 
8 | Association) 2723 $6, 300,000.00 
9 |\To correct purnorted liability to Federal 
| Home Loan Bank erroneously entered by the 
2 | Conservator. The Association denies liabil- 
11 |ity therefor or benefit therefron. 
i 
|NOTH: SES QUALIFYING RESERVATIONS AND CON] 
12 l DITIONS CONTAINED IN THE GENSRAL 
1 LadjeR. 
13 | 
14 | 
15 || 
16 | 
i 
17 || 
18 ies 
19 Unclipped Matured Coupons on JU. S. tovernwnt 
20 ionds held by the U. S. District Court Lhgu 318,575.00 
21 | Reserve for Contingencies - ("Inclipped 
Matured Coupons held by the U. S. Dis- } 
a trict Court) 2723 218,675.00 
|\To record Unclipped Matured Corpons dated 
et |6/15/48 te 6/15/54 inclusive on “S, 300,000.00 
2 |\Per U. S. Sowernment Bonds held by the U. 3. 
. District Court. 
25 over Siz QUALIFYING R=SHAVATIONS AND Cie 
DITIONS CONTAINED IN TYE JENERAL 
26 | r SR. } 
27 | 
28 || 
29 | 
50 
31 ; " ‘ — ii al 
NOTes ALL STATEMENTS _SONTATS 0D Hak! ARL SUBJECT TO TIE RESERVATICHS AWD 
32 CONDITIONS CONTAINED IN ATTACi£D STATE NT AND ACCOMPANYING DCCUMRTS. 


6 ne 


10 | 


ll |ithe 
the 








12 |) 

INC" 
13 | 
14 | 
15 i 


30 
31 
32 
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l PROPOSED PRO FORMA STATE NT IN CONNECTION WITH 
APPLICATION TO U. 3. COURT POR "WITHOUT PREJUDICE CRD:R” 

a ANJUSTING JOURNAL EWIRIES 
3 
‘ Account 
5 TI. No. Debits Credit 
6 Unearned Profits Under Trust Agr-enents 2613 «$362,611.91 
7| Reserve for Contingencies 
8 | L-2 63,06h 68 

L=3 1,130.1 
9 | Lek 17,375.00 

| L-5 LS, 312.75 2723 $362,614 .9h 


10 | 
Jo transfer to Reserve for Contingencies 
ll |ithe remaining equities in Truste in which 
the Association is the Beneficiary. 








12 
NoTS: SSE QUALIFYIN: RESORVATICNS AND CON~ 
13 | DITIONS CQITAINED IN THE GE vERAL 
i] LSD ER. 
14 || 
15 i 
16 | 
| 
17 || 
18 
| 
19 | Iv. 


\| 
20 Reneficiary's Interests under Trust 


Reserve for Contingencies 


23 || 
lio transfer to Reserve for Continzencies Con- 

24 |tract Bquities held in Trust L-1 in which the 
|Association is the beneficiary. (Secured by 

25 231 properties which were conveyed to Trustees 

jof Trust L-1 by Anaheim Construction Co., Record- 

26 ied July 13, 195k) 


27 NOTE: SEE QUALIFYING RESERVATIONS AND CONe 
| DITIONS CC 'TAIN-D IN THE GENERAL 

28 | L.DuR. 

29 | 

50 


31 il. 
OTF: ALL STATSNLNTS CONTAINED HER-IN ARE SUBJECT TO THE RESERVATIONS AND 


32 COMITIONS CONTAINED IN ATTACHED STATEMSNTS AND ACCCMPANYINS DOCIMENTS. 
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> 2 &§ ® 


10 
11 


— 


13 


14 | 


15 


16 | 


17 


aef® « ND FY 


| 

| PROPOSED PRO "URMA STATRSENT IN CON.ECTION WITH 
APPLICATION 10 U. 5. COURT Pn “wltt)? PREJUDICE ORD" 

SS 

| ADJUS TIN JOURNAL E\TRIES 

Account 

I V. No. Detit Credit 

] 


Estimated Beneficial Interest in Trusts to 
ibe Created Pursuant to Agreements of Bor- 
‘rowers. 1916 $215,657.72 





Estimated Unrealized Profits on Trust 

|| Agreements. 2614 3215,657.72 
Ino record estimated profits to be realized 

fram 180 properties conveyed to Trustees 

Ire Trust L-l by Anaheim Construction Co., 

recorded July 13, 195k, based on contracts 

|recet ved to date. 


i Total Lstimate $272,257.72 
H Previously Recorded 56,600.00 


ow 
$215,557 ele 


INCTE: SEE QUALIF'ING RESERVATIONS AND CON- 
DITIONS CONTAINED IN THE JENERAL 
LEDGM. 





18 


19 


VI. 


20 | 


21 


Accounts Receivable - 'otel Rolston 1910 12,10 .93 


Reserve - Income from Hotel Rolston 2719 18,503.52 


22 | 


23 
24 
25 


26 


27 | 


29 | 


50 
31 | 
32 


Reserve for Contingencies - 
} (Hotel Rolston) 2723 30, Dla oS 
i! 
\To reflect Rents Receivable as of Jume 
130, 195h, and to transfer Hotel Rolston 
rents, both receivable and deposited in 
Court, To Reserve for Contingencies. 
|| The aforesaid account is from a lease 
which Conservator Ammann attempted to can- 
cel and is a subject of litigation. 


NOTE: SLE QUALIFYIN SERVATIONS AND COM 
\ DITIONS CO TAINED Ld THE SeXERAL 
INOTEs ALL STATE ENTS CONTATED 2GR-INAR. SUSJECT TC TH: RESERVA.IONS AMD 







| 
CONDI IIS “HS CONTATYSD m ATTACHED STATSILITS AND A COMPANYING DOC MENTS. 








16 


17 
18 
19 


20 


eq 


21 


22 


= 


26 | 


99 | 
50 | 
31] 
32 
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1 | PROPOSED PRO FORMA STATEMENT IN CONNECTION ¥ITH 
| APPLICATION TOU, S, COURT POR "WITHOUT PREJUDICE OxDiR*" 
Pa 
ADJUSTING JOURMAL ENTRIES 
3 | SULT 29, 1954 
4) | Account 
vil. NOs Debit Credit 


| 
TT iiiais Becsteuthe ~ Peter). Resichry, 
g| 0. S. District Court, Southern District 


| of California (4. eceLlaneous ) 1910 $806,082.79 
7 | 

\ Aecounts Receivable - Federal Registry, 
8 |) U. S. District Court, Southern District 

| of California (Home Investment Loans) 1910 $713,566.22 
9 | 


| Accounts Receivable - Conservator's 
10/ Bxpense 1910 92, 516.5 


ll | To reclassify cash deposited in the Federal 
| Registry of the U. S. District Court for the 
12 | account of Long Beach Federal Savings and 
| Loan Association. 


13 || 

WOTE: SEE CUALIFYING RESORVATIONS AND CON~ 
14 || DITIONS CONTAINED IN T.li GENXRAL 

LHDG'R. 
15 
16 
17 
18 
19 VIII. 
* Contingent Accrued Interest on 
2) $6, 300,000.00 Contested Loan. 2316 125,404.37 
22 reneees Reserve for Accrued Inter-~ 

est an '6,300,000,00 Contested Loan. 1909 125 ,408 37 

23 |} 


|| To reverse partial accrual of interest on 
24 | | purported advances. The Association not 

| only denies any liability for the purported 
| advances by the Federal Home Loan Bank but 


% | | also all liability for any interest accru- 
| ing thereon. 
26 | 
27 | OTK: SEE CUALIFPYING RISSFRVATIONS AID CON- 
| DITIONS CONTAINED IN T., GUNSRAL 

28 | LEDGER. 

29 | 

SO | 

31 | 


NOTE: ALL STATEM-NTS CONTAINED HEREIN ARE SURIICT TO TH: RESIRVATIONS AND 


32 CONDITIONS CONTAINED IN ATTACHSD STATi<teNTS AO ACCOMPANYING DOCUMENTS» 
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1 PROPOSED PRO FORMA STATIMENT IN COUNLCTTON «ITH 
e APY Ue Se U cm if UcCICE ORD:R*® 
ADJUSTING JOURNAL SNTRIZS 
5 TET 29, 1956 
| 
| Account ” 
5 | IX. No. Debit Credit curs 8 
——— Sa LL . —er 
6 |\Contingent Reserve for Accrued Interest on 
“5, 300,000.00 U. S. Sovernment Sonds on de- 
7 |\posit with U. S. District Court. 2701 . $131,197.90 | 
8 Accrued interest on %5,300,000.00 U. S. 
“Government Londs deposited with J. 5. | 
9 District Court. 1491 331,197.90 | 
10 |\1o reverse partial accrual on $5, 300,000.00 
Per U. S. Gowernment sonds held by the U. S. 
1l |imistrict Court. 
12 |<orns SUE QUALIFYING RESERVATIONS AND CON 
DITIONS CONTAINED IN THE GN RAL 
13 LEDER. 
14 | 
15 
16 
17 
18 || 
| j 
19 | | 
20 |} 
21 | 
22 || 
23 
24 || 
! 
25 || 
26 
27 
28 || 
29 
30 i 
31 i a e : " — 
NOT&s AL STATA:.NTS CONTAINED A-RUIN ARS SUBJECT TO THE RESERVATIONS AW 
32 CONOITIUMS CO TAINED IN ATTACHIID STATEMEN'S AND ACCOMPA?IYIN: DOCUMANT, 
; 


a 








2197.9 


> AM 
CUMNTS, 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 953 


Exhibit D-9a--Letter from Granville B. Smith, Certified Public 
Accountant, Long Beach, California,to W. J. Brown, January 
30, 1900 re Certified Public Accouhtant Independent Audits-- 
Long Beach Federal Savings and Loan Association 


~ Oeeare 
6. Germ. CPA AMERICAN INGTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
nurrenen GLENN CPA. CALIFORNIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 
CPA 
4 
SMITH AND GLENN DAw 
CERTIFIED PUBLIC ACCOUNTANTS aan 


306 TLM AVENUE 
LONG BEACH 18. CALIFORNIA 
MEioce 7.2207 


Jamuary 30, 1960 


Re: Certified Public Accountant 
Independent Audits - Long 
Beach Federal Savings 
yr. W. J. Brown, Chie? Examiner, and Lean Association 
Federal Home Loan Bank Soard, 
215 West Fifth Street, 
Loe Angeles 13, California. 


Tear Sir: 


Since the prior letter to you, dated Nowember 24, 1958, concerning the 
audite as of August 16, 1957 and as of May 23, 1958, F. W. Lefrents & Co., Certified 
Public Accountants, and Smith and Glenn, Certified Public Accountants, jointly have 
conducted an audit of Long Seach Federsel Savings and Loan Association as of May 8, 
1959. 

As described in the letter to the homorable W. @, McAllister, formerly 
Chairman of the Federal Home Loan Iinnk Board, dated August 18, 1953, the condition 
still prevaile thet Conserwator A, /. Asmann has not furnished an approved accounting, 
as a basis upon whicr to render report of examination, containing either an 
opinion or a diselaimer of opinion ss to ite contents. we are advised that the 
Amann accounting is still pending deterwination by the courts and the iome 
loan Bank Board, 

The examination as of Fay ®, 1959 has been made in accordance with gen- 
erally accepted auditing standards, and accordingly included such tests of the ac 
counting records and such other auditing procedures «s we considered neceesary in 
the circumstances, 

The examination was made in accoriance with the recommendations of the 
Committee on Auditing Proeedure of the american Institute of Certified Public 
Agcountants in the booklet entitled "Audits of Savings and Lean Assoeiations by 
Independent Certified Public Accountants" publisned by the Institute in 1951; and 
the letter dated March 2, 1959, signed by Verme C. Bonesteel, Director, Division 
of Exwinations, Federal Home Loan Sank Board, and sent to all public accountants 
who, accormiing to the recoris of the Division of Examinations, audit insured 
savings and loan associations, 

The exemination also has included, in accordance with the specific re- 
quest of the Long Beseh Federal Savings and Loan Association, a review and an- 
alysis of the “Federal Home Lean Sank lear, Division of Examinations, District Mo. 
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Eleven, South, Report of Examination of Long Beach Pederal Savings and Loan 
Association, as of Close of Business, November 17, 1958, Docket No, 2905", for 
the purpose of rendering to the Association an independent analysis of the facts, 
conclusions, comments, and possible issues contained therein. An interim report 
of this analysis has been made by us to the Association in a letter dated May 29, 
1959, a copy of which is attached hereto, Since the main issues were commented 
upon in said report and since subsequent examination and analyses indicate that 
there is nothing significant to add thereto, no further written report on said 
matter is contemplated unless the Association requests that one be submitted, 

The partners of F. W. Lafrentz & Co. and Smith and Glenn are all 
Certified Public Accountants and members of the American Institute of Certified 
Public Accountants, None of the partners or employees of FP, ¥. lafrentz & Co, 
and Smith and Glenn is a director, officer, or employee of Long Beach Federal 
Savings and Loan Association; and, to the best of our knowledge and belief, none 
of them is either a shareholder or a borrower of the Association, 

The General Ledger of the Association contains the following: 

TREFACE 
"All entries in the within books are subject to adjustments and con- 
tingencies resulting from actions, defenses, offsets, claims and counterclaina, 
the subject of pending and possible future litigation. 

All such were caused by the seizure and 20-months operation of this 
Association by a purported Conservator from May 20, 1946 to January 24, 1948, 
and said Conservator's transactions, transfers and dealings with the Association's 
seized assets, business, records and members, 

Most of said transactions were in violation of applicable law, regulations 
and Court restraining orders, and were otherwise illegal, void or invalid, 

An attempted accounting by said Conservator for said dealings and 
transactions has been rejected by the United Stutes Court, Multi-million dollar 
objections to the second attempted accounting by said Conservator are pending and 
undecided by the Courts, 

Among the larger disputed transactions are: 

(1) A $10,000,000 run of withdrawals by panic-etricken sharebolders, 
Such run was deliberately caused by actions and statements written and otherwise, 
by the then sole trustee and only governing authority of Pederal Savings and Loan 


then ap 


to clea 


Govern 
wherein 
profit, 
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Insurance Corporation, his agente and representatives, 

(b) A purported $7,300,000 loan or advancement from the Federal Home 
loan Bank of San Francisco to said purported Conservator, and the attempted ex- 
change or transfer as alleged security therefor, or otherwise, of approximately 
$6,300,000 of U. S. Government bonds, and of approximately $9,000,000 of notes 
and deeds of trust representing the deposited savings of this Association's then 
sore than 16,000 shareholder depositors and the titles to the homes of said 
association's then approximately 8,000 borrowers, Said Conservator claims to have 
repaid over $1,000,000 on said loan and to have reduced the principal balance 
thereof to $6,300,000. 

(c) The clouding of the titles to the homes of this Association's 
then approximately 8,000 borrowers on notes and deeds of trust aggregating ap= 
proximately $12,000,000, Over 50 separate Court proceedings were necessitated 
to clear part of said titles in 1946-48, 

(4) A %7,000,000 foreclosure action by Federal Home Loan Bank of 
San Francisco, us plaintiff, filed in March, 1952, seeking to foreclose an al- 
leged lien upon the notes and deeds of trust upon said borrowers’ homes, not- 
withstanding previous payment in full of more than 1,700 of said trust deed 
loans by said borrowers and notwithstanding previous tenders and payments into 
the Registry of the U. S. Court by said Association of the total amount claimed 
on said alleged $6,300,000 loan. 

A new summary judgment again quieting the titles of said homeowners 
against said foreclosure wee ordered by said U. S. Court in June, 1954, 

(e) Unauthorized and illegal manipulation of said Association's U, S, 
Government bond portfolio in transactions aggregating approximately $12,000,000 
wherein various of said Association's bonds were sold and others purchased at an 
profit, but actually at a substantial loss to said Association, 

(f) Manipulations and unauthorized transfers of said Association's 
Federal Home Loan Bank stock in which over $605,000 of said Association's assets 
were involved, 

(g) Approximately $5,000,000 of FP, lil, A. and/or V. A, insured loans, 
the Government insurance of which is questionable and in doubt because of illegal, 
false and/or untrue statements and transactions in connection therewith by said 
purported conservator, 
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State t 


southern District of California: 


l. 


2. 


36 


4. 


De 


Te 


8. 


9. 


10. 


ll. 


No. 5421-P.H., commenced May 27, 1946, 

(Mallonee, et al., vs Fahey, et al., includes 50 separate 
homeowner interventions to clear clouded titles). 

No. 5678?,.!i., commenced August 22, 1946, 

(Federal liome Loan Bank of Los Angeles, et al., vs. 

Federal Home Loan Bank of Portland, et al.). 

No, 7969-W.M., commenced February 17, 1948, 

(Newendorp & Bradley vs, T. A. Gregory, ct al). 

No. 13953=B.H., commenced March 22, 1952, 

(Howard V. Calverley, et al., vs. Federal Savings and 

Loan Insurance Corporation, et al). 

No. 13979-C, commenced April 3, 1952, 

(Federal Home Loan Bank of San Francisco va. Long 

Beach Federal Sevings and Loan Association). 

No. 15585—C, commenced June 5, 1953, 

(Long Beach Federal Savings and Loan Association vs, 
Federal Savings and Loan Insurance Corporation, et al), 

No. 16772=P.H., commenced May 13, 1954, 

(Helen 0, Barry and John T, Barry vs. Long Beach Federal 
Savings and Loan Association, et al., in re clouded title), 
No. 16773=P.H., commenced May 13, 1954, 

(H. BE. Conley and Myrtle Conley vs. Long Beach Federal 
Savings and Loan Association, et el., in re clouded title). 
No 16774-P.H., commenced May 13, 1954, 

(Robert 0, Behen va, Long Beach Federel Savings and Loan 
Association, et al., in re clovied title). 

No. 16775=P.H., commenced May 13, 1954, 

(Esperance W. Marker and Ethel M. Marker, vs. Long Beach 
Pederal Savings and Loan Association, et al., in re clouded title). 
No, 16845—P,H., commenced June 15, 1954, 

(George S. Carter and Mary I, Carter vs, Long Beach Federal 
Savings and Loan Aseociation,et al., in re clouded title). 


3 


its ex 
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Jn The United States District Court, 
Northern District of California: 
12, Wo. 26203%G, commenced July 22, 1945, 
(Pioneer Investors Sevings and Loan Association, et al., vs. 
Federal liome Loan Bank of San Francisco, et al). 
Jn The Superior Court of The state of Califomia, 
jpend for the County of jos Angeles: 
1, No. L.B.-C~14492, commenced January 16, 1948, 
(Newendorp & Bradley vs. T. A. Gregory, et al), 
2, No. L.B.-<C-18144, commenced March 21, 1952, 
(iloward V. Calverley, et al., vs. Federal Savings 
and Loan Insurance Corporation, et al). 
3, No. 597402, commenced March 27, 1952, 
(Federal Home Loan Bank of San Francisco vs, Long 
Beach Federal Savings and Loan Association), 
4, Ro. Comp. C. 817, commenced on or about April 5, 1954, 

(H, B. Conley and Myrtle Conley vs. Long Beach Federal Savings 

and Loan Association, et al, in re clouded title), 

5, No. 627904, commenced on or about April 27, 1954, 
(Robert 0, Behen ve, Long Beach Pederal Savings and Loan 
Association, et al., in re clouded title), 

6. No. S. M. C. 3999, commenced on or about May 3, 1954, 

(Esperance ¥, Marker and Ethel M, Marker vs. Long Beach Federal 

Savings and Loan Association, et al., in re clouded title). 
7. No. Comp. C, 839, commenced on or about May 5, 1954, 

(Helen 0, Barry and John T, Barry vs, Long Beach Federal 

Savings and Loan Association, et al., in re clouded title), 
8. Wo, Comp. C. 851, commenced on or about June 7, 1954, 

(George S, Carter and Mary 1, Carter vs, Long Beach Pederal 

Savings and Loan Association, et al., in re clouded title). 

Approximately 25 write and appeals have been taken by the seizing agency, 
its conservator, bank and insurance corporation, thereby obstructing and delaying 
any trial of the merits more than ll years. 

A trial on the merits on the Association's claims for the return of its 
property, accounting, and other matters incident to the conservatorship, now 
seeus asgured in the light of the actions of Congress in the liousing Bill of 1954 
which provides that the local U, 3, Court shall have power to hear the merits in 
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the district where the savings association is situated, 

Said essociation in all of said actions has been a defendant or cross- 
claimant (with the exception of No. 15568 in the U, S, District Court), 

The Association's part in said litigation hes been: 

(a) To seek recovery of, and an accounting for, its seized assets 
and properties; 

(>) To resist a $7,000,000 foreclosure thereof upon a loan for which 
said Association received no consideration; 

(ec) To deny and seek to cancel said Association's alleged liability 
for illegal and unauthorized transactions; and 

(a4) To seek declaratory relief as to the liability of the Federal 
Savings and Loan Insurance Corporation, said purported Conservator's fidelity 
bonding company and others liable to said Association and its now 50,000 depositors 
and borrowers concerning said matters, 

In June, 1954, Home Loan Bank Board, Federal Savings and Loan Insurance 
Corporation, and Federal Home Loan Bank of San Francisco, et al., commenced as 
petitioners new action No, 14378 for injunction, etc., against Long Beach Federal 
Savings and Loan Association, et al., in U, S. Court of Appeals for Ninth Circuit 
at San Francisco, seeking to enjoin any defense to their $7,000,000 foreclosure 
of Long Beach Federal savings and homes, 

In Auguet-September, 1954, Long Beach Federal filed in U. S. District 
Court at Los Angeles, under Housing Act of 1954, new actions against above petitioners, 
et al: 

No. 17133-P.H, - approx. $53,000 dep»sit in court; 

No, 17152=-P.H, - over $100,000 deposit in court; 

No. 17153=P.H,. - approx. $50,000 deposit in court; 

No, 17154-P,H, 

Por quiet title, accounting, return of seized $8,700,000 of JU, 5S, 
bonds to Long Beach Federal, preventing foreclosure of homes and 
savings, and for other relief, 


Actions number 1, 2, and 4, on page 3, lines 1] through 21, have been 
digmissed. (Page 5 hereof), However several new actions have since been filed, 
including one by John D, Willhoit against the Association, for damages, attorneys 
and accountants fees, costs and expenses, The conservator seized but failed to 
return various records of the Association and Mr, wWillhoit, which Willhoit says 


expose him to liability for several hundred thousand dollars of unowed income tarz," 


the atte 
replies 


1210 


1320 
1410 
4x» 
us 


1450 
1494 


1510 
1511 
1513 
1519 
1520 
1521 
1522 
1525 


1526 
1527 


1532 
1536 
1537 


1538 
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As part of your examination currently in progress, you will request of 
the attorneys for the Association the usual litigation letter. Said attorneys’ 
replies should also be considered as 4 part of this letter, 

The Association's General Ledger, as of May 8, 1959, showed account 

| balances a8 follows: 


Aga't Ho. Deecription Debit Sredit 
1001 F, H, A. = Title 1 Loans 28,653.57 
1002 ¥. H, A. = Title II & VI Loans 1,672 ,074.17 
1003 Veterans Loans 5,195,151.62 
1004 Trust Deed Notes Receivable 951,413.13 
1041 Accrued Interest Receivable on 
Mortgage Loans 531,006.43 
1210 Share Loans 1,896 ,968.12 
ore 1212 Other Loans 78,714.09 
1260 Advances Guaranteed by Obligations 
of U. S. 2,457.64 
e 1310 Real Estate Sold on Contract 20,126.11 
1320 Real Estate Owned ~ Foreclosures 156,033.78 
1410 Stock in Federal liome Loan Bank 608, 400,00 
1 ux» United States Government Obligations 5,470,000.00 
t u% United States Government Bonds 
Purchased since Jan. 24, 1948 2,057,413.38 
1450 Unamortized Premiums on Bonds 36 , 536.49 
1494 Unclipped Matured Coupons on 
United States Covernment Bonds 
Held by United States District 
loners Court 1,385,450.00 
F 1510 Drafts Receivable 458.16 
1511 Office Cash 165,000.00 
1519 Parmers & Merchants Bank < Teller's 
Account 750,000.00 
1520 Farmers & Merchants Bank - Cashier's 
Check 7,004, 498.34 
1521 Farmers & Merchants Bank, Third 
and Pine, L. 3. 5, 391,184.79 
1522 Farmers & Merchants Bank, American 
Avenues, L. B. 500 ,000,00 
1525 Seourity First National Benk, 
102 Pine Ave., L. B. Te , 338.85 
1526 Bank of America, 4th and Pine, L. B. 152,886.78 
1527 Western Trust & Savings Bank, 
130 E. First St., L. B. 46,533.57 
. 1532 Bank of America, Third and 
American, L. B, 104,640.75 
15% California Bank, 129 BE, Broadway, 
L. B, 146 , 738.49 
x," 1537 United States National Bank (Long 
Beach National Bank), 2170 
Bellflower Blvd., L. B. 961,898.82 
1538 California Bank, 17037 3, Bellflower 


) Blvd., Bellflower 11,240.48 








1552 
1553 
1554 


1555 
1556 


1558 
1559 
1607 
1608 
1609 
1610 


1611 
1612 
1620 
1621 


1622 
1625 
1910 
2013 
2017 
2350 
2410 
2420 
2430 
2441 
2452 


2461 
2500 





Description Dabit 
National City Bank of Long Beach, 
147 EB. 3rd St., i. 3. + 120,640.16 


National City Bank of Long Beach, 


147 E. 3rd St., L. B. 125,000.00 
Bank of America, 4140 Los Cerritos 

Diagonal, L. B. &, Calif. 59,527.33 
Security Pirst National Bank, 

2128 Atlantic, L. B, 31,214.24 
Bank of America, 2000 E. Anshein, 67,143.40 
Bank of America, 10] Pine, L. B. 58,834.18 
Bank of America, 5401 L. B. Blvd. 54,557.51 
Bank of Belmont Shore, 5354 E. 

2nd St., L. B. 170,827.96 


Bank of America, 5129 &. 2nd St., L. 

B. 35,072.85 
Farmers and Merchants Office of 

Security First National Bank, 


401 S. Main St., Los Angeles 99,000.00 
California Bank, Newport Beach 60,694.62 
Union Bank & Trust Co., 750 S, 

Hill St., Los Angeles 2,104,454.79 
The First western Bank & Trust Co., 

6th & Spring, Los Angeles 100,000.00 


First Western Bank, 2200 Pacific, 


L. B, 68,470.16 
Parking Lot = Land = 121 & 23, 


Blk 78, L. B. Townsite 21,320.60 
Parking Lot = Improve. = l2l & 23, 

Blk 78, L. B. Townsite 729.77 
Garage Bldg., - Land - L5, 7, 9 

@ill, Blk 78, L. B. Townsite 47,050.50 
Garage Bldg., s Bldg.= L5, YF 9 

& 11, Blk 78, L. B. Townsite 347,162.99 
Office Building = Lund 82,700.00 
Office Building 290,565.74 
Purniture, Pixtures, & Equipment 136,167.28 
Office Building Furniture & 

Fixtures - Hotel Rolston 3,360.99 
Office Automobiles 48,347.54 
Vault Equipment 66,371.58 
Accounts Receivable 3, 306,090.43 


Savings Shares 

Investment Shares 

accounts Payable 

Loans in Process 

Advance Payments by Borrowers 
Unapplied Mortgage Credits 
Escrow Accounts 

Federal Unemployment Tax = Employer 
State Employees Contributions 
State Employer Contributions 
Collections Payable 


Sedat 


93,070, 395.26 
815, 000,00 
62, 652.% 
612,644.10 
230, 266.60 
7,370.0 
528.8 
512.4 
404,09 
714.6 
84, 024,50 


Ace E 
2510 
2610 


2620 
2625 


27109 
2m. 
on2 
2n3 
274 
25 
2716 
2n7 
2ns 
2810 
2122 
2723 


123A 
2723-8 


2725 
3111 


3113 
3115 
3132 
3150 
3161 


3190 
3191 


3195 
3291 
411 
4112 
4142 
4151 
4157 


4159 
4161 


395.626 
000, 00 
652.98 
644.10 
266,60 
570, 


512.U 
404,09 
714.69 
024, 0 
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Ace't Ho. 


2510 
2610 


2625 


271 


273 
274 


25 


2716 
2nt7 


2810 


2725 
31ll 


5115 
3115 
3132 
3150 
3161 


3190 
3191 


3195 


3291 
411 
4112 
4113 
4142 


4151 
4157 


4159 
4161 


Deseription 


Collection Reserves 

Unearned Profit on Real Estate Sold 

Interest Collected in Advance 

Reserve for Unearned Interest on 
Foreclosed Loans 

Reserve for Depreciation ~ Parking 
Lot Improvements 

Reserve for Uncollected Interest 

Res. for Depr. - Garage Bldg. 

Res. for Depr. = Office Bldg, 

Res. for Depr. - Purniture, 
Fixtures, and Equipment 

Res, for Depr. - Purniture and 
Fixtures ~- Hotel Rolston 

Res, for Depr. - Vault Equipment 

Res. for Depr. - Office Autos 

Reserve for Purchased Discounts 

Undivided Profits 

General Reserves - Reserve for 
Federal Insurance 

General Reserves ~- Reserve for 
Contingencies 

General Reserves - Reserve for 
Contingencies Earmarked for 
Federal Insurance Reserve 

General Reserves - Reserve for 
Contingencies Earmarked for 
Poreclosed Loans 

General Reserves - Surplus 
Reserved for Bad Debts 

Interest Received on Mortgage 
Loans 

Interest Received on Share Loans 

Interest on Bonds = U. S. Gov't 

Initial Service Charge 

Real Estate Income 

Rent income = Association Land 
and Building 

Miscellaneous Operating Income 

Income from Redemption of U, S. 
Savings Bonds 

Pees Collected on Collection 
Accounts 

Profit on Real Estate Sold 

Other Non-Operating Income 

Compensation - Directors 

Compengation - Officers 

Compensation - Employees 

Expense Accounts - Officers 

Expense Accounts - Employees 

Light and Ges - Association 
Building Expense 

Other Garage Expenses 

Garage Maintenance 

Office Building Expense - 
Repairs and Maintenance 


59258 O—60—>pt. 1 62 


Debit Credit 
$ 34,160.01 
4,766.62 
641.57 


5,619.40 


456.15 
330,978.48 
16,893.83 
36,802.76 


59,072.21 


3,360.99 
8,558.61 
15,488.13 
254.00 
950,082.45 


3,532,013.71 
8,959,934.87 


1,002 , 967.02 


5370.57 
312,073.36 


1,432,544.55 
366.63 
25,443.12 
72,672.42 
3,686.36 


150.00 
4,709.49 


172.65 


945.88 

235.00 

3,441.11 
1,400.00 
40,566.80 
148,317.64 
1,908.6 
2,396.40 


1,284.56 
95.32 
44.00 


6,565.51 
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4251 
4252 
4253 
4255 


4310 
4320 


4530 
4540 


Description 


Furniture, Pixtures and Equipment 
Maintenance 

Automobile Maintenance 

Advertising Expense 

Stationery, Printing and Office 
Supplies 

Office Expense 

Telepnone and Telegraph Expense 


Building Insurance 

Auditing Services 

Supervisory Examination and 
Assesements 

Professional Services 

Organization Dues 

Group, Health and Accident Insurance 

Employer's Contributions - Federal 
Unemployment Insurance and 
California Unemployment 
Insurance 

Franchise and Other Special Taxes 

Other Operating Expenses 

Cash Over and Short 

Appraisal Expense 

Loan Expense 

Real estate Expense 

Real Estate Expense - Taxes and 
Assesanents 

Real Estate Insurance 

Other Non-Operating Expense 


Debit 


Bou 


~ 

Uwnn Ss 
J 
° 


ASER 338 
S838 LEK 


S298 BE 


3288 38 


ea B of 


1,117.28 
1,639.24 
ee 
SULTS 





Credit 
$ 
24,02 
W.73 
Sebald oO 


The General Ledgor's pages contain the following quotations: 


"All of the foregoing entries are limited to contingencies, and are subject 


to the outcome of the litigation yet pending in the United States Courts wherein the 
accounting of defendant Ammann and objections thereto are to be adjudged. Any or al) 
of the foregoing items may be substantially altered as a result of any judgment or 

judgments of such Court," 


For the purpose of verifying the accounts, which under the classification 


of accounts, are classified as assets, we performed the usual auditing procedures on 


and shortly following the audit date of May 8, 1959. 


Among such procedures were in- 


cluded a cash count on the audit date; inspection or confirmation of government 
bonds, except that we did not attempt to re-confirm with the Federal Home Loan Bank 
of San Prancisoo its possession of $5,300,000 of government obligations listed 





24,02 


0.73 


ub ject 
n the 
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githin the Association's General Ledger account No. 1430, inagmuch as the Federal 

jome Loan Bank of San Francisco had advised us in a prior audit verification that 

the bonds had been sold; the subsidiary cards for savings, loans, collections, 

sd miscellaneous subsidiary accounts, were separately added and balanced to the 
asounts shown in the General Ledger; an examination of all loan documents of 

joons sade since the last audit date, way 25, 1958, and at least 10% of loans 

mie prior to May 23, 1958, which reflected balances still owing to the 

association; we also obtained benk confirmations and reconciliations, and such 

other confirmations and tests of the records and accounts as we deemed necessary under 
the circumstances. 

We made no attempt to predetermine or pass upon any assets or liabilities 
in dispute in, or connected with, the litigation; we have knowledge of the case 
in the Superior Court of the State of California in and for the County of los 
angeles, entitled "Federel Home Loan Bank of San Francisco, a Corporation, 

Plaintiff, vs. Long Beach Federal Savings and Loan Association, a Corporation, 
Defendant, No. 597402. You will undoubtedly make inquiry from counsel for the 
Assooiation concerning these matters, e, as accountants, deem it inappropriate 
to invade the province of lawyers and courts by attempting in our audit to predict 
the outcome of disputes and litigation already pending for over 13 years, The 
Federal Home Loan Bank Board, as a party to such litigation, can better determine 
ite scope and possibilities than can we, 

In our examination of the liability accounts, as reflected in the 
General Ledger on May 8, 1959, we totaled the subsidiary records and ledger cards 
and reconciled the balances to those reflected in the General Ledger, and we mailed 
confirmation requests of the negative type to more than 10% of these account holders. 
We made an extensive examination of loans in process records; we ascertained from 
the Association's records that the remaining amounts in the funds expendable froa 
the loans in process accounts were sufficient to protect the Association's interest 
on construction loans, as reflected by the records of the Association, We tested 
the postings and calculations of the entries made to the liability uccounts for the 
period covered in our examination. 

We found no significant differences to report either as to assets or 
lisbilities other than the items that may be changed or added as a result of the 
litigation or its outcome. 

We tested the income accounts and the cash receipts for the period covered 
by our examination. We traced bond interest receipts to specific bonds held by the 
association; we test checked the postings to the various accounts; and tested the 
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tellers’ records and the deposits made to the bank accounts, and such other tests 

as we considered necessary under the circumstances. 
The income accounts are subject to the determination of the Association's 

assets, which in turn, involves the outcome of the litigntion, Among the incom 


Pa 


items involved in the litigation are the interest from bonds purportedly pledged by femme 


j Fuercnen 


Conservator A. V. Ammann to the Federal Ilome Loan Bank of San Francisco, and the } 


interest factor involved in the uncashed checks received and held by tie Association ~ 
loans, in which Conservator A, V. Ammann changed the interest rates and terms of pam | 

we vouched the expense accounts and disbursements from various accounts, 
some on a test basis, and others on a detail basis, Hany of the expense accounts an 
subject to change as a result of the outcome of the litigation, Some of the items g | 
involved are the Federal insurance premiums deposited in court and treated as an ages 
on the Association's books; expenditures made for purposys of the liti-ation, end 
capitalized on the Association's books in the subsidiary account entitled "conservator', 
Expense"; and unrecorded interest on purported advances made by the Federal liome Log, 
Bank of San Francisco to the Association during the conservatorship. 

We made a verification of the investors accounts as of May 8, 1959, by 
direct correspendence of the negative type of uore than 10% in number of accounts, 
and more than 10% of the egeregate total amount of all investors accounts, There 
are no exceptions to report. 

we made a verification of borrowers accounts as of May 8, 1959, by direct 
correspendence of the negative type of more than 10% in number of accounts, and non 
than 10% of the agsregate total amount of all borrowers accounts, There are no ex } 
ceptions to report. 

The Association reflected various reserves in its General Ledger as 
heretofore stated, Specifically these amounts are subject to change depending upon 
the outcome of the pending litigation. 

We checked the system of internal confol at the association and in our 
opinion it is adequate, 

Our schedules and working pavers, including oonfirmetions, comments, ani 
exceptions, are available to the examiners in connection with their present 
examination, 

The undersigned, a certified public accountant, hereby deposes and says 
that to the best of his knowledge and belief all of the statements herein contains 
as to things done or as to matters performed by him, or under his direction, vere 
and are true and correct, 


Respectfully submitted, 
Granville B, Smith 
Certified Public Accountant 
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st Exhibit D-9b--Letter from Granville B. Smith, Certified Public 
. Accountant, Long Beach, California,to Thomas A. Gregory, 
| May 19, 1959 re Interim Report of Examination 
Lon's 
ne panvrwers wtusars 
' gaanvinie @ Smite CPA AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
od by ' FuercHen GLENN CPA CALIFORNIA BOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 
re } 
SMITH AND GLENN 
Lation ¢ CERTIFIED PUBLIC ACCOUNTANTS 
' 306 ELM AVENUE 
of Payuent, LONG BEACH 12. CALIFORNIA 
HMEm.ock 7.2287 
its, 
nts any May 19, 1959 
tems go 
an aaeet CONFIDENTIAL 
and Mr, T. A. Gregory, President Re: Interim Report of 
servator', Long Beach Federal Savings and Loan Association Examination 
328 Long Beach Boulevard 
ne Loan | Long Beach 12, California 
Dear Mr, Gregory: 
by 
nts Pursuant to your request, we began our anmual examination of the ac- 
’ 
re counts of Long Beach Federal Savings and Loan Association on May 8, 1959, 

This examination will be made in accordance with generally accepted 
auditing standards and accordingly will include such tests of the eccounting 
records and such other auditing procedures as we may consider necessary in the 

i nore circumstances, Due consideration will be given to the recommendations of the 
oex ) 


Committee on Auditing Procedure of the American Institute of Accountants set 
\ forth in the booklet entitled "Audits of Savings and Loan Associations by In 
dependent Certified Public Accountants", published by the Institute in 1951; 

upon and that certain letter, dated March 2, 1959, signed by Verne C, Bonesteel, 


Director, Division of Examinations, Federal Home Loan Bank Board, and sent to 


ur all public accountants who, according to the records of the Division of Ex=- 
inmations, audit insured savings and loan associations, 
and This examination, currently in progress, will be conducted jointly 


by Smith and Glenn, Certified Public Accountants; and F. W. Lafrents & Co., 
Certified Public Accountants, None of the partners or employees, to the best 
of my imowledge or belief, is a director, officer, employee, shareholder, or 


ays 
borrower of Long Beach Federal Savings and Loan Association, 
In accordance with a specific request by you, this examination will 
ere 


also include a complete review and analysis of the "Federal Home Loan Bank Board, 
Division of Examinations, District No. Eleven, South, Report of Examination of 
Long Beach Federal Savings and Loan Association, as of Close of Business, Nov- 

} eaber 17, 1958, Docket No. 2905", for the purpose of rendering to you at the 
completion of our examination, our analysis of the facts, conclusions, comments, 
and possible issues contained therein, Since the "Examiners' Report" is con 
fidential information and is not to be published either in whole or in part, this 
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interim report and subsequent report or reports concerning the same subject matte, 
should be similarly classified. 

In view of the probability that it will be some time before our exp. 
ination will have been completed, I am submitting herewith this interim report 
of a few of the many points. to take into consideration before reaching any oon 
clusions based on the “Examinere' Report". Matters contained herein are based o 
my persona) analysis and opinions derived from limited amount of facts Which I hey, 
been able to accumulate in the few days that I have had access to the "Examiners' 
Report" consisting of more than 350 pages and which took the examiners severe) 
months to prepare, 

The “Examiners' Report", in ay opinion, largely concerns matters falling 
within the following two major classifications: 1. The Genere] Reserves and 


Undivided Profite of the Association; and 2, The Lending Policies of the Asscetetia, 


The manner of presentation of the facts in the “Bzaminers' Report” aight 
be construed, at least by inference or isplication, that the Association is con 
ducting its operations in an unsafe or unsound manner and that certain of its 
operations are in violation of law and regulations, when, in fact, they do not 
actually exist. 

GENBRAL RESERVES AND UNDIVIDED PROPITS 

The Examiners, by various adjustments which are neither recognised by 
the Association nor recorded in ite books, have reduced in their report the total 
general reserves and surplus, as of November 17, 1958, from $14,690,552.04 (page 
267) to $4,959,253.12 (page 290). By these arbitrary adjustments, the Examiners 
reduce, for the purposes of their report, the percentage of reserves and surplus 
to net assets from 15.6% to 5%, The Examiners also report on page 290 that gen- 
eral reserves and undivided profits less summarized losses from slow assests, total- 
ing $4,905,246, ie equivalent to 4.9% of net assets, It should be noted at this 
point that the Federal Insurance Reserve requirements, according to Section 163,15 
(c) of the Insurance Regulations, is based on the percentage to insured accounts 
and not to net assets; an@ that, according to the Withdrawable Capital, General 
Reserves and Surplus, as arbitrarily adjusted by the Examiners, the Examiners, if 
they hed chosen to do so, would have calculated the percentage of General Reserves 
7 and Surplus to Withdrewable Capital to be 5.45%. The percentage to insured 
p accounts would necessarily be larger than 5.45%, This fact is disclosed to you at 
this time to show you the danger of diawing conclusions out of context from the 
Examiners’ Report, 
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Similar arbitrary adjustments were made by the Examiners in their 
-voed ing Report of Examination, as of July 351, 1957. Therein, on page 245, 
it ie indicated that after these adjustments, the Association had general re- 
prves and undivided profite totaling $2,615,695; and that this total is equi- 
niet to % of net assets, 5.2% of withdrawable capital, and 3.4% of insured 
sooounts. Such a comparative schedule of percentages is not est forth in 
the Examiners’ Bepert, ae of November 17, 1998, 

In comparing the two reports, the one as of July 31, 1957 and the 
other as of Bowember 17, 1958, comsiderable improvement in both the total reserves 
soi surplus and the percentages to met assets, withdrawable capital, and in- 
gured acoounte may be shown by inference but not by ecament in the “Braminers’ 
teport®, It is evident that even after the Examiners’ arbitrary adjustments, 
exceptions to which is hereinafter indicated, the total General Reserves and 
(niivided Profite of the Association increased in excess of $2,500,000 from 
July 31, 1957 to Bovember 17, 1956; and that the percentage of General Reserves 
wd Undivided Profits to Bet Assets increased from 5 to %, 

The arbitrary ed justments made by the Examiners on pages 284-286 of 
the Examiners’ Report as of November 17, 1956 and whieh resulted in the re- 
duction of total General Reserves and Undivided Profits for the purposes of the 
report are qualified by the Examiners by the following statement on page 284: 

"Tt ig understood that the following possible adjustments effect litigation in 
volving the association". This quotation has been taken out of context, These 
arbituary adjustments may be summarised as follows: 

1. The reduction of Reserve for Contingencies, Account Ne. 2723, in 
the amount of $6,500,000.00, is the amount of the purported advances from the 
Federal Heme Loan Bank of San Francisco to Conservator A, V, Ammann; and the 
reduction is made even though the amount is denied as a liability by the Asso- 
ciation and the iseue as to liability ie still pending decision on a case brought 
by the Federal Home Loan Bank of San Freneisco in the California state courts, 

2. The reduction of Undivided Profits, Account No, 2810, in the amount 
of $),149,634.49, is for interest expense purportedly accruing on the aforesaid 
sdvances from the Federal Home Loan Bank of San Francisco to June 30, 1956, even 
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though the principal amount on which the interest is calculated is both denied 
and contested in the courts in an action brought by the Pederal Home Loan Bank 
of Sem Francisco and which is yet to be heard on its merits and decided, 

3. The reduction of Undivided Profits, Account Mo. 2810, in the amount 
of $469,105.24, for the purported loss from the sale of U, S. Goverment ob- 
ligations by the Federal Home Loan Bank of San Francisco to itself on April 27, 
1957, is arbitrarily indicated as an adjustment on page 285, even though these 
bonds of a face value of $5,300,000 are the property of the Association, were 
held by the Federal Home Loan Bank of San Francisco merely as «a pledge for a 
debt for which it brought an ection in the California courts and which is 
contested by the Association and still pemding trial and decision; and for which 
the Association tendered cash as a pledge for the return ef its bonds, 

4. The reduction of Undivided Profits, Acoount Bo. 2810, in the amount 
ef $188,945.10, is the subject of adjustment om page 285, for the purpose of 
writing off as an aseet, matured coupons of J. 3. Treasury bonds sold by the 
Federal Home Lean Bank of San Freacisee on April 27, 1959 to itself, under the 
cemditions and circumstances as stated above, 

5. The reduction of Undivided Prorits, Account Bo, 2810, in the amount 
ef $89,780.54, is the eubject of adjustment on page 285, for the purpose of 
setting up a liability for "“conservator's expense", which has neither been paid 
nor recognized by the Association for a period of more than il years, 

6. The reduction of Undivided Profits, Account No. 2810, in the amount 
of $594,548.38, for litigation expenses either paid by the Association or dis- 
pursed by orders ef the U, S, District Court from funds in the Registry of the 
Court, is the subject of adjustment on page 285, even though the Association 
carries this amount as an asset on ite books and there are still actions pending 
in the courts which mey ultimately decide who these expenses will be assessed 
ageinst, 

7. The reduction of Undivided Profits, Account Be.2810, in the amount 
of $473,867.75, for the purpose of recording estimated Federal insurance premiums, 
is the subject of adjustment on page 265, even though the Association has made 
deposite in the Registry of the U, S, District Court pending determination of 
the Association's net liability, if any. 

8, The reduction of Undivided Profits, Account No, 2810, in the amount 
of $727,727.83, is the subject of adjustment on page 286, for purported deferred 
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credits which the Examiners claim should be set up as a specific reserve for 
the unpaid balances in Trust Deed Notes Receivable, Account No, 1004, 

The Examiners calculate the amount of deferred credits by determining 
the difference between the unpaid principal balance of the notes as of November 
17, 1958 and the cost to the Association of acquiring said notes, 

This accounting procedure of determining deferred credits is not only 
at variance with established accounting principles and Federal income tax 
regulations, but is also at wariance with the Ruling, dated March 10, 1954, issued 
by the Home Lean Bank Board, Office of Supervisory Agents, to all Federal and 
Ingured State Associations, wherein it is stated that discounts on loans purchased 
my be taken into income at « level rate over a period not less than the average 
life of the mortgage loan portfolio as determined for tax purposes, 

Many of the notes in the Trust Deed Notes Receivable Account No. 1004 
yere received from borrowers as additional service fees in accordance with 
written agreements; the receipt of these secured notes involved no direct cost 
to the Association. According to established accounting principles, when 
property is received in consideration of services rendered, income is realised 
at the time of the receipt of the prcperty in the amount of the fair market 
value of the property received. At the time the Association received these 
secured notes, the Association had first liens on the security, 

The Association's loans on the security underlying the Trust Deed Notes 
Receivable Account No, 1004, may be summarized from schedules prepared by the 
Internal Control Department of the Association and test-checked by me, as follows: 


lst Trust Deed loans, May 8, 1959 $3,623,381.49 
Trust Deed Notes Receivable, May 8, 1959 68 


Total Loans on the Security, May 8, 1959 $4,574,850,17 


Appraised Value of the Security $6,.753,620,00 
80% of Appraised Value $5, 386,896.00 


115 of the 790 note balances in Account 

1004 when added to the balances of the 

underlying T/D loans in Account 1000 

exceed 80% of the value of the security 

in the following total amount $__22,8)5,3) 


The realities of the eituation as determined by the above summary and 
the failure to observe a ruling of the Agency of which the Examiners are a part, 
in my opinion, places the Examiners in an untenable position with respect to this 
$727,727.83 adjustment to Surplus. Additionally, it is to be noted that since 
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the unpaid principal in Trust Deed Hotes Receivable, Account No. 1004, is 
$144,269.44 lees than it was on November 17, 1958, the Examiners’ ad justaent, 
if made as of May 8, 1959, would be reduced « like anocunt, 

9. In order to show a percentage relationship between total Genera) 
Reserves and Undivided Profits, less mmmarised losses, to Net Assets, the | 
Examiners further adjust the surplus downwards in the amount of $36,007.05, as ) 
@ purported indicated loses from slow mortgage loans (page 290), 

On page 161, this purported indicated lose from slow mortgage leans 
in the amount of $36,007.05 is shown by the Examiners to an “Appraised Loss" 
from loans to Jaekson Turner, made during the administration of Conservator 
A. V. Aumann. 

In making their calculation of this "Appraised Lose", the Examiners 
subtracted the value of the security from the total debt, which includes not 
enly the loan balances as of Nowember 17, 1958, but also the uncollected in- 
terest on these loan balances to August 1, 1956, in the amount of 867,900.34, 
This accrued interest has not, and cannot be, taken into income until collected, 
under existing rules and regulations. Since this accrued interest bas neither 
been taken into income nor added to surplus by the Association, and since this 
accrued interest in the amount of $67,900.34 exoeeds the Appraised Loas of 
$36,007.05, the Examiners are clearly in error in deducting this appraised loss 
from surplus for the purpose of showing the 4.9 percentage on page 290, 

As of May 8, 1959, the Association's general ledger shows the folloe ” 
ing balances in ite General Reserves and Undivided Profits accounts: ) 


Surplus, Account No, 2810 i 950,062.45 
Reserve of Federal Insurance, 
Account No, 2722 3,532,013.71 


Reserve for Contingencies, 
Account No, 2723 8,959,934.87 


Reserve for Contingencies Earmarked 
for Federal Insurance Reserve, 


Account Bo. 2723-4 1,002, 987.02 ! 
Reserve for Contingencies Earmarked 
for Poreclosed Loans, Account No, 2723-3 5,370.57 
Surplus Reserved for Bad Debts, 
Account No, 2725 — 22,2 
Total $14,762.46).98 


The Federal Insurance Reserve requirements have been provided for in 
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yosordance with rules and regulations by adequate transfers to Ascount No. 2722 
aot by the earmarking of surplus in Ascount Bo, 2723-4. 

The Association has follewed the rule of transferring to the Pederal 
Insurance Reserve, either 10% of net income before dividends or an amount ne- 
cossary to make the total Pederal Insurance Reserve equivalent to 9% of insured 
sooounts, whichever amount is the greater, 

The Reserve for Contingencies, in the amount of $8,959,9534.87, has been 
set up primarily for the purpose of offestting any losses that might be assessed 
aginst the Association as the result of final decisions on the various matters 
in litigation or es the result of settlement among the parties of the various 
jgoses still pending in the courts, Whether or not this reserve is adequate, « 
1 de not believe the Examiners or any other accountants would be competent to 
reader an opinion. The complexity of litigation, the various maneuvers of the 
attorneys, the changes in the political climate, and the uncertainty of what 
a court will do in a given situation even if known in advance, should compel a 
negstion of any opinion in this matter, 

The surplus in the amount of $950,082.45 in Account No. 2810 and in 
the additional amount of $312,073.36 in Account Mo. 2725, in addition to the 
current earnings of the Association for the period from Jamary 1, 1959 to 
Nay 8, 1959 in the amount of $1,182,466.57, subject to possible adjustaents 
as the result of our examination, plus additional income for the remainder of 
ooni~anmual period, less the 10% allocation of net income to the Pederal In- 
surance Reserve, will be available for the payment of dividends on June 30, 1959, 
Based on the projection of income to date to June 30, 1959 on a time basis, it 
would appear that the June 30, 1959 dividends will dip into the free reserves 
set up in Aceount No. 2725, An accuarate analysis of this situation should be 
available shortly after the first of June, 

LENDING POLICIES 

It must be construed from the sanner of presentation of the comments on 
and the transcripts of the Association's loan files and records, in the Examiners’ 
Report, as of November 17, 1958, consisting of over 350 pages, two-thirds of 
which is devoted to comments on loans, that considerable importance is placed 
by the Division of Examinations in spotlighting the lending activities of the 
Association to the Federal Home Loan Bank Board, 
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Loans to many borrowers are commented on in the Examiners’ Report, tut 
for the purpose of this interim report, my comments and analysis are limited fo, 
the most part to the "Bellehurst™ loans, not only because I have only had tine ¢, : 
barely scratch the surface in analysing the Examiners’ Report consisting of ov; 
350 pages, but also beesuse I have concluded from the manner of presentatioa 
that at least inferentially the principal iseues are raised therein, 

From the msamner of presentation of the Examiners’ ecomments on the } 
“Bellehurst" loans, it may be construed that poesible exception has been taken 
vy the Examiners to the following practices of the Association: 

1. The making of a loan on a homesite consisting of several contigu., | 
lots, on one of which a house is built, besed on a percentage of the appraised 
value of the homesite, 

2. The treatment of a prepayment of a principal eum as the equivalent 
of monthly principal payments, where such prepayment is received for the releass 
of a part ef the security and the remaining security is wholly adequate to g- 
cure the vemsiming balance of the loan, 

By implication, the Examiners aay have construed the above practices 
as uneutherised in that they have treated the prepayment of loan principal as 
an adjusteent to the original balance of the loan rather than as a payment on 
the loan; and, accordingly, have shown the loan on the deliquent loan sehedule, 
even though the prepayments of principal exceed monthly peyments in acoordans 
with the note and the unpaid balance is fully secured, 

In determining whether or not the aforesaid loan practices are proper, / 
the authority must be found in the Charter of the Association or the Rules ani | 
Regulations for the Federal Savings and loan System; and they must be in ac- 
cordance with good business practice, 

Under Title 12, Code of Pederal Regulations, Part 545, Section 545,61 (|; 
the Association may make installment loans on homes not in exeess 80% of the 
value thereof, "Home" is defined in Section 541.10 as real estate upon which 
there is located a dwelling or dwellings for not more than four families. Then 
appears to be no limitation inthese provisions as to the mmber of lets which 
may be included in a homesite; however, Section 545.6-7 in effect limits the 
amount of loans on large homesites by providing that loans in excess of $35,000 
om homes are subject to the 20-percent-of-assets limitations, It would appear, 
therefore, thet as long as the Association stays within the 20-percent-of-assets 
limitations, the making of loans on homesites consisting of contiguous lots 
is authorised by the Regulations, 
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Section 541.14 of the Rules and Regulations for the Federal Savings and 
loan System defines installment loan as “any loan repayable in regular periodic 
payments, equal or unequal, sufficient to retire the debt, interest and principal, 
yithin the contract period", It is apparent from this definition that the original 
gsount of the loan and the payment schedule is determined by the loan contract 
yhich 19 set forth in the provisions of the note evidencing the loan, The loan 
gontract does not prevent the Assosiation from exercising its own discretion in 
socepting @ prepayment of principal in consideration for the release of a portion 
of the security and in permitting this prepayment to apply against periodic pay- 
ments provided for in the loan contract, 

The adjustment of the original amount of the loan as set forth in the 
loan contract by applying prepayments of principel received in consideration for 
the release of a portion of the security contrary to the method of application 
which in the exercise of ite discretion the Association had chosen, appears to 
pe be the result of an arbitrary determination designed to show the loan as 
delinquent when in fact it is not, 

In determining whether the methods of financing the "Bellehurst" pro- 
perties are sound business practices or not, consideration should be given to the 
following facts concerning these loans and properties as of May 8, 1959, prepared 
by euployees of the Association from the records and files at ay request but 
necessarily qualified because I have not had the time to adequately check the de- 
teaile from which the following summary was derived: 

UNPAID "BBLLESUBST" LOAN BALANCES AND PEO= 


PERTT APPRAISALS 
GLASSIPICATION LOAM BALANCES APPRAISALS 
Tract 3111 - 317 units $ 9,261,785.35 $12, 318,750.00 
Tract 3211 - 99 units 2,793,119.00 3,858, 500.00 
Tract 3219 - 64 unite 2,236,957.69 3,036 ,650,00 
Tract 3234 - 73 units-Velturon 2,551,698.77 3,457 ,824.00 
Tract 3250- 2 units 74,881.34 152,950.00 
tract 3261 - 107 units 3,739, 368.49 5,132,200.00 
Netrim Corporation 2,279, 444.95 7,220,400,00 
Acren Inv, - 24 lote remain 565,535.28 787,500.00 
Rullerton Country Club ~1a)47.157440 _24947,.185,00 
Totals $24,669,748.27 $78,.210,852,00 
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Trust No. 1398, F, & MM. $ 126,319.35 
Trust Ho. 1416, F. & H, 122,624.95 
Trust Ho. 1396, F. &X, 60,176.92 
Trust Bo. 1432, PF, & KH, 1,566 ,816.45 
Le P, 22393-22404, L. B, Fed. 470,39 
Le P, 22636-25042, L. 3B. Ped. "(841,86 
L. P, 23927-24000, L, B, Ped. 2.394,50 
DISBURSEPENT SCHEDULE TO COMPLETE 
Acron - 25 units 256 , 546.75 
Velturon - 12 units 125,724.95 


Velturon - 269 units 


NOT PRESENTLY UNDER CONSTRUCTION AND 
FUNDS HELD FOR CONSTRUCTION 

MBTAIN - LOAN NO, £155) 

EELIEHURST PROPERTIES 
AFFBAISAL VALUE OF DAPROVEMENTS NOT 
PRESENTLY UNDER CONSTRUCTION 

Lots 1-212, Tract 3259 $ 100,000.00 
Homesites, 9 @ $50,000 __ 450,000,900 
FUNDS HELD POR CORSTRUCTION 
Trust Wo. 1578 - PF. & M. 
EXCESS OF FUNDS OVER APPRAISALS 
BELLEHURST LOAN DELINQUENC TES 
Kerry Investments - 68 Loans © 3 Months; 
and 3 @ 5 Months $ 35,424.00 
First Southland - 19 Loans 0 5 Months 9,006.00 


Individuals ~- 1 Loan for 1 Month and 


1 for 2 sonths 459,20 


Amount of funds necessary to make all 
Bellehurst loans current 


$1,881 ,644,42 


$_44,889,20 
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ADDITIONAL SECURITY 
}, Contracts of Sale from Kerry Investments, Inc.: 


Unpaid Balances of Contracts, May 8, 1959 $1,175,967.15 
Less Underlying First T. D. Loans 


Equity $_ 164,463.15 
2, Pledged Savings Account: 


Kerry Investments, Inc. $ 5 752.26 
3, General Pledge Agreements from the Following Companies: 


Acron Investments, Inc. - June 29, 1956. 
Fullerton Coumtry Club, Inc. = Nov. 3%, 1956, 
Velturon Corporation - June 29, 1956. 


4, letter Dated April 27, 1959 from Sutherland Sales, Inc,: 


Sutherland Sales, Inc, agrees to purchase $1,000,000.00 
in Trust Deeds from the Association, securing loans to 
Velturon Corporation and Acron Investments, Inc., in 
consideration for refinancing the blanket loans to these 
corporations into individual loans, increasing the loan 
values approximately $700,000.00 because of the changes 
in the size and design of the houses, and crediting 
said increase to construction trust funds for said 
corporations at Farmers and Merchants Trust Company, 


5, Letter Dated April 28, 1959 from C. S. Jones and Kenneth G. Walker: 


C. S. Jones and Kenneth G. Walker indicate that they have 
decided to sell their 142 acres of Industrial land located 
in Orange County, from which they expect to realise 
$800,000 to $900,000; and that they will use the net 
proceeds of this sale to guarantee the obligations of 
Acron Investaents, Inc., and/or Velturon Corporation if 
required. The Association agreed to the foregoing. 


COMMENTS ON BELLENURST LOANS 
BASED ON ABOVE SUMMARY 


1, The total loan balances on Bellehurst properties are less than 65% ef 
the Appraised Values of these properties, 


2, The Metrim Corporation loan, No. 21351, with a balance of $2,279,444.95, 
as of May 8, 1959, is presently the only loan on Bellehurst properties, 
which is secured by homesites consisting of contiguous lots. The Fullerton 
Country Club loan, No. 21350, in the amount of $1,147,157.40, is « loan 
on business property. The remaining Bellehurst loans totaling 
$21,243,145.92 consist of loans on 686 homes, each consisting of 1 lot. 
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4. 


5. 


Te 


The average loan on these 686 homes is $30,966.66, 


Of the loans on 686 homes, totaling $21,245,145.92, 380 have been cm 
pleted and 306 are presently under construction, Punds held for Cote 
struction are sufficient to take care of the scheduled disbursements 
as the construction progresses, 
Punds beld for construction of improvements on Bellehurst propertis, | 
securing the Metrim Corporation loan, No. 21351, totaling $669 , 405,05 
exceeds the appraisal value of improvements not presently under oo.’ | 
struction. 


Eighty-mine of the Bellehurst loans are delinquent in monthly payment, 
totaling $44,889.20. These consist mostly of loans to Kerry Investam:, | 
Inc. and First Southland. 


The loans to Acron Investments, Inc and Velturon Corporation are not 
amply secured by the Bellehurst properties on which the loamswere mi: 
but are additionally secured by general pledge agreements from then 
corporations, and by the personal guarantee of C. S. Jones and Kennet} 
G. Walker in the amount of $800,000 to $900,000, depending on the a. 
mount they will receive from the sale of their 142 acres of Industri) 
Land in Orange County. Additionally, Sutherland Sales, Inc. is o> 
ligated to purchage $1,000,000 of these loans if requested to do » 
by the Association. 


The balance of the Metrim loan, No. 21351, totaling $2,279,444.95, lm 
ed funds totaling $669,405.05, is equal to a net loan of 
$1,610,039.90, This is considerably lese than the additional securit) 
included in the appraisal totaling $3,195,750.00 consisting of 119 } 
Improved lots, Schoo) Condemnation Award, and the 66 Acre Borrow Pit, 
This additional security is more than sufficient to satisfy the loa; } 
without taking into consideration the remaining security of 
$4, 034,650.00, on which the improvements have either been completed 
or there are sufficient funds held for construction to make the in 
provements, } 


JOAN CONCENTRATIONS 


From pages 194-220 in the Examiners' Report, there appears comments u 


echedules on loan concentrations under the following headings: 


1) Multiple Loans 

2) Loans over $35,000 

3) Loans to Corporations 

4) Loans in "Bellehburst Estates" 

5) Loans to Jones—Walker-Brown Interests in "Bellehurst” 


Without going into details on these loan concentrations at the pres! 


time, I should like to make a few general comments based on my knowledge of th 
operations of the Association and construction financing in California, 


In the first place, loan concentrations, whether as to area or as t 


borrowers, are not inherently bed, In a sense, the Regulations promote are: 
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concentration by limiting the Association's lending area to a radius of fifty 
giles from the Association's home office; and doubly so in the case of long 
jeach Federal Savings and Loan Association which has half of its lending ares 
in the Pacific Ocean. In another sense, the Regulations permit loan concen— 
trations by providing for its limitation in Section 545.6-7, which limits 
sertain types of loans end investments to 20% of the Association’s assets, 


In the second place, a certain amount of loan concentration is 
necessary in order to finance the mass construction of homes which is necessary 
to meet the ever-growing demande of a continuously growing population and to 
keep the cost of homes within its means in a period of inflationary tendencies, 
The nase construction of homes requires large amounts of capital; and the only 
satisfactory method of meeting these capital requirements is through corporetions. 


In the third place, that which may appear to be a loan concentration 
ip not in fact. In California, it is common practice for corporations to obtain 
eonstruction loans from a lending institution and after completing tract con- 
struction to eel] the completed homes on conditional sales contracts with low 
down payments; the legal title is retained by the corporation for the purposes 
of security, but the equitable title passes to the vendee. Under these circum 
stances, the Association follows good business practice by demanding a genera) 
pledge agreement as 4 condition for the making of the construction loan; and, 
as @ result, the conditional sales contracts become additional collateral for 
the loan. Consequently, the source of the funds for the payments on the loan 
ie the receipts from the installments on the conditional sales contracts. Thus, 
vhat began as @ loan concentration and appears as such in the Association's 
loan portfolio and in the Examiner's Report, is actually homeowner diversifica- 
tion, 


One example out of many in the Association's loan portfolio is Loan 
No, 21660 wherein Mason E. Kight appears as the borrower, One who wishes to 
could erroneously construe thie loan as loan concentration as the Examiners have 
done in their Report as of November 17, 1958. As of April 30, 1959, the unpaid 
balance of this loan was $6,138,244.63, However, on April 30, 1959, there were 
in escrow at First Escrow and Title Co., 1002 conditional contracts with an unm 
paid balance of $8,254,607.44, wherein the vendees are the homeowners with the 
equitable title to the very properties securing the Association's loan to 
Mason EB, Kight; and because of the escrow conditions and the general pledge 
agreement from the trustees of various trusts wherein Mason E, Kight is the 
beneficiary, the collections from these 1002 homeowners must be used to make 
the loan payments on the Association's blanket loan. Therefore, to include this 
type of loan in any list of loan concentrations is to close one's eyes to the 
facts, 


In the fourth place, loan concentrations as to borrowers are usually 
transitory in nature because when tract construction is completed and the 
houses sold on the security of trust deeds, the construction loans are refin- 
anced into various loans in the names of the homeowners. Purthermore, lending 
institutions practically always, at least in California, foreclose on the 


59258 O—60—pt. 1 63 
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seourity rather than sue the borrower for the unpaid belance of the loan, 
Deficiensy judgeents against the borrowers are rarely resorted to by Californy, 
lending institutions, 


It should be emphasised again that this is only an interim report op, 
what I construe from the reading of the “Examiners Report" to be the principa) 
considerations, There is a considerable amount of detail remaining to be 
investigated mot only as to matters not even mentioned in this report but als 
as to the very matters discussed herein, Every subject included in the "Inie; 
to Comments" of the Examiners’ Report will in due course be examined, investi. 
gated, brought up to date, and commented upon in written reports to you, 


Respectfully submitted, 


Sep gb Patt 


Certified Public Accountant 
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Behibit D~10--Letter from Thomas A, Gregory, president, Long Beach Federal 
nia Savings & Loan Association, Long Beach, Calif., to Albert J. Robertson, 
November 27, 1959, summarizing conferences of November 2 and 3, 1959 
with Board members 


| November 27, 1959 


Hon. Albert J. Robertson, Chairman 
Federal Home Loan Bank Board 

10] Indiana Avenve, N. W. 
Washington 25, D. ©. 


Dear Mr. Robertson: 


,Rs &8 


Again please accept our thanks to you and the other Board Members, 
Mr, Dixon and Mr. Hallahan, for the conferences on November 2 and 3, 


1959. 

As previously expressed to you, it is our feeling that due to the 

1 thirteen-year controversy, the solution to an unders is 
<> eapuss in detail any problems or questions which may arise from 
time to time. 


You so ably expressed at the conference your determination to bring 

| to @ conclusion the thirteen-year pending controversy. You surely 
cannot have a greater desire to do so than we, the victims of tnis 
most unfortunate circumstance. Such earnest desire on our part 

the adoption of the resolution for settlement dated October, 

957 with which you are familiar, including our letter to you dated 
December 12, 1958 to cure your only objection made known to us in the 
proposed settlement. : 


; The unjustified losses to be absorbed by the Association and its share- 
holders as @ price of settlement pursuant to such resolution now total 
) in excess of $10,000,000.00. The shareholders' at t to compromise 


f and settle by forfeiting their rights to this stagger sum is surely 
i evidence of their sincerity. 


Since this extremely liberal offer of settlement has not been accepted 

} by the Federal Home Loan Bank Board, the iders' representatives 
have re-analyzed the situation and they have attempted to formate a 
plan 


(1) To remove their savings from the jurisdiction of the 
i Federal Savings System with vhom the controversy 
originated exists, and 


(2) To ultimately distribute to the Association shareholders 


in ratio to their investment, the earnings and reserves 
thus far accumulated. 


It is difficult for the shareholders to understand how the Federal Home 
loan Bank System can so flagremtly disregard their rights by, among 
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other things; 


(1) Not requiring tne Conservator to fully account to tiem 
for his disposition of their assets; 


(2) Cememeneiy ignor the laws of our State concerning tue 
tender of $7,000, .00 (the then maximum amount claimed 
by the Federal iiome Loan Bank of San Francisco) into 
court; 


(3) Failure upon such tender to deliver to the Association 
ite collateral (now over $8,000,000.00) automatically 
released from e claimed lien thereon by suci: tender; 


(4) Tne toleration by tue Federal ..ome Loan Bank Soard of 
tne illegal action of the Federal ome Loan Rank of 

San Francisco in converting to its own use the 

Association's rty; 

(a) After any pl or lien which it might save had 
togreon had been extinguisned by, among other 
things, the aforesaid tender, and 

(vo) At @ price of $400,000.00 less tian the cas.: bid 
of the Association then in suc!) Bank's hands. 


Treee are among tie elements which prompt the Association's slareholders 
to endeavor to convert tneir investments avay from tone Federal system, 


Tne offer to compromise, pursuant to the Association's resolution of 


October 14, 1957, is still in full force. As expressed to you, however, 


the courts may make rulings or judgments determining te rights of 
the shareholders in some or all of tiw dispried matters. It is pro- 
bable the officers of the Association would not thereafter ve in 
position to recommend settlement on the extremely liveral terms nov 
8 at Obviously, the shareholders cannot be expected to spend 
uirteen years in ovr courts to regain t:eir property and, vpon 
winning, promptly compromise away their success. We most earmestly 
urge your soard to immediatel; approve the offer of compromise nov 


, if your Board intends to settle the matter before further 
complications arise. 


Even if settlement not be the plan of your board, then there is all 
the more reason the shareholders snould be permitted to place the 
 ebery te vs of their savings under a jurisdistion not controlled by 

ir adversaries, pending tiw outcome of the various courts’ pro- 
ceedings, and to simultaneously acquire an additional $5,500,000. 
of private funds to guarantee their safety;. 


We vere pleased that Mr. Creighton, your General Counsel, advised 
you in our presence that under the law your Board's consent is not 
necessary for tie shareholders to convert to a State Mutual. Such 
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yas and 1s our opinion. Nevertheless, we have sought your advice and 
counsel. YOu may remember we informed you of the discussio: concerning 
conversion Wien you were in California in Jue, i959. Pursuamt to our 
assurance then given to you tuat wien the matter developed to the 
extent that private capital was available to augment the present sur- 

us and, ultimately, maxes possible a distribution of Uw existing 

us to the shareholders, we came to Washington to futhei discuss 

the matter. As of sucii discussion is embodied in my letter 
to you dated August 15, 1959. 


We understood from you in our recent conference that your Board pre- 
ferred settlement of the entire controversy if possible prior to, or 
immediately subsequent to, the conversion of tie Assoviation from 
federal to California State. We, of course, want settlement as ve 
pave demonstrated by our conferences and tentative proposals from 
954 and by our written proposals to you, in your nands since 195/, 
but if settlement be not possiole we do not thin the Association's 
snareholders must longer continue under the present conditions. 


To the shareholders their statutory rigut to convert from a 

Federal Association to 4 California State Mutual Association and not 
thus — the shareholders the principal of their savings is to de- 
prive shareholders of their statutory oo to the protection of 
a State Charter, plus an additional $5,500,000.00 private capital to 
assure the safety of their savings Investment. Such additional 
$5,500,000.00 private capital would also give the Savings and Loan 
Insurance Corporation that much greater guarantee against any possible 
loss hovever remote. Further, such refusal would reguiie the savings 
investors to leave their savings under an adversary jurisdiction or 
forfeit their right to an additional $5,500,000.00 surplus by with- 
draval of their savings without distribution of surplus. Ovviously 
the Federa) liome Loan Bank Board should not, in the public interest, 
require the s@vings investors to make such cnoice. 


Yor the life of me I don't know how you can object, eitier legally or 
equitably, to a plan that is so clearly @ greater protection ani cenefit 
to the shareholders and, in addition, the shareholders' specific 
statutory rights. 


There vere several other matters discussed at the two-day conferences. 
Por the most part these matters vould be swallowed up and of no 
particular significance if the conversion above discussed be accom 
plished. For the sake of recording the discussions, however, we will 
summarize such matters as follows: 


In my letter to you dated November 10, 1955, I pointed out thet 
ur. n E. Kight to whom the Association sold the eij):t (3) trusts 
did not have a personal liability. I neglected to po.rt out, however, 
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that he joined in the execution of the loan documents geass with the 
eight (3} crusts and such joint execution makes each the persons 
liavle for tho full amount of the note to the extent of the rty 
pledged under the Deed of Trust. To that extent, Mr. t vould bie 
@ porsonal liability under the credit documents for the amount of 
the notes evon though 4 purchase money trust deed is the loan 
ome; I am not sure I made myself clear on this point during the 
conference. 


Last year, and again this year, there have been discussions cance 
financial statemants of individual borrowers, particularly that of 
Mr. C. 3. Jones and his companies. May I again refer you to page 10 
of my letter of November 10, 1958 wherein we gave consideraole 
financial information about Mr. Jones and Mr. Walker. 


I have repeatedly told you of the unfortunate situation previously 
existing whoroin Fode Home Loan Bank Board personnel oad made mis- 
leading statements to the Internal Revenue Department adverse to the 
interests of Mr. Jones. So there may be no stion of the sincerity 
in tits matter, wo refer you to che report tne Committee on Ways 
and Means, liouse of Representatives, d2nd Congress No. 1749 which 
contains the following information: (All page references are to the 
Committee Report ) 


(1) Mir. Lee, then Governor cf the Federal liome Loan Bank Systea, 
on behalf of Mr. John Faney, tien Commssianer, originated a tax fraud 
investigation against Clifton S. Jones, et al whicn he stated was 
based upon the Boami's examination of the recomis of Long Beaci: Federal 
Savings and Loan Association. (See Lee letter to Internal Revenue, 
pase 19-195) 


(2) di. William K. Divers, succeeding Chairman of the Board, vhen 
he visited the Internal Revenue offices also confirmed that the so- 
called tax fraud information came from the Board's examination of records of 
Long Beach Federal Sevings and Loan Association. (U. 5. Government 
memorandum dated 11-30-43, page 135) ; 


(3) ‘Ine interest of Mr. Divers in Jones tax case vas reported to 
lie in the fact that the Home Loan Bank Board had litigation coming 
up in the Federal Court in March and urged the presenta*ion of the 
tax aspect in advance of sucn Federal Court hearing. (U. 3. Government 
memoraidum dated 12-14-48, page 1%) 


(4) Just 14 dayslater or, December 14, 1948, Board Chairman Divers 
called on the Internal Revenue again and stated that a settl t of 
the Federal litigation was eminent and as quoted “he (Divers) under- 
stands twat Revenue has no claims against any of the yee in 
the case". (U.S. Government memorandum dated 12-1-43, page 196) 
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(5) But settlement of the Federal litigation was not achieved as 
©, ee enn Cneetae nt Os in spite of Mr. Divers' 
that he rstood "that Revenue has no c “, Mr. Willies 
Attorney for the lions Loan Sank 3oaml, called on the Assistant 
J, 8. Attorney in charge of the tax cases and was advised there vas 
ps to warrant seeking an indic t. As quoted from the 
Deputy U. S. Attorney "Nevertheless they (McKenna and Siegel) endesvored 
to me, as the person inc te to submit 
them to the Grend Jury for immediate ctment”. (See letter of 
Assistant U. S. Attorney filed with Congressional Committee, page 198) 


i. Jones several Immireds of thousamis of dollars to defend 
himself t these unwarranted and malicious attempts to procure 
his indis t. Such unjustified efforts to indict an innocent man 
yere for the purpose of prejudicing Long Beach Pederal Savings and 
loan Association and its shareholders claims insi certaln of the 
Home Loan Bank Board agencies and personnel. do not wonder at 
wr. Jones' reluctance to again place himself in such position, with 
the same Federe) caso not yet settle. 


this yoar, a8 last, the oxmmiuing division had listed the loan to 
, Mason E. Kight as one loan and it was referred to in this year and 
last year's discussions and last yoar's correspondence as @ con- 
centration of loans. I am cure arter the exteided diccussion we vave 
had concerning the Hight loan, no ane ca: consider it loan concentration. 
Such loan was discussed in my lette: to you Novemler 19, 1955 in which 
ve again reitorated tle necessity for the Association oe the 
trusts and making the loan because of the arbit your 
division, which ruling was in conflic ata, adveiste to, 
Intermal Revenue laws. The Association unose to s6il tle assets 
eight trusts at a loss of $500,000.00) rather tlian 1 be caught 
in @ conflict between two government agencies. Mr. t for 
the assets with $2,000,000.00 down in caah plus $550,000.00 additional 
cash from the ‘rusts anc eacn of the tiusts, wogetier with Mr. Eignt, 
executed @ Deod of Trust for $11,700,000.00. Suh Deed of Tust ves 
originally secured by over 14CC separece single-family properties 
which were sifciantially ail sold to separate home owners on & montuly 
payment besis. These properties are in varying sub-divisions in 
various parts of ow 1 area ani being over 1400 separete families 
under te loan dccumeu.ts clligated to pay Uw ioan, it Goes not 
2 to wo that, by the strongest stretch of ue inagiaiion siwuld 
8 loan cover have been considered a concentration of risk. More 
eet it is better secured by the fact that all of the 
equi. of tle eight trusts together with the individual equity of 
wm. Eight ir. the properties are ea clanket suarantee of performance 
and payment, in addition to tie individual ob tions of the home- 
. Tosre vere rtiesz released to Mr. t on purchase 
were excess co ral and not required to adequately secure 
the Association's $11,700,000.00 loan. ‘There has sever Leen a question 
as to adequacy of security either before or after the sale of the trusts. 
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The Kight loan dated A t 1, 1957 wes corsaannAy gs ask 700,000 
and as of 30, 1959 had an unpaid balance 4h wh 

1002 indi homes with separate hame-buyers aS addi ticca 
obligators. (See Certified Public acooerna 9 oo report dated 
May 19, 1959 heretofore delivered to you 


is the sum of 7,112, 770.97 - About 000. e hee eo 
this loan has been repaid in a little over two years, yet 
continually included as loan concentration as e topic of insiected 


by the supervisory division. 


It must be tiring to you folks to continue discussing the same loans 
and the same transactions from year to year because such are mis- 
Classified and misinterpreted in the examination reports and 

It is not within the province of the Association personnel to 

or suggest, to the examiners and supervisory s , corrections in 
their procedures and interpretations. 


There were other borrovers' names mentioned in this year's wp ch (as 
A ee ee tie ain ae luded 
in loan concentration discussions when, in fact, upom analysis of the 
individual loans, such asserted concentration was shown to be without 
merit. Most of tnese were discussed in detail in our letter of 
November 10, 1958. 


The loans in the Bellehurst area to Agron Investment Company — 
Inc., Metrim Corporetion and Fullerton Country Club, adjacent to 


@ part of the devel Lae tae SORLGRARIAL aides eston’ the Conttt 
Club in the Cities Buena Park and Pullerton vere ae topic of dis- 
cussion last year and this year. As I advised you during the 
conference,  ieken -Gheiecns = ae anticipated 696 homes in the 
Velturon and Agron and of this mumber, 333 houses had either 


been sold or aia as tantchan in connection with sales thereof. It 
pg 5 ve gl Bel ry ce em yh nan. oy me Peter yee rp = 
are pending that vere not included in my calculations of 3353 which 
would bring the total sold or in process to 350. As stated during 
OP eee ane nee Clee ee oe, Seen, Be Se ae 
of the companies as to the repidity with which they should make sales 
of such houses because of own internal accounting problems. We 
have expressed to the owners, as we did to you, that ve strongly advise 
a mre sive approach irrespective of their internal accounting 
nes or it is our opinion that they should diapose of the houses 
ee ee te bee TS as vas the 
ampiated plan I also reported to t we had reques the 
pias ee faee a to oa to other lenders the 
S3 oan trim Corpore sbove the loan and the 


22 FOIA, the. equ above the loan end 
bas «large zoroent equity in suah company 
tee of 


additional ormance until substan ntially “all i of the 
houses in Alar An oe pranentane o2 As of October 3 
the eppreised value of ie rties “total $6, 938.650.00 
to secure @ ues of $2,254 -O1. aoeetes on also —_ = 
similar of the Pullerton rton Country Club qvenerty == 

there is s panaen the 18-hole and 9-hole golf courses, c 
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center, and swimming pools. The Association has a balance of 
127,714.97 loaned upon such properties with current appraised 
value estimated to be ssertty ,000.00 with indications such 
value be as high as $5, $00.60. Hence, there is substantial 
ty ch the Association also holds as an additional guarantee 
Of erformance conce the sales of properties in the other 
companies above named ; r a time during construction period, the 
jssociation had adjusted the interest rate to 56 per annum on the 
qutstamding loans. The interest rete is now as called for in 
the loan Goouments. As the houses are completed and sold to individual 
rs, the concentration of risk, if any, of course diminishes. 
Roh risk is spread whetner or not the property is deeded to the 
inividual buyer, sold on contract, or otnerwise undertaken by an 
individual purchaser in addition to the original borrower. A11 loans 
yhich the Association has made are within the laws, rules and regu- 
lations for Federal Savings and Loan Associations. 


Your attention is respectfully called to the following facts: 


Sevings and Loan Associations, when originated over a century ago, 
yore primarily created for the purpose of financing construction of 
homes. Such construction financing vas originally considered too 

t @ risk for other financial, | and insurance companies. 

y after the Saving-Building and Loan Association had proven for a 
century that such home construction was among the safest lending 

tices, were banks, insuranve companies and similar companies, 
generelly authorized to make such ‘nvestments. 


The Federal Home Loan Bank Board, since the initiation of the Federal 
Savings S:‘stem has liberalized group construction loans. For example: 
The Board's tion to exempt from the 15% limitation, loans 
irrespective of size, if the collateral can be separated into units 
originally of $20,000.00 or less. 


Recently by amendment of the Federal Regulations, the original 1% 
limitation has been raised to 20% and the original $20,000.00 
limitation per home has been raised to $35,000.00. 


I do not mean to say these are unsound amendments. I think they are 
practical and realistic. What I am attempting to point out is that 
the rvision part of the iiome Loan Bank Board is in conflict with 
the rules and regulations established by the Board. 


Another instance that seems important for the Association is last 
year's request that the Association not invest in loans upon govern- 
ment bonds. We feel such restriction is in direct violation of the 
Association's charter and the Federal Rules and Regulations which 
"the Association may invest without limit in obligations of, or 


. tions Suaranteed as to principal and interest by, the United 
tates. 











986 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


ee ee such as limitation on loans upon e 
Sa troy @ source of income to the Association and 

Pedere ean non-competitive with State Associations and 
Sane — ee Such unrealistic restrictions will, 
in our opinion, ultimately destroy the Federal Systen. 


As always, if my expressions do not reflect the discussion, we vill 
appreciate your prompt corrections thereof 


representative, Mr. Jim Stanley, who had been available in 
te participate in any discussions deemed appropriate by you and 

Board members. Col. Byrd's interest was expressed directly to you 
when met vith him. The meeting was summarized in my letter to 


Subsequent to the generel conference, your Board met vith Col. Bymi's 
in Washington 


August 15, 1959. 
—— we express our iatian for such conferences with you and 
we hope your Board favorebly act upon the resolution 

for » and thus bring to « conclusion years of 
litigation. 

Sincerely, 

T. A. Gregory, President 
TAG:dhb 


oc: Ire A. a Meanber 
William J. Hallahan, Member 
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Bhibit D-ll--Letter from L.S, Whaley, president, Home Investment Co, of 
Beach, Calif., to Long Beach Federal Savings & Loan Association, 
March 11, 1960 re plan for completion of Bellehurst project 


j/ 
Mh nn Aecitbiitasd l (. 


OF LONG BEACH 
L. S$. WHALEY CoO. 





$512 BRITTON ORIVE + LOS ALTOS BUSINESS CENTER 
POST OFFICE BOX 6507 + LONG BEACH 15, CALIFORNIA + GEnevo 3-748! * SPruce 5-2046 





March 11, 1960 


Long Beach Federal Savings & Loan Assn, 
328 Long Beach Boulevard 
Long Beach, California 


Attn: Mr. T. A. Gregory, President 


Re: Bellehurst Development 


Gentlemen: 


This letter is written to confirm that we have received confirmation 
of approval of our application for loan from the Pension Fund in the amount 
of $4,225,000.00, subject only to the appraisal of the property by the Fund's 
appraisers. Photocopy of this letter is attached. 


It is estimated it will require approximately 60 days to complete 
the appraisal and prepare their usual commitment, thus enabling us to safely 
plan our program of rehabilitating and construction of the homes yet to be 
finished to be underway about the middle of May. 


This is to confirm that from the proceeds of the loan we will retire 
the Metrim loan of approximately $2, 250,000.00, and with the balance of 
the loan funds, together with other funds available, we will establish a working 


capital account of approximately $2, 575,000.00 after making payments towards 
interest due. 


Our plan will be to start immediately rehabilitating and completing 
the partially finished homes nearest the main entrance and continuing 
eastwardly. This will provide a good appearance upon entering the area by 
prospective home purchasers, With the 35 homes already purchased by Bel- 
State Sixth, Inc. and Home Investment Co, of Long Beach, our rehabilitation 
program will soon be completed on this group and we will have a group of 
homes to start an aggressive selling program. At the same time construc- 
tion activity will start, I am certain there will be a terrific boost to new 


enthusiasm not only to present home owners living in the area but particularly 
to the new prospects. 


DEVELOPER AN « 
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This will guarantee the sale of all houses within 24 months from 
date of close of purchase escrow, and will further guarantee the sale of 
not less than $5,000, 000.00 represented by individual loans sold and owner-~ 
occupied secured by Bellehurst properties. 


To further guarantee performance and to accomplish the above, 
we will set aside one-third of the profits from the entire project being 
purchased to guarantee sales of loans in Bellehurst subdivision and to 
absorb any discounts or brokerage necessary in the sale of such loans so 
that the Association would not sustain any loss. 


Now that we have received loan approval in accordance with our 
application, we will proceed with all matters necessary to obtain written 
commitment. Meantime, we will keep you well informed of the status of 
all aspects of our planning program. 


Very truly yours, 


HOME INVESTMENT CO, OF LONG BEACH 


By Py 4 


L. S. Ww ley, President — 


LSW:hb 
Encl. 
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ghibit D-12--Letter from A,G, Maspero, realtor, appraiser, counselor, 
Long Beach, Calif,, to Thomas A, Gregory, May 21, 1960 re appraisal 
of “borrow pit” area in Bellehurst development 


sasoos hes : ATY PHONE HE 6.3230 
Neieal Asociation Rew Kaew Boards 
A. G. Maspero, ™.A.1. J -' U 


REALTOR =~ APPRAISER 
COUNSELOR 


+ 


423 Secvarry BUULDUFO 
Lomo Baacn 2, Calon nia 


May 21, 1960 


T. A. Gregory 
328 East Fourth Street 
Long Seach, California 


Dear Mr. Gregory: 


Pursuant to your request, I have made a preliminary 
examination and appraisal of tne approximately 65 
acres of land commonly referred to as the "Borrow Pit” 
in the Fellehurst area. 


The rough analysis indicates that the property as of 

June 7th, 1959, had e value of approximately Pour “fillion 

and Two cundred and Sixty Thousand Dollars (<4,260,000.00) 
This value is based upon the property being free and 

Clear of all incumbrances, except conditions, restrictions, 
rights anc rights of way of record. 


ty Opinion that the property is not 
s fissure today, and might be worth more. 


EP truly, 

iF a 
{Papier an 
A. G. was per ieee 


aa 
Gii:e et 


a 
“ 


Incidentally, it is my 
worth less than thi 
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Exhibit D«13-<Letter from Louis H, Boyar, Beverly Hills, Calif., to 
Beach Federal Savings & Loan Association, May 5, 1960, proposing to 
purchase Bellehurst properties 


Louie H. Bo ar az 
9035 Wilshire Seite 106 PIL 
Beverly Hille, Califoraia Pg 


7, 
May 5, 1960 ) 


RE SEZ $7 


Long Beach Federal Savings & Loan Association 

326 American Avenue [ 
Long Beach, California 

Attention: Mr. Thomas Gregory, President 


Gentlemen: 


E TEFgZgte 


The writer and associates are prepared to enter into escrow vith 
your Association to purchase various properties, improved and 
unimproved, known as the Belleburst Development, such land to 
include: 

Land known as proposed Tract $3259, t 

® 2 s « ® #3260, 
Land known as Los Coyetes Country Club, 
Land known as Tract #3261, 
s © $5284, 

°® *  Gmi, 
* 8 $3219, 
* © 250, ) 
e 8 $3306, 
— unsubdivided but with improvements between Tract #3306 and } 
3250, 
Land known as the future shopping center, LHB 
Land known as property east of future shopping center, 
Land known as industrial property vest of Malvern Avenue, } 
All the above mentioned properties and any others that have not 
been mentioned that are part of the Bellehurst preperty 
deve] opment. 


AB 


E 


All lamd and/or homes heretofore sold shall not be part of this 
proposal, Buyers will assume present trust deeds on all land, and 
will relieve the Association of paying out progress payments on 
houses covered by Association Trust Deeds on the various tracts 
now under construction. The approximate million dollars still due 
on these trust deeds is to be used as follows: 


First, to cancel trust deeds in the amount of $650,000. on lots in 
Tract #3250 and/or Tract $3306. 


Second, to pay for any past due interest, and any shortages to be 
paid by buyers. } 


Third, buyers will pay at close of escrow balance ef original 
$2,257,000. blanket trust deed leaving all trust deeds except golf 
course end individual home trust deeds paid in full. 
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fourth, buyers agree to pay $1,127,000. trust deed covering golf 
course on or befere two years from close of escrow. 


fifth, buyers will pay all necessary costs including real estate 
texes and interest to finish homes already under construction, and 
yill furnish a bond if necessary. 


Sixth, association will allow all homes to be sold subject to 
existing trust deed. 


Seventh, principal payments on the individual home sites are to be 
deferred until sixty days after each house is sold or after twe 
years from the date of closing of escrow, whichever comes first. 

The funds necessary to complete and/or to sel] the individual houses 
that now are encumbered by trust deeds payable to your company will 
be furnished by the buyers. 


Eighth, all properties to be delivered to buyer (with exception 
of homes and golf course) free and clear with Standard Form Policy 
of Title Insurance & Trust Company of Los Angeles. 
Kindly let us hear from you. 
Very truly yours, 4 
‘Oo 

Leatfy 

H. 
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Exhibit D-l--Map of the Bellehurst Properties, (This exhibit, a colored 
plate, is retained in the Subcommittee files.) 





Exhibit E-l--Letter from Thomas A, Gregory, president, Long Beach Federa) 
Savings & Loan Association, Long Beach, Calif., to Albert J. Robertson, 
February 9, 1960, responding to the Board letter of January 5, 1960 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


326 AMERICAN AVENUE . TELEPHONE HEmiocK 7-120! 


LONG BEACH 12, CALIFORNIA 


February 9, 1960 


Hon. Albert J. Robertson, Cnairman 
Federal Home Loan Bank Board 

101 Indiana avenue, N. W. 
Washington 25, D. C. 


Dear Mr. Robertson: 


I must confess I was surprised at your letter dated January 5, 
1900. 


It surely was my impression that you, as~well as the other Boa 


members, indicated in Washington that tne $5,500,000 of new capital 


to be made available by Colonel D. Harold Byrd of Dallas, Texas, 
and his associates, was a splendid additional safeguard for our 
Association's shareholders, the Federal Savings and Loan Insurance 
Corporation, and all concerned in the Association's now more than 
13 years of litigation witn the Bank Board. Yet, on page 3 of 
your letter you now say: 


. » - Im any event we do not see anything to ve gained 
by the sharenolders, the Board, or tne association in 
transferring the existing supervisory problems and the 
litigation to the same association operating under a 
different name and form." 


It seems to me that your indications in Washington concerning the 


additional $5,500,000 of new capital being a benefit and safeguan 


to our shareholders and your reference in the letter are contra- 
dictory. 


Your statements concerning the subdivider of Bellnurst not having 
invested new capital or not being in the financial position to do 
so, are in direct conflict witn your own examiners’ reo ous re- 
ports which disclosed millions of dollars of assets paid to these 
subaiviaere by the Association in the years immediately ‘prior to 
commencing the Bellnurst tract. 


We have repeatedly brought these facts to your attention in our 
prior interviews. 


The Walker banking interests, another of the subdivider group you 
met in the Club House on the subdivision, also told you directly 
of their. financial interests and abilities. 
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you undoubtedly will remember prior to the Bellhnurst loans, your 
ynderstaff objected to Association loans to, and profits of the 

gignt trusts. The Association finally sold the trusts at a pro- 

fit of more than $3,000,000, but $600,000 less than a normal re- 
payment would have yielded the Association. This sale was necessary 
because Of the arbitrary technical rulings of your staff, which 

ul were in direct conflict with the Internal Revenue laws 
enacted by Congress. 


fow the Association has another group of loans which comply with 
the laws, rules, and regulations for Federal Savings and Loan 
Associations, and which have been profitable to the Association. 


Although there is obviously ample security, again technical 
objections are raised. About the only way to conclusively 
satisfy the Federal Home Loan Bank Board personnel of the 
soundness of this project is to again dispose of the assets 
and again lose income for the Association during such sale and 
reinvestment. 


ing this to be the fact, the Board of Directors of tiiis 
Association, at & special meeting held January 25, 1900, authorized 
the Association management to negotiate a sale of a substantial 
portion of Bellhurst loans and again absorb the loss of income 
during reinvestment. Such action by this Association snould 
demonstrate the soundness of the loans and again demonstrate 
the unsoundness of your Board's objections. 


In paragraph 3 of page 2 of your letter you state: 


"There are actions you could have taken to demonstrate 
your intention to operate the association in accordance 
with law and regulations. . ." 


There is no instance in which this Association nas not complied 
with law and regulations insofar as your Board has permitted the 
Association to do so. , 


You mention one of these would have been to pay your insurance 
premiums to the Insurance Coi'poration.i/ In the event of controversy 
the lav specifically provides payments’may be made into court to, 
among Other things, prevent estoppel. Esto 1 has been used as 
& legal defense in this litigation by your - Pursuant to 
such Congressional enactment, the Association has paid the pre- 
miums into court. To have done otherwise might have forfeited 
the — Claims of the Association and its shareholders against 
the urance Corporation. If the Insurance Corporation would 
pay to the Association and its shareholders the amount it oves 
them, then the Association could pay the Insurance premiums 


59258 O—60—pt. 1 64 
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direct to the Corporation, without fear of estoppel, instead of 


paying such premiums into Court to protect the legal rights as 
provided by lav. 


Tne Association's shareholders have warned the Association's 
officers that if we pay money over to the Insurance Corporation 
until these claims are either decided or compromised, that the 
officers will be individually liable for any loss caused to the 
shareholders by such payments. 


You have suggested a payment of part of the premiums "based on 
share liability and undisputed creditor liabilities. . .". Yet, 
both the Insuranve Corporation and your Board's entire position 
in the 13 years in the Federal Courts, has been based on estoppel, 
waiver, and the taking advantage of any recognition by either the 
shareholders or the Association of any duty or liability to the 
Board or your Insurance Corporation. 


Certainly if your Insurance Corporation has any premium claims, 

it could have long since obtained a decision on the merits of 
those claims as it has done repeatedly by suing other Associations 
throughout the United States, and letting the courts decide whether 
there was, or was not, any liability to pay the denied premium. 
Apparently in our case alone tne Insurance Corporation has declined 
to follow the mandate of Congress and let the local U. S. Courts 
decide the merits of disputes between the Insurance Corporation 
and the insured shareholders. 

i 


You mention “Another is your failure to purchase the required 
amount of Bank stock." You know the proper amount to purchase 
bank stock has been paid into court as a proper and legal tender 
pursuant to law. You have knowledge of the San Francisco Bank's 
confiscation and conversion to its own use of multi-millions of 
dollars of this Association's assets. 


Do you suggest the delivery of $800,000 more of the Association's 
funds to such bank without the protection of court orders against 
further misappropriations by such Bank of this Association's 
assets? Either your Board is unable or unwilling to protect this 
Association against the existing multi-million dollar misappro- 
priation of the Association's assets by such Bank. 


The Association has sought the protection of the courts as pro- 
vided by jaw in the absence of the protection of your Boar. 


For us to pay another $800,000 to the ‘an Francisco Bank in the 
hope it would issue to the Association bank stock, instead of 
again misappropriating $800,000 on the denied debt of the 
Association, would be reckless exposure of our Association's 
shareholders' savings to another secret foreclosure and confisca- 
tion by your subordinates the San Francisco Bank. 
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on proposal that Long beach Federal Savings and Loan Association 
yert from a Federal mutual to a State mitual is in exact con- 
Tg with the law as enacted by Congress. 


Your counsel advised you and us in the presence of both of us that 
your consent to such conversion was not required. Even so, ve have 
endeavored to keep you advised, 


Your letter says, "we can see no necessity to convert to a State 
Association to accomplish that purpose." But we know of no wa 
that Colonel Byrd's $5,500,000 a. new capital can be made available 
vm snareholders in a Federal Savings and Loan Association. Con- 
ae to a California State Association is required as one of 
several steps to make this additional capital available. 


This is the first time we have had “I written statement of 
position concerning our October 17, 1957 settlement offer. We 
yould like to Teas your alternative suggestions concerning your 
objections to mt of Mr. Chapman's fee, (b) dismissal 

of litigation, and the overriding conditions of all proposals 
as stipulated by the association. 


We think your having held them under consideration for 2 years and 
3 months would have permitted you to formulate your counter pro- 
posals to these matters to which you object. 


I mow you are terribly ousy with tne many responsibllities which 
uigst have. When u ness time please write us the Board's 
counter proposals to fa), (bd) and (c) above. 


. er 


CRpvepers, 


t. A. Gregory, Pfesident <— 


TAG:dhb 
oct Ira A. Dixon, Member 
William J. Hallahan, Member 
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Exhibit E-2--Letter from R, Reese Myers, Myers Bros, Construction Co, » Inc,, 


Los Angeles, Calif,, to Home Investment Co, of Long Beach, April h, 1969 
offering to purchase designated Bellehurst tracts 


3407 SAM fCRmAnDe ROAD 





GENERAL BUILDING CONTRACTORS 
SINCE 1900 
Cliaten 6-318! 


April 4, 1960 


Home Investment Co. of Long Beach 

5>i2 Britton Drive 

Long Beach, California 

Gentlemen: 

Information nas reacned this office that you are -svumpiet.ng negot.ations 
to acquire the Bellehurst development, including certain land upon which 
tentative maps have been filed for an exclusive residential area. 


This letter is written to confirm our interest in the purchase of the 
group of lots below, at the purchase price stipulated. 


TENTATIVE TRACT 3260 
Lots 1-4 (46) $18. 500 
47-61 (15) 15,500 


TENTATIVE TRACT 3259 


Lote 1 - i7 (47) @ $14, 500 
16 - 4b ( 37) @ 13,000 
12° ore Ce a 15,000 
po - 71) 
oi - 45) 
T5 = G2) a * 135,590 


és 1% 


Should our offer ne accepted, we propose to start tne construction of two 


groups of humes consisting of .+ to 25 in each greup. Group I, on the 
goif course view property, at from $60,000 to $4C, 90 Group II, on the 
less expensive iocc away from the golf course, would seli ‘rom $36,000 
thrcugn $e, 

in keeping w.t:. terms of >.ur commitment fur f.noancing, this offer is 
gud for + davs and wi.. terminate at midnight on May 20, 196 


we would appreciate nearing from you at your earl:est convenience. 
Very truly yours, 


3274°C MYERS BROS. CONSTRUCTION CO., INC 





Exhibi 
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Ine,, Exhibit E-3--Deed of trust between Acron Investments, Inc., Velturon Corp., 
1960, Metrim Corp., and Fullerton Country Club, California corporations, and 
C. S. Jones and Edith B. Jones, husband and wife, and Kenneth G. Walker 
and Nancy M. Walker, husband and wife, trustor, Title Service Co., 
trustee, and Long Beach Federal Savings & Loan Association, beneficiary, 


This Beed of Trust, Made this. 27M 

Brtiveen AGRON IWESTMEMTS, IWC,. VELTURON COBPOBATION, METRIM CORPORATION, and 
ceccansvaessen CELERTOM COUNTRY SLUB, California corporations, ani ©. S. JONES and 

Ih B. JOMES, husband and wife, ani KENNETH G. WALKER and 


seaaecesneeseeses MANET. M,, WALRER, busvand. and wife... , herein called TRUSTOR, 
whose address is.............. See os See 


Yo : wooo 


Title Service Company 


a Corporation of Bellflower, California, herein called Trustee, and 


Long Beach Federal Savings and Loan Assoristion 
a Corporation, Long Beach, California, herein called BENEFICIARY. 





Witnesseth: That Trustor [RREVOCABLY GRANTS to TRUSTEE IN 
TRUST, WITH POWER OF SALE. that property in Orange County, 
Calefornig. Marit! as 


Parcel 1: ‘Those portions of sections 1¥, 30 and 31 in lownship 3 South, 
Range 10 West, and of sections 2; and 25 in Towmahip } South, Range 1) West, 
in the Ranche Loe Coyotes, partly in the city of Fullerton, and all in the 
county of Grange, state of California, as per map recorded in beck 51 

pages 7 and 6 of Miscellaneous Maps, in the office of the county recorder of 
said county, described as follows: 


Beginning at a point on the south line of said section 25, South 89 35' 20" 
West, 69060 feet from the southeast corner of said section 25; thence North 
O° 291 10" West, 7982.62 feet parallel with the west line of said section 25 
te the east-west quarter section ine of said section 24; thence Werth 69° 
3B" SO” Kast, 69.2) feet to the quarter section corner on the west lins of 
said section 19, as per map of Tract Nos 6k recorded in book 10 page 1k of 
Miscellaneous Maps, in the office of the county recorder of said county; 
Worth 69° 32' 30" Bast, 126m.80 feet to a point which bears South By° 32! 
West, 59en3 feet frem a 6” x 6 post on the south line of said Tract Mo. 
which post bears South 89° 3' 10" West, 123he6L feet from the center of 
Se¢tien 19 as shown on said map of Tract Noe 64; thence South 0° 29' 10° 
OLS5ebk feet to a point onthe northeasterly line of the right of way of the 
Atchison, Topeka and Santa Pe Railroad which is distant North 77 3° 00" West, 
1213-86 feet from a b* x h"® stake on the north-south quarter section lines of 
section 31 in said Township 3 South, Range 10 West; thence North 77 )3' oo 
West, 784.66 feet along said northeasterly line to the south line of said 
section 30; thence South 59° 3)! OO" West, U99019 feet to the said southeast 
corner of section 25; thence South 69 35' 20" West, 69260 feet to the point 
of beginnings 


thence 

Bal 
ble 
said 

East, 


EXCEPT all that portion thereof lying southerly of the northerly line of the 
Atchison, Topeka and Santa Fe Railroad right of way 100 feet wides 


} Said land is «laude within the areas show on a map filed in book 5, page 23 
of Record of Surveys in the of ice of the county recorder of said county. 
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Parcel 2: These porters of sewtimme & ant G in ‘oumsnig J South, Range 
11 weet, in the Kaneno Loe Coyotes, county of Orange, state of California, 
as per map recorded in book 51 page § of Miscellansous Maps, in the office 
of the county recerder of said county described as follows: 


Beginning at a point on the south line of said section 25, South 69° 35' 20" 
West, 69260 feet from the southeast corner of said section 25; thence North 
© 29' 10° West, 7982.62 feet parallel with the west line of said section 25 
to the east-west quarter section line of said section 2h; thense Seuth 67° 
38' SO” West, 25The27 feet to the center of said section 24; thence South 
89° 35' 50” West, 1315elk feet to a point on saia quarter section line which 
pears Worth 89° 35' SO" East, 1350039 feet from the west quarter section 
corner of said section 2h; thence South © 29' 10" Bast, 798502 feet to a 
point on the south line of said section 25 which bears North 69° 35' 20" East, 
1348036 feet from the southwest corner of said section 25; thence Morth 69° 
35' 20" Bast, 3569.39 feet to the point of beginnings 


KECEPT al) that portion tnereof lying southerly of the northerly line of the 
Atehison, Tepeka and Santa Fe Railroad right of way, 100 feet wide. 


Said land is included within the areas show on a map filed in book 5, page 
23 ef Record of Surveys in the office of the county recorder of said coumty, 


~ ; 
Fe 2 a 
Y 
G2 Sh 
. Cf s oH ‘“ 


All oblications secured hereby serail become immediately due and payable,at the 
option of the then beneficiary under the written Deed of Trust, in the event the 
title to the within property shall be sold, conveyed, or in any wise aliemted 
without the prior written approval of said beneficiary. 


The failure to exercise the said option by beneficiary in any instance shall not 
oreclude the -xercise of sat right or rights at any time, 


Together with all buildings and improvements now or hereafter placed there- 
on, and the rents, issues and profits therefrom, it being understood and 
agreed that all classes of property attached or unattached used in connection 
therewith shall be deemed fixtures. 

FOR THE PURPOSE OF SECURING: (1) Payment of the sum of $.7,980,000.00 
with interest thereon according to the terms of a promissory note or notes of 
even date herewith, made by Trustor, payabie to the order of the Beneficiary 
and extensions or renewals thereof; (2) Payment of such additional sums with 
interest thereon, as may be hereafter borrowed from the Beneficiary by the 
then record owner or owners of said property when evidenced by another pro- 
missory note or notes. (3) Performance of each agreement of Trustor herein 
contained. 
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Clary 
#0 collected or any pert thereof may be released to 
cure or waive any default or notice of default hereunder or invalidate 


tw 
in and defend any action or proceeding Pap eess © sins Ge cesmty heveel on he defn er gman d Suntitan 


ance 
ese, 6 Se See ae oe 


i 
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pay all costs and expenses, including cost of evi te tithe and attorney's fees in « reasonable sum, in any 
weeding in which Beneficiary or Trustee may appear. 
at least ten before delinquency, al! general and special City and County taxes, and all assessment om eppur- 
k, affecting prope-ty; when duc, all special assessments for public improvement, and net permit aay improve 
to isswe for any such — amessment; on demand of Beneficiary, all other encumbrances, charges and liens, with imter- 
pene oe rt thereof, which « to be prier or superior bereto; all costs, fees and ex of this T. 
rustor fail to make amy payment or to do any act as herein provided, then Beneficiary or Trustee, but without obligation se 
without notice to or demand upon Trustor and without releasing Trustor from any obligation hereof, mey: make or do the 
h manner and to such extent os either may deem te protect the security eof, Beneficiary or Trustees being 
enter epon said property for such purposes: appear in defend any action or proceeding purporting to affect the securi 
rights or powers of Beneficiary or Trustee; pay, purghi contest or compromise any incumbrance, charge or lien which 
j at of cither appears to be prior or superior tle in exercising any such powers, pey necessary expenses, employ 
and pay his reasonable fees 
& To pay immedistely and without demand all sume eo expended by Beneficiary or Truster, with interest from date of expendi 
fare at seven per cent per annum. 
6 To insure the payment of taxes and assessments which are Bow or hereafter may be a lien upon the property de- 
eribed at least ten days before the delinquency Unereof as provided for in paragraph A4 hereinabove, and to pay such 
time upon policies of insurance which may be required by the Beneficiary as provided for in paragraph A2 herein- 
, ~ tbe Trustors agree to pay to the Beneficiary in addition to any other payment required hereunder an installment of 
squats o' epeciai aasetarments levied or to be levied against the hereinabove described prenuses and ® inets 
4 a. r 
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tee pre“tuum or premiums that will become @ue and payabie to renew (he insurance on the pren. ines cos~-« 


reyutred by Une Beneficiary, Trustor agreeing to deliver promptly to Beneficiary all bills and notices therefwr 5 , * 
ments shall be equal to the estimated premium or premiums for wien insurance and taxes and assessments «=t » 
estimate’ by Buneficiary) iene a)! installments already paid therefor divited hy Ue munher of manthe “hel are to 
elaper before oe cep Sele #her o> pree rer ure ere a | -ewmevta «ff *«. ome delin- 
quent. Ii the arre , + wert w + em “Rie yeheg eet « um tictem | decharge 
the obligation of ‘he Tr *y eee? ore. ‘ “ sae A amen a+ ae “he game become duc 
Truster shall pay to Benet pon tte demané « ave “se ©0 5 a@ ' Mal equire to tlecharge Trustor’s oblige 
tien to pay premium or pr bon taxes and aaseen +r \t the option ef Beneficiary, all moneys paid to Beneficiary 
under the terms of this paragraph shall be held by Len ‘cary in trust to pay such premium or premiums, taxes and 


asscasments before the same become delinquent, or may be credited directly to interest and principal due under the 
terms of the note secured hereby and upon ae by the Beneficiary of taxes, assessments and insurance prem- 
jums, the amount so paid shall be charged to the principal due upon the note secured hereby. If the Trustor shall fail 
to pay the installments provided for in this paragraph, such failure shall constitute a default under this Deed of Trust 

7. In the event of defsclt in the payment of any of the monies to be paid under the terms of the note secured bereby or this 
deed of trust or .n the perfonnerce of any of the covenants and abligations of this deed of trust, then any funds in the possession of 
the Beneficiary under the provissens of paragraph A (6) may, at the option of the Beneficiary, be applied te the payment of princ- 
pal and/ur interest upon the obligation secured hereby in liew of being applied to amy of the purposes for which the fund established 
under Paragraph A (6) is estab’ uned 


B. Ft is metually agreed thet: 


. Ace axard of darares in connection with any condemnation for public ase of or injury to said pean ae any pert thereof 
is hereby asupned ant shall be psid to Beneficiary whe may apply ot release such moneys received by him in the same manner and 
with the same effect os abeve provided for disposition of proceeds of fire or other inewrance. 
2 By accepting paymeot of eny sum secured hereby alter its due date, Beneficiary does not waive his right either to require 
prompt payne “t when dur of all other sums so secured or to declare default for failure so to pay 
3 At a: twee or from time to time, without liability therefor and without notice, upon written request of Reneficiary and pre 
sentation of she Deed 2n4 said note ‘or endorsement, and without affecting the personal liability of any person for payment of the 
indebtedness secure! he-riny. Trustee may: reconvey any part of ssid property; consent to the making of any map or plat thereof; 
joint in PruNting aay caement the eon, or join in amy extension agreement or any agreement subordinating the lien of charge thereal. 
4 Upon written request of Deneficlary stating that al! sums secared hereby have been paid, and upon surrender of this Deed and 
said nate to Trustee for cancell:tion and retention and upon payment of itp fers, Trustee shall reconvey, without warranty, the poy 
then held hereunder. The reviisis on ach reconmveyance of any matters or facts shall be conclusive proof ef the truthfulness thereo! 
‘The geutee in such recone. nance mov le desenbed as “the person or persons legally entitled therein” Such request and reconveyance 
sirall operate as a re-esugnmer’ of the rents, inewes and profits hereinafter assigned to Beneficiary 
5 Upon defoclt by Tresor in payment of amy indebtedness secured hereby or in the performance of any agreement hereunder, 
Beneficiary shall h~ encitled a°4 may ond is hereby authorized, without notice, and irrespective of whether declaration of default has 
heen delivered io Trustive ant with ut regerd to the adequacy of the security for the indebtedness secured hereby. esther personally or by 
etelmey OF ages, © it.out bros oe any action of proceeding. or by receiver to be appointed by « court, to enter into possession ead 
hold, occupy, peow « and enjoy the said property. make, cancel, enforce or modify \easea, obtain and eject tenants and set or modiiy 
rents and terms uf sen: and to trhe, receive and collect all of any part of the rents. issues and profi thereof and, after paying such 
certs of maintensn e end operation of sald property as it in ite judgment may deem proper, to wen the balance upon the entire indelt 
edoess then secured hereby, the rents. issues and profits of sald pro being bereby asai to Beneficiary as further security for 
the payment of such indebsedness: and the scceptance of such rentals, issees and profits ] net constitute a waiver of any other 
right which Trustee or Beneficiary may enjoy under this deed or under the laws of ifornia. The  eipt and application by said Bene 
of all such rents, lames and profits, pursaant hereto, efter execution and delivery of said Declaration Defeult and Demand 
or during the pendency of foanevs Sale proceedings hereunder, ghall sot cure such breach or defanlt, nor affect said sale 
@r any sale made purveent thereta, but seck ream. iesees and profits, lees all cosw of operation and maintenance, when re 
Benefictary. shal! be appited ia reduction of the te Ume secured hereby 
ed by Trestor in payment ef any indebtedness secured or is jermance of amy agreewen! berewnder. 
Beneticlary ery al! soem secured hereby immed! auth dee and ceveble by we Tremen af written decleretinn af Aafenks 





re 
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1000 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 





. thal be applied im reduction of the feom the te time cocured hereby. 
6 éelealt by Tremor in paymem of any indebtedness secured or in performance of amy agreement hereunder, 
Bewehclary mey Geciere ol) samme secured wmumediatcly due and peyeble by te Trustee of written declarstion of defesh 
pend for ankle of written notice of defeat: and of clertion couse te be said property, which aaties Treviee shall cous is 


erty 
te which each property. if consisting of several 
in lewfa! money of the United Steers. peveble ot tase of sale. er 
property by pe! lic anme.rcement at cach t.me and place of sale, and frem time te time 
announcement et the time fi.cd hy the preeeding peatponemen. Trustes shall deliver te 
erty so sold. bat wrtheut eny covenant of warranty, express or implied The recitals in such deed of say matters or facts dhall be con. 
elusive proof of the trut!ifulmess thereof, Any persee, incleding Trestor, Trastes, or Benchciary os 
of 


at woch sale 

After deducting all cosm, fees and expenses of T 
sale, Trustee shell apply the prevrede of sale to payment of: 
interest af seven per cent ennum; all ether sums then secured hereby; and the remainder, if any, te the person or persons legally 
entitled thereta 

7. Tie Tressee named herein, or any seccewor or successors te any such Trustee mav. from time to time, be rubstituted by the 
rerording, in the County in which the poreperty herein described is located, of a subswruvon executed and acknowledges by 
ficiary, hereunder or Reneficiary’s successors in interest. Beneficiary, or Beneficiary’s successors im interes, shell. wpon election te 
eubstitute Tre-tees hereunder, cause @ copy of such substitutions to be mailed, prior to the recording thereof, te al! persons te whem 
a copy of notice of default ix required to be mailed by the provisions of the laws of the State of fornia, in the manner red 
by said laws. The substitution must conten the date of execution of this Trust Deed, the name of the Trustes, Trustor and Bene ary 
hereunder, the book and page where this Trost Deed is recorded, and the name of the new Trustes, and affidavit attached wo said 
substitution te the effect that notice hes been given to the persons and in the manner shove required. The substituten muy ales 
contain an acknowledgment signed and acknowledged by the then Trustee of the receipt of a copy of such wihetitution Seid Trustee 
shal! execute and acknowledge receipt of a copy of the substitution upon delivery of « copy thereof to caid Trustee, and the presents. 
tien of thie Trust Deed and the note for inspection by said Trustee, and upen pevment of all said Trustee's costs, fees or expenses Prom 
the time the substitution is Gled fur record, the new Trustee shall succeed to all the powers, dutirs, authonty and tithe a the Trestes 
herein named. The procedure herein provided for substitution of Trustee shall be exclosive of all other provisions fer subetemtion, 
statutery of otherwire. 

8. This Deed applies to, inures to the benefit of. and binds ell partics herete, their heire, legaters, derieves, admusierreters, 
frecutora, successors and assigns. The term Benefici: shall meen the owner and holder, including pledgeen, of the ate secured 
bereby, whether or not named as Beneficiary herein. In this Deed, whenever the comtext eo requires, the masrelier err der techedes 
Ge feminine and ‘or neuter, and the singular namber inchdes the pleral. 

% Truster accepts this Trust when thie Deed, duly executed and acknow! ie made « public record os premded br law 
Treiee ic not obbasted to notify any party hereto of pending sale under any Deed of Trust of any action 
te wh Try snr, Beneficiary or Trustee shall be « party unless brought by Trussre. 


€. To protert the security of this Beed of Trirst, Trustor further expressly agrees: 


Te comple promptly ard in good and workmanl.ke manner any building of improvement which may be constracted op end 
property, end te pay when due <!\ .osts incurred therefor, and if the loan secured hereby of any part head is beng cbenimed ber the 
purpre of construction of in.-:e:ements om said property, Trustor ane are, anything in this Deed te the comtrary sot 
(a) to curmpbete vante im ar ordance with plans and spectheavons satisfactory to Beneficiary, (b) to allow Renchriary te lnspen 
aaic! propery at all-tumes viurirs construction; (c) to replace any work or materials unsatisfactory to Beneficiary, withie Mecen 
iS) « der days after written notice from Beneficiary of such fact, which notice may be given to Trastor by segitered mail, som 
to his last known eddress, or by personal service of the same; (4) that work shail not cease on the construction of such myprewencen 
for any peason whatsoever for « period of fifteen (15) calendar days. The Trustee, epon presentation w « of on aides dgned 
. setting forth facts showing « default by Trostor under this paragraph, = authorized to ervept as tree amd conclanve 
focw end matemects therein, and to act thereon hereunder 


2 Che Urdersigned Trustor Requests that a copy of any notice of default and of env notion 


be mailed to him at his address hereinbefore set forth. 


dent METRIM cope, co 
CMV. A Cree et 
a ae a Cea ' Ser retary 


“FULLERTON COUMPRY CIIm 
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known t me to be the perese.. whose nome... mubecribed te the withle 
metrament, and ackeewledged thet__....._.____emecuted the sama 
(Metara! Seal) WITNESS wy heed and offs ia! seal. 


Notary Public im and for said Comoty and State 
1) executed by « Corporation the Corporation Form of Achaoule.!qment mast be nord 
(Copysst will copy) Jadexrc as Trust Deed ard as Asmg mens o' Kens 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


: S@4 5-56 (Corporation) 


¥# STATE OF CALIFORNIA Ss 
' i counTy OF LOS ANGEIES 4 
‘ 


i ie June_29,.1956 
bafere me, the undersigned, a Notary Public in and for said County and 
Seste, persenally appeared Thomas A. Brown .. 

known to me to be the... 


__ doyoo M. Windisch aol 


2. to me to be... tinea of 
the Corporation that executed the within Inatrument, known te me to be 


the persons who executed the within Lost: ument on behalf of the Corpora- 


therein named, and acknowledged to me that such Corperation exe- 
within Instrument pursuant te iis by-laws or a resolution of its 
directors. 


my — and official neal. j 
Ns Gh Neate heist tie dad hf. hela TE i see 
Notary Public in and for said County and Seate | 


Mw. Cc wc” *4Ote at oat , 


....President, and 





*s $56 (Corporation ) 


42 aTE OF CALIFORNIA Ss 
mentry oF LOS ANGELES 
o wenn SU. 29.1956. 
+++ we the undersigned, a Notar Public in and for said County and 
\ wy sereonally appeared C, M, Brown _ itches 
“* me to be the... —: ee ...President, and 
Bernadine Brennan ie ll 
me to be .. Secretary of 


wexition that executed the within Ins trument, ‘known to me to be 
~» who executed the within Instrument on behalf of the Corpora- 
» named, and acknow'edged w me that such Corporation exe- 
vtlin Instrument pursuant t» ite by-laws or a resedution of its 
° tera 


«* hand and dicial seal. 





ici Miaeatttaas ia aa —£: i rey 
icsusy Public i in a and Set ea County and State 


My Com) ion Gap.res comeary 15, 1989 


(ob (Corporation ) 


«7% OF CALIFORNIA 6s 
sa=Ty OF LOS ANGELES , 


‘me June.29,.19566. 
hen woe, the undersigned, a Notary Public in and for said County ‘and 


‘ee personally appeared... W..D. Windisch 





swe a me to be the... cinveshstnesininsiac i Veet, end 
Themes A... Bron iis eas 
I I incon ssscuasnaliaeininaiabaainaiaidtelalnsidebiiinl Senne of 


<erparation that executed the within Instrument, known to me to be 
tans «ho executed the within Instrument on behalf of the Corpora- 
named, and acknowledged to me that such Corporation exe 
Ag! @\eithin Instrament pursuant to its by-laws er a resolution of its 







XS hee). taal Dt ee Ee APR. 
/ Notary Puble im and fer sald County and State 


My Commission Bepizes January 13, 1967 
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»@ (Corporation ) 


‘§ OF CALIFORNIA Ss 
“TY OF LOS ANGELES 
__ June 29, 1956 | 
ne, the undersigned, a Tho oo a nd {gr said 1 County and 
rsonally appeared. . * 
| ee eS br og. endian, and 
Joyce. M, Windisch aa 
e to be........ 


Goatlinny of 
ion that executed ‘the within Instrument. ‘koown to me to be 


o executed the within Instrument on behalf of the Corpora- 
med, and acknowledged to me that such Corporation exe- 
tin Instrument pursusnt to its by-laws or @ resolution of its 


gore. 
y hand aed official seal . 
Veber: odd ae thal eters 
Notary Public in and for said County and State 
My Cor ~isiion Expires sanua.y 5, i982 
% (Individual) 
-> ® OF CALIFORNIA SS 
wry or LOS ANGELES 
____. Jane 29,1956 
we the undersigned, a Notary Public in ‘and for said County “and 
oon appeared... 


ones and Edith B, Jones. Pn — 


aotapenenill sacanstidionh 5. 
-*eament and acknowledged that they _ 


subscribed to 
executed the 


Notary 


Seal eand end offcial cook, 


Gee a. i Be eke? Lee. bak 
er Public ia ond | for said Coanty angypyatc 


Jeanuety 


® (Individual) 


fF OF CALIFORNIA Ss 
STY OF LOS ANGELES 


Sune 29, 1956 _ 


wo, the undersigned, a Netary Publie in and for said ( ‘ounty and 
rsonally @ 


melt sg G, Walker end Hancy M, Walker 


awe to be the persen®.. whase name. s 
natrument and acknowledged tha: they 


subscribed to 
executed the 
> hand end ofuad seal. 
. é 
a MEAS ey. ter “S.e. eel hk ee 
Notary Public te and fee said County and State 


Why ee Beet ip we ew aig ody ral 
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Mien POWER OF SALE 
Rote ORDER NO. 
GemEat Gxnese ESCROW NO. 


WHEN RECORDED PLEASE MAIL TO: 
LOND BEROH FEDERAL SAVIMS 
ii (aw ASSOC TATION. 
325 American Averwme 00 


Long Beach, California 


ie eS >= 


» Title Service Company 
380 EAST FOURTH ST 
*« % ‘LONG BEACH 2, CALIF. 
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Exhibit E-4-'-Receipt from C. E. Ault, Supervisory Representative in 
Charge”of Long Beach Federal Savings and Loan Association, to 
the Officers of the Long Beach Federal Savings and Loan Association 
of one original deed of trust dated June 29, 1956. 





said corporation trustors, the corporate seals of said sorporst.ogs, 


| 
| 


1 | RECEIPT 
2 h RECEIVED of the Officers of the Long Beach Federal 
3 j Savings and Loan Association one original deed of trust dated | 
o | the 29th day of June, 1956 between Acron Investments, Inc., | 
5 Velturon Corporation, Metrim Corporation, and Fullerton Country | 
@| Club, California corporations, and C. 3S. Jones and Edith B. 
7 Jones, husband and wife, and Kenneth G. Walker and Nancy M. 
8 | Walker, husband and wife, therein called trustors, and Title | 
9 | Service Company, therein called trustee, and Long Beach Federa)] 
10 | Savings and Loan Association, therein callea beneficiary. | 
il } Tne legal description attached to said trust deed is 
12 | @ lengthy metes and bounds description on two attached pages, 
1s | each of which bear the initials of the individual officers and | 
14 | individuals who executed said trust deed as trustor. 
15 t Parcel i of such legal descriptions refers to: | 
16 | "Those portions of sections 19, 30 and 3] 
17 | in Township 3 South, Range 10 West, and of sections 
is 24 and 25 in Township 3 South, Range 11 West, in 
19 the Rancho Los Coyotes, partly in the city of | 
20 | Fullerton, and all in the county of Orange, state 
? | of California, as per map recorded in book 5l, 
22 | pages 7 and 5 of Miscellaneous Maps, in the Office 
a5 1 of the County Recorder of said County.” 
te Parcel 2 of such iegal descriptions refers to: 
- | “Those portions of sections 24 and 25 in 
26 Township 3 South, Range 11 West, in the Rancho 
27 | Los Coyotes, County of Orange, State of California, 
28 as per map recorded in Book 51, Page 8 of Miscellangous| 
29 | Maps, in the Cffice of the County Recorier of said 
50 | County." | 
31 Said deed of trust bore the signatures of corporate officers for 
| 
| 
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1 and was acknowledged by said officers for said corporations and | 
ton j by said individuals before Helen 1. Beckstrom, with her notarial | 
| seal affixed. 
| | Said original trust deed did not bear any indications | 
g| that it had been recorded. It read in part: 
al "FOR THB PURPOSE OF SECURING: (1) Payment of | 
| the sum of $7,9580,000.00 with interest ti:eceon | 
ry | o| according to tne terms of a promissory note or 
9 notes of even date herewith, made by Trustor, | 
10 payable to the order of tne Beneficiary and exten- 
| 11 | sions or renewals thereof; (2) Payment of such addi- | 
al | | 12 | tional sums with interest tnereon, as may ve 
| 13 hereafter borrowed from tne Beneficiary by the then 
8 “4 record owner or owners of said property when | 
a5 | evidenced by another promissory note or notes. | 
d 16 (3) Performance of eack agreement of Trustor } 
17 | herein contained." 
i There were paperclipped to said original trust deed 
Ai 19 | copies of a partial reconveyance deed referring to several | 
| 2 | hundred lots in tracts 311l, 3211, 3250, 3261 and a metes and | 
21 bounds description. 
Py There was also & handwritten memo reciting that said 
| 2%! deed of trust had been snown to Federal tiome Loan Bank Board exam+ 
24 | iners by officers of tne Association. 
26 | DATED April 23rd, 1900 at gS o'clock P.M. 
n| | 
21 | 4 <. Gua | 
. B. T, Supervisory Representa- | 
3 | tive in Charge. | 
* | 
mi 
a) el | 
32 | 
\ 
| 
for 


retiogs, 
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Exhibit E-5--Financial Statement as of October 31, 1959, of the Home gE 
Investment Co. of Long Beach, California 


4 Sacunrry Finest National Bank (pusmenes) 


FINANCIAL STATEMENT | 














| pam 
r } 201 
nama Home Investment Co. of Long Beach Aopress 5512 Britton Dr. , Long Beach,Caliy | | 
Houses Lavestments-Real Estate ACCOUNT AT, Mend Ofc _ - 
, STATEMENT AS OF 2. October 31 0 tw 59. 
Thue sistemeni ie furnished fer the parpese of credit, and is te be regarded os eoutinnces until amether shal) be substituted 6-3 
undersigned, or any endereer or guarantor of Ube of the undersigned. s! any imme becomes inesivest, os cumaniic am oot 
a if aay writ of etachment, gerawhment, execution or other legal process be weurd ageieet property of the undersigned. or if 6-30 
agniant the uaderugecd, ether thas ee real . m made by the Federal or State goverament, or eey department theres!, or 
tations made below prove te be usires, or Te te ere ee See 2 Sarl endian w betow 
MN either ouch case, all of ihe obligations of the te or bald by you, either os bervewer or guaranter, chall mumedintay beomas dex eI 
i] witheut demand or action ln consideration of the - of any credit to the undersigned hereafter, the andarsigned hereby 
| EF phesding of the stature of limitations as s defense to any of the undersigned ie you \ 
—=—— a eee ons a 12~ 
asserTs | AmouNT LIABILITIES 7 
CASH: 6 863130 lI NOTES PAYABLE (Schedule E) 6=3C 
On Hand Security First Netwnal Beak | 
I} Security First Nations! Bank | Other Beaks Farmers & Merc 2-20 
i} Other Banks ! i For Merchandise Payables 
. | '| ‘Te Others Deposits 6-30 
i] ACCOUNTS RECEIVABLE OF CUSTOMERS 208 333, 56 || TRADE ACCOUNTS PAYABLE (Schedule F) 
i Net Dee Comtracts Rec. ! 70 917! 42 || TRADE ACCEPTANCES PAYABLE Misc 
| ete Merkin Proceds 65 351 67 |/OTHER ACCOUNTS PAYABLE Cont, B 6-3€ 
Past Des, 90 deys or mere BLA. ''O 4 “a 303,45 || R. E. "On Sale" - eee ae 
TOTAL ACCOUNTS ¢@ CURRENT} | 6-30 
Less Rea. tor bad debts \ Afilinted Companion, or Relatives | Sebedule G) | 
|] TRADE ACCEPTANCES OF CUSTOMERS —| ieee | | 
NOTES RECEIVABLE OF CUSTOMERS , ACCKUED ITEMS (Except Income Taxeo—eee 6-30 
Net Dee Construction Costs |; 74 559, 56 | below) |: i 
Past Due Stock Eq. Say. & Loan 30 061'31 \ | cuatres MTCS.— LEASE CONTRACTS . iy 6-30 
TOTAL NOTES s j : MORTCAGES OR LIENS ON REAL ESTATE |) 1 165 154,75! 
Deets ae ' 261 500/00 |/Continental Bank  — (Scheae 8) 130 20000, 12+3 
id MERCHANDISE (Schedele A) Lt TD's f 456 426/94 || TAX LIABILITIES (Schedule H) RR, EK. it 343 ses 
1d Real Emate & Bldgs. (Schedule B) | 2795 091 61 Inceme Taxes Accrecd for Current Year 
| Laue Resarve tor Depreciation | Imcome Taxes fer Prier Yeare Qel= 
|| Semmmntteeee Parking V. Coll Cn: 148 000/00 | Employers Income Tax Withholds t 
‘ Machinery snd Equipment Nevada Title . 60 250/00 Fed. ln Contri. Act, (lacl Karp. Withhobds) j 6-36 
P| Astemebiles cod Tress & B&uip 63 762/61 || suste @ Federal Unemployment lnvwence i 
| meme Leasehold impr. } 42 970/94 |) Cuber Temes (Schedeie H) 1) 6-30 
Lem Bas, tor Duprensetsae 4 TD's | 70 137/20 @ Deferred Credits i a 
: — 24 933/91 |) oTwen LIABILITIES (hemi) ’ 6-30. 
ee ee ; ¢ : Advances-L.8. Whaley Co. | 791 
ee tres (us trelied = (Ps cocorse Milbenapattat 19 33571 j]- Loans - Officers | | 70 035M 6-36 
Wee fe ber, Circ rt otter, j ‘ } oe 
_h  Rmolepens a Reduttew (Sebotnie D) Misc, + 92 187/24 Bi carrran stock: 6-30: 
a ; t Guim§-Cuanig ‘ 00 
Mahe oo se ' ; : _ | Comme —Outernnding | — 4-30 
eae. ; + SURPLES AND UNDevIDED Paoerrs, | 2 25b/esa@l ; 6430. 
siguaitenayiantinnsesipiaisasaibaniatiaal + si i WET WORTH (Wccincwpreed) 11-11 
one co. % 1 | 10-1) 


Oo Pe car” Ps 











65 1565) | 

30 200: 00 

43 965ja0) | 
1 | 
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Exhibit E-6--List of securities deposited by the Whaley Group with the 
Long Beach Federal Savings & Loan Association as additional collateral, 


notes and trust deeds 





NOTES 
DATED FAPCUTED BY IN FAVOR OF QRIGINAL AMOUNT 
2018-59 BEL-STATE SIXTH, INC. L. S. Whaley Lumber Co. $ 5,000.00 
6-30-59  L. S. WHALEY & SONS, INC. 
Lloyd S. Whaley 64%, 840.63 
6-30-59 HOME INVESTMENT CO. L. S. Whaley & Sons, Inc. 36,583.03 
6-20-59 HOME INVESTMENT CO. L. S. Whaley Lumber Co. 22,012.16 
e10-5? TITGFsOOD KOMES, INC. Lloyd S. Whaley 10,204.05 
12031257 HOME INVESTMENT Co. Lloyd S. Whaley 378,672.50 
6-30-59 HOME INVESTMENT CO. Lloyd S. Whaley 110,678.66 
2020258 HOME INVESTMENT CO. Lloyd S. & LaVere Whaley 60,000.00 
6=30-59 L. S. WHALEY & SONS, INC. 
Lloyd S. Whaley 750.90 
6-30-59 HOME INVESTMENT CO. Los Altos Development Co, 8,350.00 
6-30-59  L. S. WHALEY 4% SONS, INC. 
First Securities Co. of Newt 97,177.94 
6-30-59 HOME INVESTMENT CO. First Securities Co. of Nevadal95,203.90 
6-30-59 HOME INVESTMENT CC. BEL-State Sixth, Inc. 51,814.21 
1203058 3s L. GS. «WHALEY & SONS, INC. 
Home Investment Co. 5 000.00 
901-58 RIDGEWOOD HOMES, INC, Bel-State Sixth, Inc. 11,025.00 
6-30-59 L. S. wilALEY CO. Los Altos Investment Co 1,020.00 
6-30-59 L. S. WHALEY CO. Bel-State Sixth, Inc. 12,309.11 
6-30-59 L. S. Whaley CO First Securities Co. of Nevaim 5,846.17 
6-30-59 L. S. WHALEY CO. Lanai Homes, Inc. 16,747.23 
6-30-59 L. S. WHALEY Co. Bel-State Fourth, Inc. 2,810.10 
60 40= 59 L..S. WHALEY CO. Bel-State Fifth, Inc. 12,151.83 
6-30-59 Se 8. WiALBY CO L. S. Whaley Lumber Co, 40,153.81 
11-14-56 = 8S, WhaLEY’60, Los Altos Investment Co. 9,362.23 
10-11-56 BEL-STATE, SIXTH, INC. Home Investwent Co. 75.900 90 
$1 232,713.46 
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Exhibit E-7--Whaley assignments of stock to Long Beach Federal Savings & 
Loan Association as additional collateral for loans 


WHALEY ASSIGNMENTS OF STOCK TO LONG BEACH FEDERAL 
SAVINGS AND LOAN aan Chae AS ADDITIONAL COLLATERAL 
A 


BEL-STATE FOURTH, INC. 
Certificate Ho, 


COW OYNOWN FWD 


— 


BEL-STATE FIFTH, IN. 


Certificate No, 


1 
2 


BEL-STATE SIXTH, INC. 
Certificate No. 


1 
2 
LOS ALTOS INVESTMENT CO. 
Certificate No. 


6 
1% 
17 


LONG BEACH UNDERWRITERS 


10 
21 


0 





LOS 


LAN 


HOM! 


ALS( 


in E 
to F 


s & 
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L. 8. WHALEY LUMBER CO. 


Certificate No, No, of Shares 
1 500 
2 500 
5 8,309 
6 500 
7 


70,809 


LOS ALTOS DEVELOPMENT CO. 





Certificate No, No, of Shares 
2 2 
15 60/100 
16 40/100 
18 & 
se AS 
LANAI HOMES 
Certificate No, N 
6 80 
? 200 
8 4O 
10 


HOME INVESTMENT CO. 


3 


FN —-0OW @ONAwWN— 
—> + 
oo 


~~ —-=§ — 


ALSO NOTE SECURED BY DEED OT TRUST dated May 23, 1958, executed by 
Los Altos Realty, Inc., recorded May 27, 1958, as Document No. 2869 


in Book T190, Page 732, in the original amount of $63,263.44, payable 
to Home Investment Co. 


59258 O—60—pt. 1——65 
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Exhibit E-8--General pledge agreement executed by Mr. and Mrs, Lloyd 
S, Whaley with Long Beach Federal Savings & Loan Association, 
January 12, 1952 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 
GENERAL PLEDGE AGREEMENT 


(1) In consideration of any financial accommodation given, to be given, or continued to the undersigned by Long Beach Federai 
Savings and Loan Association, a United States corporation (hereinafter called Association ), and as collateral security for the payment 
of all debts, obligations or liabilities now or hereafter existing, absolute or contingent. of the undersigned, or any one or more of them 
to the Association (hereinafter called “indebtedness'), the undersigned hereby assign, transfer to and pledge with the Association all 
notes and deeds of trust securing the same. all money, all share accounts, and all other property this day, or heretofore. delivered to the 
Association, or which shall hereafter be delivered to, or come into the possession, custody or control of. the Assuciation io any 
manner or for any purpose whatever. during the existence of this agreement. and whether held a general or special account, or Ie escrow 
or in trust or for safe-keeping or otherwise, together with any new securities or other property to which the undersigned shall. or may 





hereafter. become entitled to receive on account of such property; and if the undersiyned receive any such, the undersigned will imme 
diately deliver it to the Associz 





m to be held by the Association hereunder in the same manner as the propert originally pled 
hereunder. All property assigned, transferred to. and pledged with. the Association under this paragraph is hereinafter called collatera! 


(2) The undersigned will at all times maintain with the Assoviation collateral of a « 
caavon 





and value satisfactory to the Ago 


(3 At any time, without notice, and at the expense of the undersigned the Assciation, in its name the name of its nominee 
or in the name of the undersigned, may. but shall not be obligated to: (1) collect by legal proceedings therwise, endorse, receive and 
receipt for all installments, interest, principal payments and other sums now or hereafter payable upon or on account of said collateral, 
2) enter into any agreement to renew, extend, modify or change in any respect any of the terms of the « ateral. accept other Property 
in exchange for such collateral; sell, as the agent and for the account of the undersigned. all or any part of the collateral, and if the 


Association shall sell any notes and deeds of trust at a price in excess of the unpaid balance of principal and interest thereof at the 














date of sale, said excess shall become the property of the Association as compensation for its services in effecting said sale. and do and 
perform such acts and things as it may deem proper; aod any money or property received in exchange for such « ateral (except sav 
excess of sale price of any notes and deeds of trust sold over the unpaid balance of principal and € ere hall be applied w 
the indebtedness, of thereafter be held by it pursuant to the provisions hereof 3) make any mpromise or settlement it deems de 
sirable of proper with erence to the collateral; (4) imaure, process and preserve the collate suse the collateral to be trans 
ferred to its name or to the name of its nominee: (6) exercise as to suc! lateral all the rights, powers and remedies of ap owner 

4) The undersigned agree to pay. or cause to be paid. prior to delirqueny. all taxes arges, liens and assessments agoinst 
the collateral, or against any property om which the collateral is a lien. or w h in any way affect the collateral and upon the failure 
of the undersigned to do so the Associatx at its option, may pay any of ther ‘ shall be the sole judge of thé legality o 
validity thereof and the amount necessary to discharge e same 

5) Ali advances, charges mts and expenses, includ reas attorneys fees. incurred or 5 by the Association in exercis 
ing any right. power or remedy conferred by this agreement, or in the enforcemert thereof. shal e ¢ a part of the indebtedness & 
cured hereunder and shall be paid to the Association by the und med eJiate ' s 4 terest thereon 


the rate of 6!) per cent per annum 















































(6) At the option of the Association and without necessity dema ea ran rt of the 
signed shall immediately become due and payable. irrespective of an ayreed atul upon the ppening 
events: (1) failure to keep or perform any of the terms or ¢ ns of this agreement deta € pal or inter 
est when due; (3) any deterioration or impairment of the era ra part ¢ e ’ r value or 
market price there her actual or reasonably to be as ate ahs suses the ateral uf ¢ Association & 
become unsatisfactory as to characte value 4) the | f any attuchment. execution or othe x ess aga he undersigned. o 
any of the collatera 5) the death. insolvency. fa siness Amssion an act nk ¥. gene . ent for the benefit 
of creditors. filing of any petition in bankrw y r ef und the provisions of the Nat Bankrup a y. OF against the 
undersigned « any wnaker, @ ak s t ra the udehted s ‘ e rs : note of other 
document evidencing the indet H e 4 et going spe gr Y rther figan 
cial accommodation hy the Asse rn 
(7) Ia the event of the nonpayment of any indebtedness when due. or up e happe fa f the events spectfied in the 
last preceding paragraph. the Association may then, or any ar ime th after. at its election. af ftoft t or sell in one @ 
more sales, with or without ar pre ss demands or demand of performance tice ¢ advert ’ € rf any part of the 
ollateral 4n such order as the Ass mf , any h sale mav t ade cither @ sale at tts place of 
business or elsewhere, or at any broke ord or securities exchange. either f s f up redit or for futu Jelivery. at such 
price as the Association may deem fa ad the Association may be the purchaser of a teral so sold and hold the same 
thereafter in its own right free from ar laim of the undersigned of right of redemptior Dema F rmance. notices of sale 
advertisements, presence of pr at sale. and the provisions of Section KU the Cox ' a rnia are hereby waived 
and the Association is heret ” to sell hereunder any evidence o ebt pledued ¢ t A sale hereunder may be conducted 
an auctiones tf * agent of e Asso iatior 
5 The weeds of the sale f ar f the ral a all « s re ‘ ected at f rove rf on account of 
such collateral si be applied by the Association to the payment of expe s ir ed Pp ' A ssn r connection wih 
sale. transfer or delive f the ateral. to the payment of the Assoc s pensation eo sts charyes, attorney’ 
ees of expenses mentioned herein. and to the payment of the indebtedness or a art thereof. a h order and manner o 
the Association in its discretion may determine The Asscxiation shall pay any balane to the to the person or person 
ntitled thereto upon proper demand being made therefor 
9) The Association sha ¢ under no duty or obligation whatsoever to make or g any present s demands for performances 
notices of nonperformance. protests. notices of protest es of dishonor ir ection with a n stians or evidences of indebted 
ness held by the Association as latera ' onect with a bligations or evide lebtedness which constitute in whole 
r in part. the indghtraresg se ed herrunder 
Each Pee. indersiy wives a right to require the Ass ation ¢ ‘ nst any person. (h) proceed against 
9 exhaust any coflatera). or mirghe any other remedy in the Associations power and any defense arising by reasoo o 
any disability or other defense of any oth he undersigned any other persor r by reason of the cessation from any cow 
whatsoever of the Mability of any other of the undersigned or any other person. Until all indebtedness shall have been paid in ful 
none of the undersigned sha!! he any right of subrogation. and each of the undersigned waives any r to enforce any remedy which 
the Association now has or may hereafter have against any other of the undersigned or against any other person and waives any benefit 
of purticipation. an ht participa m ar ollateral or security whatsoever. now or hereafter held by the Association Bach 
of the undersigned authorizes the Asscciation without notice or demand and without affecting his liability hereunder or on the indedted- 
yeas. from time to time. to (a) renew. extend accelerate or otherwise change the time for payment of. or otherwise change the terms of the 
indebtedness or ar part thereof including tn or decrease of the rate of interest thereon; (b) take and hold security other thas 





the collateral herein described. for the payment of the indebtedness or any part thereof, and exchange. enforce, waive and relense the 





onder OF 


qh) 


(12) 
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cdistera! berein described. or any part thereof. or any such other security: (c) apply euch collateral or other security. and direct the 
order or manner of sale thereof, as the Association tn its discretion may determine: and (d) release or substitute any other of the under- 
sped, or any of the endorsers or guarantors of the indebtedness or eny part thereol, or any other parties thereto. 


(11) The Association may at any time deliver the collateral or any part thereof. or the proceeds thereof, to any of the undersigned 
und the receipt of any of the undersigned shall be a complete and full acquittance for the collateral so delivered. and the Association 
gall thereafter be discharged from any liability or responsibility therefor 


(12) Aay married woman who signs this agreement hereby expressly agrees thet recourse may be had against ber separate prop- 
erty for all ber indebtedmess to the Association secured by the collateral under the terms of this agreement. 


(13) Upon any transfer of all of any part of the indebtedness. the Association may transfer all of any part of the collateral. 
sod shall be fully discharged thereafter from all liability and responsibility with respect to such collateral so transferred. and the transferee 
shall be vested with all the rights and powers of the Asso iation hereunder with respect to such collateral so transferred. but with respect 
to asy collateral not so transferred the Association shal! retain all rights and powers hereby given 


(14) This is & continuing agreement and al) the rights. powers and remedies hereunder shall apply to all past. present and future 
indebtedness of the undersigned to the Association, including that arising under successive transactions which shall either continue the 
indebtedness. increase or decrease it. or from time to time create new indebtedness after al! or any prior indebtedness has been satisfied 
sod notwithstanding the death. incapacity. or bankruptcy of the undersigned. or any other event or proceeding affecting the undersigned 


(15) Until all indebtedness shal) have been paid in full. the power of sale and all other rights. powers and remedies granted to 
the Association hereunder shall continue to exist and may be exercised by the Association at any time. and from time to time. Irrespective 
of the fact that the indebtedness or any part thereof may have become barred by any statute of limitations, or that the personal 
ability of the undersigned may have ceased 


(16) The rights. powers and remedies given to the Association by this agreement shall be in addition to all rights. powers and 
remedies given to the Association by virtue of any statute or rule of law The Association may exercise its right of set-off with respect 
to the indebtedness in the same manner as if the indebtedness were unsecured Any forbearance or failure or delay by the Association 
in exercising any right, power or remedy hereunder shall not be deemed to be @ waiver of such right. power or remedy, and any 
tingle or partial exercise of any right. power or remedy hereunder shall not preclude the further exercise thereof: and every right. power 
sad remedy of the Association shall continue in full force and effect until such right. power or remedy ts specifically waived by an 
lestrument in writing executed by the Association 


(17) te all cases where but one party executes this agreement all words used herein in the plural shall be deemed to have bees 
wed io the singular where the context and construction so require: when this agreement is executed by more than one party all ref- 
erences to the undersigned shal! mean sl! or any one or more of them. The obligations and agreements of the undersigned hereunder 
we joint and several. 


IN WITNESS WHEREOP the undersigned have executed this agreement this 12ssy of January igth 34 


ee, 
+0 >. Whaley 


La Vere “haley neal 
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Exhibit E-9--Guaranty agreement executed by Home Investment Co,, Inec,, Exit 
and Lloyd S, Whaley with Long Beach Federal Savings & Loan Association Si 
August 22, 1959 . 


GUARANTY AGREYMENT 


In consideration of financial eccamonation to be given, mw. 
er Continued to Bel-Stete Sixth, Inc., @ curporetion >y Jgma_lnass Peters Fede} 
Sevings * Sean Mewes atom. the undersigned corporation jointly wever. Long 
ally hereby cuarentee the faithful performance of said Bel-Sate 
Sixth, Inc., for the payment of ef ey debty Lavere or \sabiliVieg ees 
now or hereafter existing to Long Loan Aseceistia, 
The guarantors agree that cvon the hreach or violation of stat 
“« chal accamalatian and notification of sam such 
‘Baid -varantor will immediately fulfil) 
the ~ation of sa terms of tre financial accumsdaition, bt 
This yuarentee is specifica...» Limited to the Eastwood Sw. } info 
division, located in or near the city of Industry, County of Los 0. 
Angeles, California. be 0 
The undersigned does hereby .¢ree to any extention or nod. oer 
ification, from tine tc time, of bel-State Sixtl., Ine., obli-ation 
hereunder and does hereby ayroe thot such extention or modification (nr 
shall not in ary wise forveit or nullify the undersizned guarantees i 
aforesaid, Se 
iL 
The ilehility of the juarentor= nereunder shal) ineclede such 
attormy's fces as the cout may deem renasonahia in the event en / om 
action is fiied to enforce the tema ©” this axreament, | . 
IN WITNESS WHRRMOr, Yome investment Company, Inc., has 
caused this ;varanty to be execute.’ ar celivered this 22nd day of / * 
August 1959, by its officers jv'y authoriz:d to @ in accordance | 3 
with a re.vlarly adopted res-lution of ite Moard of Directors of a 
Home Investment Vorpany Inc. 
{9 
& 
HOME INVESTMENT COMPANY, Im, ) f 
a eliformia Scrporatian 
“3% 


N 
o—_— se oe CO re 








aC, 


ch 


dation, 
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Behibit E-10--Letter from Thomas A, Gregory, president, Long Beach Federal 
Savings & Loan Association, Long Beach, Calif,, to Lewis C, Harrington, 
March 7, 1960, transmitting designated documents, receipt of which was 
acknowledged on March 10, 1960 


March 7, 1960 


i. Harrington: 
Pursuant to your st, the ern epee Don ag pon six photo- 
statio copies of of the documents r listed and deliver 


such to you herewith. 


ven therefrom in the event you are called to do 
so, We are of the thet your diligence in this master wild 
be of mutual tec to both tion and the Home Loan 


J te dated August 21, 1959 for Six Hundred Five 
Thousand ,000.00) Dollars payable to Long Beach Federal 
Savings Loan Association, executed by Bel-State Sixth, 
Inc., & Corporation. 


y Deed of Trust dated August 21, 1959, executed by Bel-State 
Sixth, Inc., a tion, ogy the aforesaid note and 
recorded in Book » Pages of official records. 

/ Becrow Statement of First Escrow and Title Co. to Bel-State 
Sixth Ino., in re Escrow No. FE 127359 concerning the 
Association's Loan No. 24157. 


/ @aranty t executed by Home Investment 
a Califo 


a Ins. 

Corporation, and by Lloyd 8. Maley taal siaumify, 
the obligations le to the Association 

Guile Stith, Ino.” © Corgenttien. ” 


a Se ee ee Sevings and Loan 
Association to Bel-State » Inc., regarding Loan No. 
24157, Becrow No. 12739. 


Supplemental Appreisal Committee Report dated November 3, 1959 
/ shoving the total valuation to be One Million Three Hundred 

Forty-one Thousand Ten ($1, 541,010.00) Dollars secure the 

Association's loan of Six fimdred Five Thousand ($605,000.00) 
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_ Lean Application executed by Bel-State Sixth, Inc., a 
Corporation, dated August 21, 1959. 


Original Appraisal Committee Report showing total valuation to 

“be One Million Two Hundred Eighty-eight Thousand ($1, 288,000.00) f 
Dollars, prior to the additionsl improvements shown in the 
Supplemental Appraisal Committee Report. listed above. Als 


Letter dated November 3, 1959 addressed to Long Beach Federal a 
Savings and Loan Association showing additional improvements 
to the Loan No. 24157 to consist of Fowr (4) single-family 
dwellings, which are included in the Supplemental Aperei sa. 
showing a total value of One Million Three Hundred Forty-one 
Thousand Ten ($1,341,010.00) Dollars. 


Policy of Title Insurance No. 5229225-C executed by Title 

Insurance and Trust Company ins g the Association's loan 
— of Six Hundred Five Thousand ($605, .00) Dollars to be 

the first encumbrance upon the property; therein described. 


3 -h ae 


X 


Xs 
Yo So ro 


In regard to the Association's Loan No. 24156, the photostatio copies 
of documents are as follows: 


Promissory Note dated August 21, 1959 with the principal of 
Five Million Hundred Seventy-e t Thousand Four fonarea 

“ ($5,278,400.00) Dollars payable to 5 Beach Federal Suvings 
and Loan Association, executed by Bei-State Sixth, Inc., a 
Corporation. 


_Deed of Trust dated August 21, 1959 executed by Bel-State Sixth, 
-— Inc., a Corporation, securing the eforesaid Note and recorded 
in Boox T8902, Pages 3753-801 of official records. 


Escrow Statement from Farmers and Merchants Bank on No. 69778 rs 
~ to Long Beach Federal Savings and Loan Association concerning the 
Loan No. 24150. 


. “Escrow statement from First Escrow and Title Co. on Escrow 
No. 12738 to Bel-State Sixth, Inc. concerning Loan No. 24156, 
Guaranty Agreement executed oy Home Investment Company. Ins., | 

~ a California Corporation, and by Lloyd S. Whaley, Individually, 
guaranteeing the obligations of Bel-State Sixth, Inc., payable 
to Long Beach Federal Savings and Loan Assoclation, dated 
August 22, 1959. 


_ Escrow Statement from Long Beach Federal Savings and Loan 
“ Association to Bel-State Sixth, Inc., in connection with 
the Association's loan. 


/ loan Application executed by Bel-State Sixth, Inc., a 
Corporation, for the above numbered loan. 


pies 
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Policy of Title Insurance No. 5229225-B insuring the Association's 
loan for Five Million Two Hundred Seventy-eight Thousand Four 

“qundred ($5,278,400.00) Dollars to be the first encumbrance upon 
the property therein described. 


Also enclosed are: 


ral Pledge Agreement dated January 12, 1952, executed by 
4 aed S. Whaley and La Vere Whaley. : , 


General Pledge t dated December 3, 1953, executed by 
tome Investment Co. of Long Beach. iv , 


General. Pledze Agreemant dated August 1, 1955,executed by 
vy Bel-State Sixth, Inc., a Corporation. 


Yours very truly, 
LONG BEACH FEDBRAL SAVINGS 


AND YY ASSOCIATION 
T. A. Gregory, President 


TAG:dhb 
Inc. (21) 


Received the original of the above letter and all of the enclosures 
therein tnis <2 ra day of March, 1900, as a represeniative of 
an Board. 


the Federal 
r 








101 


Exh 


_ 


o @ 


10 | 
1l 
12 
13 
14 
15 | 
7 


17 


| Each of said cnecas or drafts nas been endorsed For Deposit Only 
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ibit =-1ll--Receipt from C. E. Ault, Supervisory Representative in 
Charge of Long Beach Federal Savings and Loan Association, to 

the Officers of the Long Beach Federal Savings and Loan Association 
of cash and checks totaling $418,332.93, April 23, 1960 


RECEIPT 


RECEIVED of the Officers of Long Beach Federal Savings 


} 
| 
| and Loan Associatior. tne sum of §$ \VA, \43.2\ in UJ. 38. 


currency anc/cr coin or otner form of cash, and 1232 checks, 
drafts or similar documents aggregating a total of FRAL ASIN, 
to the Association's accow:t3 in the Farmers and Merchants Bank of 
Long Beach. The compined tcval of said cash and checks or drafts 


| 
‘s $U\Y. 332.93 _. They were delivered to me pursuant 
to my official demand for inmmedtate <ei-ve of ti.em to ie as | 
Federal Eome Loan sank Board Supervisory nepresenvative in Charge 
of said Association. i 3 wa oi 
The amouct of said cas | has deen counted by ay representa, 
tives and balances wits tne amount imlicavec uz the Association's 
daily proof recorus wrich my representatives have examined and | 


tallied. 


22-> A." ata 
DATED Aprti wan, i900 at 3.36 o'clock 20M. —"; 


@-€. Qu sr 


8 
y83are 
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Exhibit E-12--Letter from C. E. Ault, Supervisory Representative in 
Charge of Long Beach Federal Savings and Loan Association, to 
Thomas A. Gregory, April 23, 1960 acknowledging receipt of pass- 


~ pook number 120621 
T. A. Gregory . 
| 9 Vista Del Golfa April 23, 1960 
| long Beach, Calif. 
' Receipt is hereby acknowédged of Long Beach Federal Savings 
! } and Loan Association passbook number 12062] in the name of Grace 
I. Swaffield or Roland G. Swaffield as joint tenants. The balance 
indicated on the passbook as of December 31, 1959 was $ 9, 080.47. 
, Also attached to this passbook is a letter dated April 6, 19.0 to 
i SF Long Beach Federal Savings and Loan Association, S. 1. Bacon, Vice 
| President, from jrace 1. Swaffield. 
= 
of a 3 a . Qu 
| } Supervisory Representative in 
Ls Charge of Long Beach Federal 
oid Savings an: Loan Association 
' 
ge 
en ta-| 
i's 
: | 
a. 
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Exhibit E-13--List of loan tellers and savings tellers of Long Beach Feder) 
Savings & Loan Association who had cashboxes on April 23, 1960 
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Exhibit E-14—Deposit slips of the Farmers & Merchants Bank of 
Long Beach, to the credit of Long Beach Federal Savings and 
Loan Association, April 22, 1960 


FARMERS & MERCHANTS BANK 


OF LONG BEACH 


DEPOSIT TO THE CREDIT OF 


Preeerns & MERCHANTS BANK 


or otacn 
@EPCHIT TO THe CaEDiT OF 











PLEASE LIST EACH CHECK BY BANK NUMBER - 
ee re ee 


sent det Loar weg , Lang begs beter a 
328 AMERITAN AVENE AMERICAN AVEN JE 
} oe SiG Sh Sober ——_——_—_— ne BEA Cabs epic gg —$<$<—$—$__—— 
Lone Baacr cCauw = ta * i ‘gO Lows Beacw Cacir fe Ee. sO 


TS Ne 
“PLEASE LIST EACH CHECK BY BANK NUMBER” 














‘Avy 
| ; git DOLLARS CENTS Ap , OOULARS | CENTS 
, Halt SUVER oienetae ha save _____ 
1 | URRENCY speeches wt CURRENCY 4 tones 
/ | | = = i - Cogume a6 Po.ows ie 
tk 3316330 uae a 31634 
Hh ) Sia. usoes- 
hit pee — —. &27049-— Faghes + — 27049 
y fi ih 12228A7 itiedih Ss 1%225a47 e* 
be {—$ - 6230674 ine 6 667i 
Ky its —3— i#2ti se ht ea 2 . 
3 i" 1446650 it, 9 theessp 
Me | ne — 2 —10 ——_Bre0s3-— iit, 20 —_ sasoue 
il 63503 tip, ga 
a ~_ 5818237 i 13. +Saaaa 
— 28888 —— 4 
£805.54 Hild : 
| i “3e43205 ms (3 £39233 
| Ky 18 “theese _ 156456 — 
Hag | is "kas —#§-—_*xss3a2 
iH ao ; —_20_%.963.33- 
[Koy 24 76141 21 76143 
—7s T9150 —is "87191350 — 
|| ~eeke toes 3h 
4 662 é 6s 
Mt ——— 28659553" —s* _,o0Sssas0 
iN 2a Os 7 ere os 
"FES SIESS ———"—sSB BESS 
VK — 8 —_ih 54244 biininline 
299.239.7778 398.339.7979 
yng ——sIBI S77 Z9RI F775 
a7 fal | es — - i 
dein See aie i } 
5G | a _} \ i 
Cork —— * 
4) = : 
sa — — h - 
+ } 


—— a ccutenntettintientpeimasienes 
Tor 
ate 


5 Total, $ 
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FARMERS & MERCHANTS BANK 


OF LONG BEACH 
DEPOSIT TO THE CREDIT OF 


. 


LONG Beach Cacir 


PLEASE LIST EACH CHECK BY BANK NUMBER > 
|! AC EK BY BANK NUMBER / 








rites DOLLARS Cents 
: *2 SILVER ____ pai Miner cde oe 
boc: cie CURRENCY ¥en wee 
if iste t Ox 
2525323 4285184 
PCL +e5 sonu = 
1G 1.534 , 2009 
DS? 30 4500— 
pee hb . 
:$39'9:1.536_ aoe ree 
it BCL15 2000Lsa— 
ringeas “L€see— 
3 720- 
2.210 + 69S 
stss8sSh SBD « SO0LE— 
1551 65Z23C. 
L551 "15008. 
112210 1£0.- 
B824 53.29 
901004 TOUDUL 
1.614 147000,—- 
5420 t06a0> 
SO122 35200. 
$0119 39694 
§35.440- —$£Or 
9O0L562 67ASU- 
15.0 17.77% 
~ ae 
2alit77 ott 
903.530 70.00 
16%3%t6 r 6408 — 
904239 400 
9$uUL070 ,560D 
1-852 ~ ST70OG-_L 
L869 75DQ - 
901404 Ys6I904 
16346 251 
920165 SOs 
90L540 + ¢@029 
92183 2243 
93119 %4400 
bei 63390 


hints S- GO ig __* 


FARMERS & MERCHANTS BANK 


OF LONG BEACH 
DEPOSIT TO THE CREDIT OF 


ee 


/ 


sf 
LONG Beach CA.ir __  * le SD 19 


CPLEASE LIST EACH CHECK BY BANK NUMBER 
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DEPOSIT TO THE CREOIT OF 





Long Beach Peters Sbvings ans ican ASsOu.i'0 


eNUs 


LOW BeAlm i¢ CALIFORNIA 
Lone Beacn. CAuF.. -dd oO. 
PLEASE LIST EACH CHECK BY BANK NUMBER 


a ay 
egggt j OOLLARS CEnts 
feet | | 

a sal ancesnenignennins libage ieee 
pill, 1LV ! 


t 
peered gentoo 





jit CURRENCY 


ji! j entens as ee 7 
i reset { 6856 





2682 3 45659-— 
i -  FRTS = 






hs | dx 

pil = eared 
Lop 2 . 

H + 

a L442 


iit 


j ee 
rnd __ 4344362 


90.828 110726 
90L0T0  &| 7 





FARMERS & MERCHANTS BANK 


OF LONG BEACH 
DEPOSIT TO THE CREDIT OF 








borg Peat Fecera sav-ce a-- nye A. ciaon 
$s tg te 
, fesse w é tA 
: —<——$$ $$, 


Lone Baacn, Car “~- QQ. — Go 
(PLEASE LIST EACH CHECK BY BANK NUMBER) 


itt a 
wie! SILVER __ £ eeales 
[ti CURRENCY 4g hl 

oH rasa erent ian 
HH 96449 ——+—__1+540— 
Wil onai9 =! 263092 


ijel 94119 &06532 
ett) DOttS ——- F76735— 
e78#I90L070 | $0 
Haji, P0865 202 


ii{,peoae2 + 8060 
util so L525 2590 
oLs25 15080 





est-o 


Re 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1031 





TT Tees et FRY 1 


Prete ee 


all 
oO 


Pera Tey 


So 
o 


| FTP 








FARMERS & MERCHANTS BANK FARMERS & MERCHANTS BANK 
OF LONG BEACH Fr LON BEACH 
DEPOSIT TO THE CREDIT OF perce:t ro Te CREDIT OF 
Lang Bezc Fetorat Sayings an: a 
_- 7 eo ME ral, dhee W728 Atsoctatigg. Beach a 
LOWS BEACH 12 ALOU ia wang am RICAN AVENUE 
_ LON ’ 2 
Lone Beacw Carr Kg é 2 hed LONG Beacn Saar etal 1420 
PUEASE LIST EACH CHEEK BY BANK NUMBER: PLEASE LIST EACH CHECK BY BANK NUMBER) 
'33 DOLLARS » CENTS tes DOuUARS } COnTs 
as2$.e°3 Si 7 Bie nie 
— Pieindt 
Be IS le fence inne oan 7 s _- 6|l Ce 
; Cracas as Fo.vows i 26844 2@ athe rowows = 111 1 
pO1iss 5500 ihe 395i 4 
901876 4, $189 ; P 50\4.7 
‘901486 4500 4700 
OL233 13458 1 6200 
:: 12.5851 4.32355 4 75,029. 
> L581 »§ 15087 \ 7600 
SOL 766 ' 7350 i 80.00 
2 | i 6850 Lae 7TH9 
901678 77.270 78D0 
9OL662 + 7350 - 830- 
> 90922 : 7650 66.00 
9O0Le862 80Do ‘ TED 
* 9O599 ~. 176690 4 67200 
720 BODO 30.00 
9OL365 7 760 + B6TDO 
90983 . 76D0 b 100.00 
1610 9090 4000 
964499 60 D0 + 4540 
901588 i S5D0 I 2509 
901545 1000 600 
461494 * 3860090 - 673¢ 
901048 33090 6000 
9OLO66 2300 5000 
901696 ~ 25080 + 2100 
901910 650 7500 
9geo1rtose 100H0 T 20.15 
901536 \ 4000 \ 85,43 
9015 30 1009 901525 4100 
962605 r 5739 9O0L525 ft 900 
94447 {| 1£03.$9 610 i, 73,20 
901605 7100 9601662 7200 
90244486 7030 164365 ~ 6920 
901742 I 5190 901678 I 7400 
ii 4900 901543 6190 
901448 , 69590 901016 } §0,00 
46eL5 36 $39 164 5000 
gag g8 4 7150 9&1 00 T * 
901448 rH F2QO 901920 \, 2000 
9a599 7400 9064 4000 
94119 f 7500 } 9OLG44 t 2300 
L393 | 7840 we 901435 | 60p0 
L383 7700 am 990119 630 
020609 t-232a0 904896 : 5000 
94119 | 67490 , 901041 | 7409 
6a29T7TAQS | 2 | TSiiy 350 PQ 
7 - (Sr) } 684420 
u va ’ t v | I a 
Total, $ | 





Total, $ | 











1032 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 
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Exhibit E-15--Receipt from C.E, Ault, Supervisory Representative in 
Charge of Long Beach Federal Savings and Loan Association, to 
the Officers of the Long Beach Federal Savings and Loan Association 
of bonds totaling $26,475.00, April 23, 1960, with Detailed account 
of bonds, serial numbers, dollar amount and maturity value 


RECEIPT 


’ a 
RECBIVED of 


Savings and Loan Assoc! 
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Bxhibit E-16--Letter from Thomas A, Gregory, president, Long Beach Federal 
Savings & Loan Association, Long Beach, Calif., to Albert J, Robertson, 
August 13, 1959, summarizing recent conferences with Board members 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


326 AMERICAN AVENUE ° TELEPHONE MEm.ocae 7.180! 


LONG BEACH 12, CALIFORNIA 


August 13, 1959 p Gov 


Honorable Albert J. Robertson, Chairman 
Federal Home Loan Bank board 

101 Indiana Aveme, Ni. W. 

Washington 25, D. C. 


Dear Mr. Robertson: 


Please accept our thanks to both you and Mr. Dixon for the prompt 
and courteous interview given to Col. D. Harold Byrd and Long 
Beach Federal personnel, including myself, on our most recent 
visit to your Board in Washington. We were sorry that Mr. 
Hallahan was out of the city at the time and unable to be at the 
conference. 


At your suggestion, we have summarized our discussions as follows: 


When you conferred with us on your visit to California, you vere 
advised that sometime ago the Shareholders Committee for Long 
Beach Federal, wnile considering steps to be taken to protect 
their tellow shareholders in the long pending, unresolved con 
troversy with the Federal Home Loan dank Board and the Federal 
Home Loan Bank of San Francisco, et al, requested that considera- 
tion be given to the following: 


(1) Remove the principal of their savings from the 
continued hazard of reprisals by supervisory personne. 
because of the shareholders! efforts to prosecute their 
Claims in the thirteen years’ litigation. 


(2) To establish a plan to distribute to the Associa- 
tion's shareholders the earnings and reserves accumulated. 


I assured you that as soon as 4 plan was crystalized and feasible, 
we would advise you of the details. 


After mich discussion and research, it appears that to accomplish 
the above objectives, the Association could, upon a proper vote 

of its shareholders and members, reorganize from 4a Federal Associa- 
tion to a State Mutual Association pursuant to the existing 
statutes authorizing such. 


Thereafter the new California State Association could, upon 4 


59258 O—60—pt. 1 67 
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vote of its mutual members, consider vhether or not to 
iquidate and pay to its members the principal and accumulate 
ear , after provision for the of undetermined 
liabilities, all pursuant to the California State Statutes. 


Such @ plan would provide the following features desirable to the 
Association members: 


(1) By transferring to e State Charter Mitual Associa. 
tion pursuant to Statutes, the loans made pursuant to 
Federal regulations would qualify for ownership by e 
State Association and, tls, increase the market 
therefor. 


(2) The members vould have a choice as to vhere their 
savings are transferred. 


(3) The shareholders would receive their pro rate 
share of the Association's earnings estimated (ex- 
clusive of pending claims and litigation) at approxi. 
mately $5, 500,000.00. 


The Shareholders Committee have requested that, if possible, @ 
local (nombranch) State Chartered savings association with 
sufficient capi to equal their now reserves of $5,500,000.00 
be made available for members who desire to so place their savings, 


As stated to you during the conference, there have been nego- 
tiations with several State Chartered associations, including ht 
mot limited to, Equitable Savings and Loan Association Stockholden, 


We are advised that the Equitable Savings and Loan Association, 
even though the above negotiation be not concluded, desires to 
amend its charter to take advantage of the California State 
Statutes, authorising its capital stock to be issued on @ Ohe- 
Gollar par value basis rather than a one-mindred dollar par value 
basis as now authorised. 


Col. confirmed to you that he wished to undervrite such 
capi and surplus eas might be needed up to §5,500,000.00 


The State Association issuing the stock would receive payment on 
the same ratio of guarantee capital and paid-in surplus as the 
existing retion of capital end reserves. 


By following the above formula, the State Mutual Association, 
successor to Long Beach Federal, could remain in existence to 


eap* Skea 


eReeas = 


— 28% 


3 
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prosecute its claims and its liabilities, af Oe as the courts 
might determines. tional funds received d, 

reta to Association's 47,000 account holders 
t tely 90,000 people) at date iquidation was deteruined. 


As expressed to you, the Shareholders Committee and Association's 
are ft ng willing to compromise and terminate the 
iit c — set out in the Association's resolution 
oi Reecber 14, 1957, and promptly subxitted to you. Another 
is now attached for your convenience. We are ful you 
agree to such @ compromise and thus emi the years of 
litigation. 


ever, irrespective of compromise or in ere. & such 
i OY the Board or its agencies, by ee toe 

Uy sociation’ s mutual savings shareholders etd soeates they 2 capd tal 
and accumulated earnings and place their savings being 
penalised because of the prosecution of the Gers' claims, 
as set Out in the thirteen years’ litigation. 


The question to your Board is easily summarised as follows: Do 
you object to the Long Beach h Pederel Shareholders receiving the 
return of their savings, together vith accumulated earnings? 


r Again, ve eppreciate your courtesies and we look forward to seeing 
' | you again soon. 

but Sincerely, 
olders, 
- T. A. 

| President 
alu | «| e/ne 

Exlosury 


y- 


wr 
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Exhibit E-17--Letter from Thomas A, Gregory, president, Long Beach Federa} 
Savings & Loan Association, Long Beach, Calif., to Albert J. Robertson 
December 12, 1958, discussing certain terms of a proposed compromise, 
with minutes of special meeting of board of directors of Long Beach 
Federal Savings & Loan Association, October 1), 1957, including a 
resolution unanimously adopted by the board of directors 


December 12, 1958 


(photo-copy not legible - 
this is a copy of same) 


Mr. Albert J. Robertson, Chairman 
Federal Home Loan Bank Board 

101 Indiana Aveme, N. W. 
Washington 25, D. C. 


Dear Mr. Robertson: 


During our recent consersation with the three members of the 
Federal "ome Loan Rank Board while in San Francisco, there 
was discussion as to the interpretation of that portion of 
the terms of compromise approved by the Association's Roard 
of Directors on October 14, 1957, which reads as follows: 
"In the event the Federal Home Loan Rank Poard or any of 

its agencies or corporations yet have any objections or 
criticism to the ‘ssociation, its reserves or operation, 
this resolution shall be null and void." 


Perhaps to understand the meaning of such condition is to 
understand the history of the Association and the conduct 
of the Foard's Supervisory Staff. 


The Association has experienced widely divergent treatment 
of the same factual situations, depending upon the personnel 
of the Board at the time of such treatment. The Associa- 
tion has completed supervisory conferences in years as far 
back as 1939 or 1940 and been assusd then that it could 
continue to conduct its affairs and operations under the 
methods then approved, only to find, in 1946, that the exact 
matters previously approved were now made the basis for a 
seizure, What the Association seeks by the resolution is 
not that the Roard abandon any undiscovered subjects of 
supervision or criticism, but that the Roard clearly and 
finally determine that as of the date of the compromise none 
of the matters mentioned in any prior examination report, 
supervisory letter, or otherwise known to the Board, be 
thereafter revived as a subject of further supervisory, disci- 
plinary, or punitive, action, 


Yor example, in the early years of the Association's existence, 
management desired to render a service to its customers by: 
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(i) Cashing their checks. (2) Handling escrows. Tne then 
pank Board ruled such services to Association customers were 
not authorized to be performed by the Association, (This 
ruling was later reversed.) The then Chief Counsel for the 
foard and one of the then Board members suggested to the 
Association that its directors either personally perform 
these services or organize a companion corporation for such 


purposes © 


the Association directors proceeded to incorporate the Title 
Cerfice Company to aid in the development of the ‘ssociation. 
To demonstrate the limited functions of the Title “ervice 
Company: It furnished the Roard Examiners financial state- 
ments each year until 1945, at which time the Examiners said 
the Poard was no longer interested. From the time such Title 
Service Company was organized in 1935 until the Association 
vas seized in 1946, no Association officer or director never 
received either salary or a dividend from Title Service 
Company. In spite of these circumstances, the existence of 
such company was one of the falsely used excuses to seize and 
attempt to destroy the Association in 1946. This is but one 
of a miltitude of similar instances which we will not enumerate 
here. 


It appears to the ‘ssociation that the Board's Supervision 
Staff have in the past, and might in the future, accumlate 

a misconception of the warious Association's sound practices, 
and as the Board either changes or are too busy to personally 
investigate, such misconceptions are pushed forward as 
emergency matters and used to oust independent management 

and substitute management personnel of their choosing. 


If such false and misleading files are maintained on this 
Association's matters, it seems only fair that such be rea- 
lized and once and for all terminated. The Association will, 
if such compromise be effected, sustain losses and obligations 
exceeding over $2,500,000.00 incurred because of the 

misconduct of the then Roard and its then Staff. 


Such condition cf compromise was not intended by the Associa- 
tion to bar misappropriation, embezzlement, or similar matters, 
if any such matters exist and are hereafter discovered, but 
this particular term of compromise was irtended to include 

such business policies and matters as have been shown in the 
examination reports. In each instance where a question has 
been raised as to the Association's conduct in the examination 
reports the Association has shown that its conduct has been 
within the law, rules and regulations and that such activities 
have been profitable to the Association and its shareholders. 
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There are morthly and annual reports which the Association 
is unable to make because of the failure of the Keard's 
Conservator tc fully account end the Hoard has thus far 
objected tc the U. S. Court establishing e financial basis 
upon which the ‘Association can function and the Roard has 
thus far failed to either approve or re’ect the Conservator's 
accounting so that it may become firal. ‘%bvicusly, these 
matters are rot within the power of the Ascociation *o cor. 
trol, but even these matters would be concluded if such 
compromise be finally effected. 


“le wish to again repeat: The condition in the compromise 
was ard is not intended to excuse or bar acticr. for miscon- 
duct of any officer or director or Association employee if 
later such a fact be estatlicshec. “uch conditior was end 
is intended to include such busiress volicies and practices 
as are known to the Board, ail of which are perfectly legal, 
profitable and sourd tusiness practices. 


It was the Association's understanding that the entire con- 
troversy was to be terminated as to toth the Foarc's and 
the Associatién's allegatiors against each other. It és 
the purpose of the paregraph in the Association's resoiu- 
tion to assure that such termination would be mtual and 
not one-sided. 


Sincerely, 


7. A. Gregory 
President 
TAG ina 


CC: Mr. Ira A. Dixon 
Mr. "im. J. Hallahan 


the As 


Direct 


presen 


and a 


tors. 





LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1047 


MINUTES OF SPBCIAL MEBTING OF BOARD OF DIRECTORS 
OF 
LONG BSBACH FEDERAL SAVINGS AND LOAN ASSOCIATION 
October 14, 1957 
At 10:00 A. M. on the 14th day of Uctobve 
the Association called to order a special meeting of the Board cf 


Directors of Long beach Fed 


D 
ye: 
e 
4 
ny) 


vVinzs and Loan Association. 

Said meeting had deen properly ncticed anc all directcrs were 
present, excepting Carletcn Mallcnee wnc was absen* because cf tilness. 
The purpose cf the meetirgz was tc consider sestlemert propcsals 
avi a report of the Presiden: of she associaticn <c tne Board of Direc 

tors. 

fT. A. Gregory preser.ited =o the Ecard of Directors nis repcrt in 
re settlement cf the pending eslever. years' 
Home Loan Bank Board and cthers resulting from the seizure of tre 
Association in May, 1946, by the Federal Home Loan Bank Bcari 
The report of T. A. Gregory ‘thus follows: 


Negotiations with the Federal Home Loan Eank Board are to a 


tO point 
where the Directors of Long Beacn Federal Savirzs and Loan Association. 


should consider and act upon pending proposals fcr settlement and 
termination of the eleven years of litization growing out of “he 
seizure and attempted destruction of 


this Association in 1946. 
I know you are familiar with tt : yuen 

years of hardship and frustration in our attempt tc recover and pro- 
tect the pecple's savings and their nome. Nevertheless, ‘t seems 
appropriate that we review the fundamer.tal issues fram the b 
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the progress and the costs of sett nt or if settlement be pcs 


st if etl sidle 
at all. 


Surely we must consider the notice fram‘our sharenoldsrs that 
each of us will be held personally responsible if we give away tn 
shareholders' rights or property without their consent: Por this 
among other reasons, whatever action is taken by this Board mus~ be 
subject to final approval of the U. 3. Court, after not 
shareholders. 


In the beginning of 1946 your President was alsc 
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the Federal Home Loan Bank of Los Angeles. The Federal Home Loan Bank 
System of which the Los Angeles Bank was a part, is @ creation of the 
U. S. Congress and it was originally designed to be of aid and benefit 
to its participating members, as well as a major stablizing financia) 
aid to the nation as a whole. 


Congress originally designed such Bank System to function under 
the direction of a five-man bi-partisan board. The original Congres. 
sional Act granted such five-man bi-partisan board broad rule-making 
powers without specific restraint and witnout standards. 


By 1946, the character of the Federal Hame Loan Bank System had 
changed from its original broad representative system to 4 simple and 
totally bureau:ratic dictatorship. Sucn disastrous change had been 
insidiously accomplished without any direct authority from Congress 
by, from time to time, changing rules and regulations and by inter- 
pretations tending toward "absolutism", emphasized by denial of the 
right of the aggrieved to the protection of the Courts. Such was 
made possible because Congress had failed in its original enactment 
to set specific standards and restraints for the conduct of such 
system. 


The major change, however, was effectuated under a totally un- 
related Congressional Act--the War Powers Act of 1941. Purportedly 
under such War Powers Act the President of the United States issued 
order 9070 which abolished the Federal Home Loar 3ank System's five- 
man bi-partisan board and established a one-man commission. The effect 
was a totally unrestrained one-man dictatorship, with all the broad 
powers originally delegated to a representative five-man bi-partisan 
board. 


Mr. John H. Fahey - the one-man Commissioner - in his own words 
stated, "I am responsible to no one." While saturated and infatuated 
with such power, Mr. rahey attempted to broaden his scope of unre- 
strained authority by imposing his will on the Board of Directors 
of the Los Angeles Sank. 


The Directors of such Los Angeles Bank including your President, 
who, with a representative camittee of the California Savings & Loan 
League, complained to Congress. Congress had, after all, unintention- 
ally created the frankenstein. Then too, one of the functions of 
Congress is to hear the grievances of citizens oppressed and abused 
by governmental agencies. In fact, Congress had created a "Special 
Select Cammittee of Congress to investigate Executive Agencies which 
exceeded their authority.” It was to this special committee of Con- 
gress to wham your President complained on behalf of the Los Angeles 
Bank Directors. 


Mr. Fahey responded promptly and violently in true dictator 
fashion. He issued orders and directions to his self-organized Gestapo 
to seize and destroy the Los Angeles Bank without notice, trial, or 
hearing. I am sorry to say such action, also without a trial of the 


merits in the Courts, has since been sustained by the U. S. Circuit 
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court as being within the powers granted by Congress. Congress, 
however, found such action to be arbitrary, capricious, and vindictive 
and has since amended the laws in its endeavor to prevent 4 recurrence. 


To get such Congressional hearing, concerning the bureaucratic 
dictatorship, the acts of which were subsequently found to be arbi- 
trary, capricious, and vindictive, has, however, cost the lives of 
several people, resulted in the loss of multi-million dollars in 
property, assets, and business, and elven years of litigation. To 
recover from the bureaucrats and their co-conspirators the seized and 
misappropriated assets and property belonging to the citizens whose 
representatives dared complain to Congress, has proven well nigh inm- 
possible. 


It was your President, while acting for this Association as a 
member of the Board of the Federal Home Loan Bank of Los Angeles, 
yho was selected by his fellow representatives and directors to carry 
the complaint to Congress. Again violently, quickly, and drastically 
the Fahey dictatorship struck. It was your Long Beach Federal Savings 
and Loan Association this time, seized by the Fahey dictatorship and 
his Gestapo. Again without a notice, trial, or hearing. In his wild 
and futile attempt to stop 4 Congressional hearing and intimidate and 
discredit your President - by then a Congressional Witness - he acted 
without restraint and caused panic among our citizens. 


Long Beach Federal's $26,000,000. in cash, U. S. Government 
Bonds, and assets were seized. Receipts and evidence of taking such 
$26 ,000 000. of assets was refused by Fahey's seizing agent and false 
and misleading statements were broadly circulated among our citizens 
by the seizing agents, a $10,000,000. run of savings withdrawals 
ensued, reaching proportions of nearly $2,000,000. per day. It took 
only a week or so to destroy 12 years of arduous endeavor which built 
this Association to $26,000,000. -During the eleven years since 
elapsed, more than fifty government lawyers have been assigned to the 
defense of the seizing bureau and have through technicalities, di- 
latory tactics, maneuvers and intimidations prevented a trial on 
their merits of the issues and frauds of Bureaucratic Agents before 
the U. S. Courts. 


Ss a sham to cover their frauds, the bureaucratic dictatorship 
trumped up numerous spurious and unfounded charges against the Associa- 
tion's management. The lack cf merit in such charges was demons*rated 
vhen your management increased its fidelity bond fram $200,000. to 
$1,000,000. and then invited the bureaucrats to enforce the bond if 
their charges were meritorious. Such $1,900,000. bond has been posted 
in the U. S. Court for nine years without any claim being made thereon. 


The purpose and intent of such spurious charges were established 
when a Deputy Attorney General, representing the Hame Loan Bank Board 
eimitted under oath before a Congressional Committee that such charges 


ere for t urpoge of "horsetrading."” There was thus established 
Aen CoS pee oF the piinoausrets own coune 1 ths attempt to 
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blackmail and intimidate tne Association's Management into abandcnin- 
an accounting for the $ %5 ,000 ,000. of assets seized by the bureau. 7 
cratic dictator and nis staff. Alithcugh the Association was ty orie 
of the Federal Home Loan Bank Board and by order cf the U. S. Court. 
supposed to be returned to the Assoclation's elected management in 


-1 


January, 1940, thus far a camplete accounting for the assets seized 
from the Association nas never oceen made. Mr. Ammann, the seizing 
Conservator who refused to give any receipts for the Associat fon's 
$26,000,000. cash, bor.ds, and cther assets and who prevented an in. 
dependent inventory beins made of the assets he seized, has made a 


token and partial accourtins only. 

F. B. I. Agents attempted to partially supplemen*~ Ammann's toxen 
accounting. The Pe B. 1. Agents! report, in many respects, made ad. 
missions and substantiated the Association's charges of ™1is-manazement 
of its assets by the Government bureau. In one instance the F. 6, 7 


e 
acknowledged they could not trace $133,000. construction funds to : 
the proper properties. Sucn discrepancies are more specifically 

enumerated in the Association's objecticn to the approval of such in. 


' 


complete and token accountings filed in the U. S. Ccurt. 


When the Association was seized May 20, 1946 by the Fahey 


, 
bureau, the Assoc! ition was solvent and liquid. Tt had no superyi sory 
problems and no pending and unanswered criticism. — Association 
had over $5,000,000. .S. Gcvernment Bonds deposited at the Federa) 


Home Loan Bank for s4fe keeping only. 
t J 


When the remnants of the Asso@iation were returned to its elected 
management on January 24, 1948, its creditor liab‘lities were greater 
than its cash or availadle cash position, its bank credit had pur- 
portedly been used up, the Association's assets had deen assigned, and 
the Association had no source of liquidity. Its savinss acccunts nad 
been reduced from approximately $23,000,000. to less than $13,000,000, 

nt 


but no liquidity with which to carry on curre business much less pay 
the $13,000,000. savings depositors. 

A comparison of the Association's 100£€ liquidity on date of 
seizure May 20, 1940, with its total lack of liquidity on termination 


of % Conservatorship is reflected in the following two analyses: 


| 


Less: 
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ANALYSIS (1) 
on May 20, 1946, the Association's Savings Accounts totaled $22, 534, 019.13 
yess Loans on Savings Accounts 225 1263.50 
yet Savings $22 ,608 , 755.63 


Liquidity vir which to meet the requirements of these 


Savings 


Less: 


In lieu of using the Bank Credit, 
| following: 


vestors on May 20, 1946 was as follows: 


Immediate Available Liquidity: 


U. 3. Government Bonds - Book Value 
Market Value above Book Value 
Accrued Interest on Government Bonds 
Cash on hand in Banks 


Loan Commitments $ 930,596.21 
Trustee Liabilities t'or taxes, etc. 164 , 326.27 
Other Liabilities 4 326.25 
Accounts Payable 9,365.09 
Borrowed from F & M Bank $1, 900,000.00 
Maximum Borrowing ( apacity based on 1/2 of 

Savings A hecount to Home doar. Bank money 

then borrowed) oo-- 
This amount equaled more than the total Savings 
Accounts and creditor liabilities. $--------- 


F.H.A. Loans - Par Value 
Bonus on then Market Value 


5 "Bae 8rr-8 


V.A. Loans - Par Value ,209.22 
Standard Loans 3, 683, 551.27 
Bonus on then Market Value 10,506. 53 


. $12 pists 


* Subject to application of $38,669.63 - Unpaid Mortgage 


Listed in above Trustee Liabilities 


2,109 113.82 
$11,392 ,853.16 


11,304 377.81 
$22,697 ,230.97 


there was available for sale the 


Credits 


Thus there were two sources of total liquidity to pay pramptly all 
savings accounts and creditor liabilities. 
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ANALYSIS (2) 

ae the twenty months' Bureaucratic operation of the Association 
on January 24, 1948, the books of Ammann, the seizing agent, reflected 
Savings Accounts totaling ------- $12,970, 339,29 


Liquid Assets delivered to Association on 
1/24/48 as follows: 


U. 3. Government Bonds - Book Value $404,655.45 


Market Value 398,902.45 | 
Cash on Hand in Banks 346 577.42 4d 
* 745 479.87 
Less: 
Loan Cammitment shown on Book $323,934.71 
Written Loan Commitment not shown 
on Books 448 5450.00 
Trustee Liabilities, Taxes, 
Insurance, etc. 181 925.89 954,310.60 | 
Deficit .csccecseccecccese$200,830,73 
Add: 


Federal Home Loan Bank Credit based on Maximum Borrowi 
Capacity of 1/2 of Savings Accounts less outstanding Pelerel 
Hame Loan borrowing. 


1/2 of Savings Accounts $6 , 485,169.60 
Less Ammann borrowings 6 , 300 ,000.00 


* ¢ 185,169.60 
*Not available to restored Management 


Savings Account - LIQUIDITY NONE 


As of 1/24/48 there was a shortage of $208,830.72 to pay ccmmitments ani 
trustee liabilities. There were no funds or borrowing capacity with 
which to pay $12,970,339.20 Savings Liability and the only other unin- | 
paired asset available was $461, 997. 64 in loans. 





Other Assets reflected on Books as follows: 


Ammann's books reflected $7, 167,763.59 loans for which no loan 
documents were delivered. Invest tation showed the documents assigned 
and delivered to the Federal Home Loan Bank. These loans are the sub- 
ject of the pending foreclosure action by San Francisco Bank in ¥. S. 
District Court. The San Francisco Bank disclaimed its claims to these 
loans in the Supreme Court, and then its disclaimer was repudiated in 
District Court. 
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Ammann's book reflected $2,076,900.00 loans designated F.H.A., but 
on which F.H.A. insurance was questionable because Ammann certified to 
be a first loan when title shows a second loan made in violation of 
F.H.A. act. Clouds are shown in each Title Policy. — 


Ammann's books reflected $2,983,175.00 loans designated G.I., but 
on which G.I. Insurance was questionable, because loans when made were 
second and in violation of act. See Title Insurance Policies. 


Many of the Association's loans were also rendered unmarketable for 
the reason, further, Ammann entered into written modifications reducing 
interest rates costing the Association $64,851.70 per year. (See 
auditors' calculation). 


Ammann's books reflected $5,355,398.13 U. S. Bonds which were not 
delivered to Association. Investigation revealed these bonds were held 
by San Francisco Federal Home Loan Bank and claimed by them as col- 
lateral to Ammann's loans. 


gome of the circumstances are as follows: 


When Los Angeles Federal Home Loan Bank was seized by Ammann and 


nis associates, “he seizing agents also seized U. S. Bonds belonging 
to the Association. 


On 5/20/46 the Association had demanded but not received over 
$8,000,000. U. S. Bonds held by the Federal Home Loan Bank for safe 
keeping. These bonds have never been returned to the Association. The 
records indicate a series of manipulations by which certain bonds were 
sold to gét the market value above book value and then immediately U. 
§. Bonds purchased at above par value, resulting in a fictitious profit 
being shown on Ammann's books. (Conclusion of Analysis 2) 

The effort of the Bureaucratic agent to destroy the Association 
and rénder it impotent in Congress and in Court is self-evident when you 
observe the dissipation of the Association's assets. The people of 
Long Béach were not hoodwinked or misled for long by the false propa- 


of the Bureaucrats. The people's resistance to oppression and 
injustice has prevailed. 


' The Long Beach Association has survived and become a greater and 
broader service to its community, but at 4 great cost. 


Promptly after seizure of the Association, the shareholders, its 
savings depositors, organized their own committee, retained their ow 
lawyer, investigated and filed their own suit to recover their property. 


The representative committee was composed of Mr. Paul Mallonee, Mr. 
cliff Newhouse and Miss Winnie Bucklin. They selected counsel, iir. 


Wycoff Westover. These people all gave unstintingly of their time, 
effort and their resources. 


thoin 
wal ad 


Mr. Paul Mallonee died of a heart attack while still a tempting to 
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recover the Associatior.'s assets. His wife, Mrs. Flora Mallonee, vas 
chosen. by the sharehclders to carry on the efforts cammenced by her 

husband. She died with the job yet unfinished. Their son was chosen 
to continue. Mr. Cliff Newhouse, a member of the Shareholders! cq. 
mittee, died of a heart atteck, and the shareholders’ ccunsel, Mr, - 
Wycoff Westover, died of a heart attack. 


The trustee acting for the Associaticn under its trust deed was 
attacked by the Government Bureau. The trustee's chief counsel, Mr, 
Harry Wallace, died of a heart attack while ‘n Washingzon, D. C., 
attempting to protect the title to the humes of our borrowers against 
further clouding and corfiscation. 


Mr. Arthur Allen, a Director cf the assoctiaticn, died of a hear; 
attack; Mr. M. T. Killingsworth, one of the Associa*ion's founding 
directors, died; and Mr. J. K. Reeder, one cf the Association's fou. 
ing directors, died of a neart ailment. Our ‘Association's Secretary 
Mr. J. E. Gregory, is now past 35 years cid. While endeavori to make 
for the Association sufficient money, in addition to its normal inca 
to offset the Bureaucratic confiscations, and while legally battling ; 
to prevent a total seizure and confiscation of the savings depositors! 
funds, your President has suffered two major corcnary fractures, re- 
sulting in permanent heart impairment. 


It is obvious the eleven years of successful évasion of a meri. 
torius trial in the U. S. Courts by *he Bureaucrats and their continu 
delay in accounting has gone a long way in perpetuating the bureau- 
cratic frauds. If they hold out long enough, the witnesses vill a)) 


die. And, too, the particular bureau officials taking fore, are 


may die, such as Mr. Fahey did. The bureau — a new face. The 
staff shuffle and blame their participation in the fraud on the onder 
of their deceased superior and continue their connivance while on the 
Government payroll. So we find ourselves. 


Toward freedom and representation, we have made same gains. Short) 
after our first Supreme Court hearing, President Truman created @ three. | 


man bi-partisan bank board to replace the one-man dictatorship. (Re- 
ongent sation Plan #3 - 1947) After more years of Congressional hearig 
and investigations, the Congress enacted the “Housing Act of 1954* - 

a bill of rights for the Savings Associations. However, the battle fo 
just laws against unwarranted confiscation and seizure is not von. 
The hold-over Fahey personnel began almost immediately; =o prepare sub- 
stitute amendments to bring the Bank System back tc "absolutiam". 
These proposed amendments would have denied a right cf Court Hearing, 
or if at all, after confiscation and disposal of anything worth recover 
ing. 


The old adage, "Vizilance is the price of Liberty”, is surely mn 
true today than anytime in my memory. Actually the immediate probdles 
is fundamental, a lack of integrity in our National Gcvernment. 


For example, Texas was an independent sovereign nation. Texas 
agreed to join the United States only upon the gusrartee of rights and 
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jyileges granted to its citizens according to the Texas Constitution 
pF by the U. S. Congress. An approved written assurance of per- 

: tual rights. Notwithstanding such firm assurance and perpetual grant, 
pepaited States Supreme Court ruled Texas did not own its tide lands. 
= ss repudiated this confiscation but gradually there has been an 
Come ingement of basically every state right. 


If the government has not sufficient integrity to keep faith where 
the National faith and integrity is pledged to its constituent states, 
there is little wonder our international prestige has suffered. How 
san our little investors expect any recognition of their rights or the 
onotection of their property against the marauding and central {zed 

werent bureaucrats. In our experience here we have-seen “absolu- 

a strike and destroy financial institutions without relief, adjustment 
or punishment of those guilty. The guilty were not even brought to 

trial. If the states with their constitutional guarantees can't pro- 

tect themselves against these encroachments, how can we? 


Our shareholders sued the Federal Savings and Loan Insurance Corp- 


: oration in 1948. The Insurance Corporation refused to accept service of 


process on .the ground Congress had not specifically required the appoint- 
mot of an agent upon whome service could be made. Such corporation 
claimed it could pick and choose which lawsuit against it, it desired 
to accept or reject. The whim of the insuring company, not merit, con- 
trolled this decision. The Executive Branch of our centralized Govern- 
nent failed to correct this evil. More than $200,000,000. has been 

into such corporation to insure the savings' investors against 
loss, Dut 1t was not until 1954, after Long Beach Federal's experience, 

s amended the law providing a way to enforce collection for 


' josses, Dut still without relief to our Savings' investors who had 


claims prior to such enactment. In another instance, Congress through 
its {Government Operation Committee requested such Insurance Corpora- 
tion for its files on an Association, which the Insurance Corporation 
took over and liquidated in the Mid-West. Testimony before such Con- 
gressional Committee indicated the Insurance Corporation took over 

an insolvent company and made money on its liquidation. The question 
is who didn't get paid if the campany was in fact insolvent and after 
liquidation there was money left for the Insurance Corporation to keep 
asa profit. The Insurance Corporation refused to furnish the answers 
or the files to Congress. 


As in our experience, how much of the assets were never accounted 
for? Were the shareholders and the borrowers swindled out of their 
assets? C ss does not know and couldn't find out, even though it 
unintenti ly created the Frankenstein. 


The three new Board members, very able men, now camposi the 
Federal Home Loan Bank Board, were not parties to the original seizure. 
They state they have no funds with which to pay for the Ammann-Fahey 
fiasco. Mr. Ammann furnished a bond in the comparatiavely small sum 
of $100,000. with riders for additional liability, but in all these 
negotiations it appears to me the new members of the Board dare not 
permit the Association to enforce liability on Ammann's bond except 











1056 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


maybe in one isolated instance. The Attorney General's staff would 
not like it. No other seizing government agent would thereafter be 


able to 
prisals 


get a bond without security. Such a handicap might impair pe. 
against new complainants to Congress. To handicap the "ap- 


solutists? must be considered against public policy. Maybe some of 
the bureaucrats won't admit these reasons. The fact remains, the 


results 


are crystal clear when you analyze the only settlement the 


Board will consider, ham-strung as it is. 


Let us then scrutinize the major elements to be required for such 
settlement: 


he 


During the eleven years' litigation the U. S. District Court 


has approved payment from funds held by the Court, the sum of $365,279.) | 
The court reserved power to assess these sums ag&inst parties to the 4 
litigation including the defendants Federal Home Loan Bank Board, Feder) 


Savings 
others, 


and Loan Insurance Corporation, Ammann's Bonding Company and 
as the Court might determine. 


The major portion of this sum was spent in an endeavor to procure 
from Ammann an accounting and to recover fram him and -his co-conspirator 


assets, 


property, and records belonging to the Association. 


His bond provides for payment of its face amount of $100,000, plus 
all attorneys' fees and costs incurred in the recovery of the Associatiy 


property. 


No 
yet the 
and pay 


part of this sum is properly a liability of Long Beach Federal, 
Federal Home Loan Bank Board desires the Association to assum 
the full amount irrespective of merits and absolve Ammann ani 


his Bonding Company and all other defendants from liability therefor, 


2 . 
holders 


When A. V. Ammann seized the Association in 1946, the share- 
instigated their own suit to recover their assets and procured 


from the U. S. Court an injunction to prevent cammingling of the Assocs. 


tion as 
Court. 


notes payable to the Federal Home Loan Bank of San Francisco and assigns | 


multi 


sets with any other institution without the prior approval of th 
Ammann-in total defiance of the Federal Court injunction, executs| 


lion dollars of the assets of this Association to said Bank, 


purportedly as collateral for his notes. The Federal Home Loan Bank of 
Los Angeles also instigated litigation and cross-claimed against this 


Associa 
connect 
the Los 


of such obligation should be made to the Los 


Beach A 
however 


tion, asserting that any money used by the San Francisco Bank in 
ion with loans to Ammann was in truth and fact the property of 
Angeles Bank and that any repayment = the Long Beach Assoclati« | 
eles Bank. The Long 
ssociation has never accepted the liability for Ammann's notes; 
in March, 1948, the Association made a tender into the U. 3, 


Court of the full amount claimed by the San Francisco Bank on such 


- notes. 
Bank. 


The tender was refused by representatives of the San Francisco 
By law, a refused tender is supposed to stop the running of 
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attorneys' fees, court costs, and interest in connection with such obli- 
gations, a8 well as release any collateral pledged as security for the 

tion. After the termination of the Los Angeles Sank litigation, 

n Francisco Bank started its suit in the State Courts. The suit 
yas transferred to the U. S. Courts, for the enforcement of payment of 
jmann's notes. Again the Association, although denying liability for 
said notes, or any part thereof, tendered into the U. 3. Court the full 
amount claimed by the San Francisco Bank, which again, by lew, should 
nave released 411 collateral pledged, terminated all interest accruals 
and terminated court costs and attorneys’ fees under said notes. 


In spite of the bonafide defenses which the Association has against 
the payment of the notes in the first instance, and despite two such 
tenders, and the law clearly enunciating the rights of the individuals 
in connection therewith, the Home Loan Bank Board desires the Associa- 
tion to pay to the San Francisco Bank the full amount of said notes, 
plus accrued interest to the date of payment. The interest alone which 
the Association should not be required to pay exceeds $1,100,000. The 
San Francisco Bank is reported to have urged the liquidation of the 

Beach Association when it appeared that settlement of the obli- 
gations were imminent. Such Bank in its endeavor to further jeopardize 
the welfare of the Association and cause an impairment to justify, in 
thir view a liquidation, converted the Association's $5, ,000. United 
States Government Bonds which it held, to its own use. At the time of 
such conversion the Bank had in its possession a written bid fram a 
ponafide buyer offering to pay par or above for the Association's 
Mnited States Government Bonds. Disregarding such cash offer the San 
Francisco Bank converted to its own use the Association's $5,300,000. 
par value United States Government Bonds at a price of $469,600. below 
the cash offer. If such conversion be held valid, the Association 
vill take a further loss of $469,000.00 Congress created the Federal 
Home Loan Banking System for the purpose of preventing such abuses. 

It was asserted in the legislative history of the Federal Home Loan 
Bank Act that the system being a part of the governmental agencies 

would lend greatly to stablizing loans so that people's securities 

vould not be wiped out. Yet here we find a totally —— disregard 
of the law and an appropriation of the people's securities to the Banks 
om use at a private conversion to itself, after having ignored a 

cash bid for $469,000. more than the Bank asserts it paid for the 

United States Government Bonds. Again these are assets manipulated 

and commingled by Mr. Ammann, and which the Association has attempted 
to recover. Any expenses or costs in connection therewith are bY 
contract agreement with Anmmann's Bonding Campany, a part of the lia- 
bility of such Bonding Company. However, again the Board, as a con- 
dition of settlement, requires that the Association assume the full 
amount of Ammann's $6,300,000. invalid loans and the full amount of 
interest accruals of over $1,100,000. Concurrently with payment, it 

is my understanding the San Francisco Bank will deliver to the Associa- 
tion, the Bonds which thus far it has appropriated to its own use. 


3. As previously stated, the Association Shareholders sued the 
Federal Savings and Loan Insurance Corporation and the Association 


thereafter deposited semi-annual payments of insurance premiums to 


59258 O—60—pt, 168 
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said Corporation pending the outcome of the claims of the Shareholders 
— the Corporation and a determination of the correct amount 

of such premium. The estimated amount of the accruals for the Federa) 
Insurance premiums total $403,015.41 calculated on the most advanta. 
geous basis for said Corporation, not on a basis of equity. The Hom 
Loan Bank Board desires that the Association pay the fyll amount of 
said premiums, together with interest at the rate of 24% of such 
portions of the estimated premiums as are not yet deposited in such 

U. S. Court. 


4, The Federal Home Loan Bank Beard has billed the Association 
for $89,780.54, purportedly for expenses claimed by Ammann and his 
cohorts in connection with the Ammann activities in the Association, 
This activity, like numerous other Ammann-created obligations, has 
never been campletely itemized and its purpose, necessity, or its validity 
has never been in any wise established in prior negotiations. Priop 
Federal Home Loan Bank Board members have advised this Association the 
they would waive such claim and that they had procured the consent of 
the General Accounting office to so waive said claim. In our com- 
ference with General Council for the Federal Home |..an Bank Board, he 
expressed his view that approximately one-half of such said account 
was an improper rep against the Association and that in his viey 
approximately half of the account might be justified. It was his re. 
quest and, subsequently, the request of the Federal Home Loan Bank 
Board members that the Association agree to pay such portion of said 
account as they might determine to be appropriate upon final settlement 
and it would seem if there is to be settlement that the Association ms: 
give a blank check to the Federal Home Loan Bank Board to the extent 
of this claim, wth the assurance, however, of Mr. Creighton, General 
Counsel, that in his opinion their charges will not exceed approximate); 
one-half thereof. It appears to be a case of this Association having 
to pay for a Bureaucratic agent to misappropriate its assets. 


5. ‘There is another item of $17,300.82 which is a proper ad justm: 
to be made upon settlement in connection with the Bond interest for th 
Bonds accumulated by the Association and to be delivered to the Associ: 
tion as a part of the settlement. This amount would be charged against | 
the Association reserves. 


6. During the course of the eleven years' .litigation, the more 
than 100 appearances of the Association in the U. S. District Cowt, 
the more than 15 appearances in the U. S. Circuit Court and the 5 or 
more appearances in the U. 3. Supreme Court and the 2 Conzressional 
Hearings By a3 tees of the U. 8. Co ss, the Association has ex- | 
pended $167,605.06 which it charged to Titigation costs. It is the 
view of the Association that these amounts were bonded by Ammann's Bou 
because a major portion of such expenditures were an attempt to recover 
properties dissipated by Mr. Ammann after his seizure of the Campany's 
assets. It is the desire of the Federal Hame Loan Bank Board that 
the Association assume the full liability therefor and pay the sam 
from its general reserves. 


7. One of the major items to be considered in settlement is 
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attorneys' fees. Thus far it is the desire of the Federal Home Loan 

pank Board that the Association pay the Attorneys for the Association, 

its representative Shareholders’ Committee and for counsel for the 
trustees under the Association's Deeds of Trust and Mr. Robert Wallis 

and his council, not exceeding the amount hereafter stated and that 

the official defendant governmental agencies and others who have been 
adverse to the Association pay their own attorneys' fees and the Associa- 
tion not be charged therefor. 


In 1949 a petition was filed by Attorneys for the Shareholders” 
Comittee, Association and Trustees, to determine the then accrued 
attorneys! fees. The court found after notice and hearing that there 
nad accrued up to that time $540,000. to such attorneys. Prior to such 
hearing, pursuant to an order of the District Court, confirmed after 
yrit to the U. S. Supreme Court, Counsel for the Shareholders’ Commit- 
tee had received $50,000. to apply on aceount of his services. After 
the heart pursuant to judgment or the U. S. District Court an ad- 
ditional $270,000. was paid to the various attorneys. The Federal 
fome Loan Bank Board Supervising Authorities and other Federal Defen- 
dants waived objections and their right of appeal thereto. 


Tne hours of legal work to prevent reseizure and total destruction 
of the Association, while attempti to recover the Association's assets 
seized by Ammann have been a tremendous burden on the various counsels, 
particularly this has been true of Association's Counsel and who has 
hed the double burden of advising the Association's personnel in their 
endeavors to make multi-million dollars income above normal operations 
vith which to absorb the losses resulting fram the Fahey-Ammann seizure 
and refusal to fully account for the Association assets. 


Tbe amounts considered as payment to legal counsel is a pittance 
considering their efforts and service rendered. The amounts are based 
upon how much the Association can pay and still survive after the 
Governmental raids and discounts of Association's assets to satisfy 
supervisory technicalities, rather than on equity and fairness. 


In our general discussions, it has seemed satisfactory to the 
Federal Home Loan Bank Board for the Association to pay and distribute 
among council, after approval of U. S. Court, a cashier's check in 
the amount of $50,000. payable to Robert H. Wallis and now held by 
the U. S. Court, together with an additional $100,000. to be appro- 
priated for payment of fees due the Shareholders' Committee lawyer, 
the Trustees lawyer and Mr. Wallis and his council. The Federal Home 
Loan Bank Board have indicated their agreement that the liability for 
Mr. Charles K. Chapman's services be secured by a special trust fund 
pursuant ‘to a plan heretofore submitted to Mr. Creighton, General 
Counsel of the Federal Home Loan Bank Board and approved in principle 
by the Federal Hame Loan Bank Board. The substance of the plan would 
be that the Association deposit in a trust, assets totaling $750,000. 
and that the terms of the trust provide that the Association receive 
1/3 of the income therefrom and Mr. Chapman receive 2/3 of the income 
therefrom so long as he lives. That the trust be empowered to make 
investments from time to time in assets eligible as loans for the 
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Association, aiveet to the prior _ oy of both bengficiaries, mp 
Chapman and the Association. That original assets to be tras." 
ferred to the trust be from creditor obligations payable to the Associa 
tion, and which the Board now considers a part of the unearned profit; 
That the ee creditor obligations, shall include all of the - 
obligations sec by each property. That the Association shall be 


authorized to carry on its books without a specific reserve or wri teor? 


from its reserve accounts the full value of the assets transferred int, 
such trust. The theory being that during Mr. Chapman's lifetime his 
participation in such trust will be only from the earnings thereon an 
will at no time impair the principle corpus of the trust. 


Obviously, should settlement, be made and the Association assum 
and pay the obligations which the Federal Home Loan Bank Board insists 
that it assume and pay as a price of settlement, the Association 
would take unto itself a large financial burden and seriously deplete 
the Association's reserves. Very properly the question should be 
asked, can the Association afford to make such a settlement. On the 
other hand, in the light of the lack of integrity in the National 
Government, can the Association afford not to make a settlement? The 
amount of obligation which we do not now owe and which we would have 
to assume and prone the approximate sum of $8,636,723.03, which 
includes $6,300, - principal of the notes created by nn. Ex- 
clusive of the Trust created for the Association's Attorney. I have 
heretofore expressed a view to you and to the Association Shareholders 
that if the Association could accumulate sufficient reserves to absom 
the cost and losses in Ammann's seizure, misappropriation and manipulati; | 
of the Association's assets, that it would be better than a continud 
threat of liquidation and other reprisals because of our attempt to 
recover our misappropriated assets. Because of the extra efforts of 
the Association ma nt and its excellent staff, with able le 

dance of Association legal Council, the Association has cxvunl ail 
4,500,000. income in excess of a normal income for the dollars invest, 


We had though we had arrived at such a point where we could assm 
the Government Defendants obligations and still survive. The Super- 
visory Steff of the Federal Hame Loan Bank Board did not, however, desix 
the Association to accomplish settlement and a new threat was injected. 
@ demand that the Association write off fram its profits and reserves 
accounts sums accumulated and taken into earnings. Such earnings ver 
accounted for by the Association on the basis required by the Internal 
Revenue Lavs enacted eee The Federal Home Loan Bank Board 
Under-Staff, however, that the Association ignore such Intem 
Revenue Laws and account for such assets not on the reasonable valu | 
of creditor obligations at the time of acquisition, but on the basis of 
cash receipts. A camplete conflict in accounting principals. If th 
Association were to comply with the Supervisory Staff's requirements, 
it would then violate the Internal Revenue Laws and be subject to 
penal prosecution. If the Association did not camply with the Super- 
visory Steff's demand to thus violate the Law, it would then be subject 
to supervisory reprisal and possibly another confiscation and another 
10 or 15 years of attempting to procure an accounting and return of 
millions of dollars of the people's proverty and savings. 
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In the light of our inability to procure accounting for the here- 
tofore misappropriated assets of the Association by Government bureau- 
ratic officials, I doubt that during our lifetimes we would be able 
to procure a new accounting for a new episode. You as Directors con- 
sidered this dilemma. The Association requested a normal liquidation 
of such Trusts, but because of the arbitrary insistance of the Super- 
visory Staff of the Home Loan Bank Board, the sale of such Trusts 
vas made, notwithstanding the now tight money market. The Association's 
peneficial interest secured by these Trusts as of June 30, totaled the 
gm of $3,775,935-57. The total loss from such sale including dis- 
count title costs, escrow, recording and revenue expense amounts to 
approximately $599,505.78. Faced with this additional loss, the 
jssociation management negotiated with the Association borrowers and pro 
cured a loan bonus totaling $600 ,000., paid to the Association in 
cash, just prior to the conclusion of the sale of the Trusts aforesaid, 
90 that the Association would still maintain approximately the same re- 
serves a8 it held prior to the new supervisory demands. So again we 
are in @ position to say to the Federal Home Loan Bank Board that we 
can accede to all of your demands and still have ample legal reserves 
to comply with the laws, rules and regulations as we now know them. Of 
course, we have had some difficulty with such rules and regulations 
on thelr rather loose-leaf system of changes, amendments, and altera- 
tions from time to time. I hope there are nose that we have missed 
thus far. Then too, there are some destructionists on such Board Staff 
yho are quite resourceful in concocting new technical ideas to cause 
loss and impairment. 


The Association's Certified Public Accountant has prepared an 
analysis as of June 30 of the Association's reserves, the require- 
mnts.of the legal reserves for the Association, the amount of liabili- 
ties which the Association would assume and pay should settlement be 
obtained on the basis aforesaid and the excess of reserves above such 
legal requirements on the completion thereof. Such proforma settlement 
does not include adjustment for the sale of the trusts and the $600,000. 
bonus, which approximately offset each other since these were not of 
rec on the Association books as of June 30. Nor does such proforma 
statement prepared by our Accountant include the loss which the Associa- 
tion may sustain from a final settlement with Jackson Turner, whose 
properties were misappropriated on a rather lavish basis by Mr. Ammann 
during his sojourn as Conservator and concerning which there has been 
a multitude litigation. Nor does such statement contain such lia- 


\ bility as the Association may have by reason of claims of Mr. J. D. 


Wilhoit, one of the Association's customers, for documents misappro- 
priated by Mr. Ammann during his sojourn as Conservator of the Associa- 
tion., Such claims are now pending in the U. S. Courts and it is my 
uMerstanding the Federal Home Loan Bank Board is willing for such 
claims to stand on their own merits and that judgment therefor may be 
entered against such persons, firms or corporations as the Court may be 
entered against such persons, firms or corporations as the Court may 
determine to be liable therefor. In this single instance,(Willhoit 
claims) the Federal Home Loan Bank Board seems to have reversed its 
policy on Ammann's bond. 


When the remnants of the Association were returned on January 24, 
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1948, the Shareholders' savings accounts totaled $12,970,339.20. As 
of June 30, 1957, the Shareholders' savings accounts totaled the su 
of $80 ,352;970.08. Thus the Association's elected ma nt inl 
years of concentrated endeavor has rebuilt it to over six times in 

savings accounts after the Ammann fiasco. During this entire period 


the Association has been unable to furnish to its customers a financia) 


statement because the Association has had no basis upon which to make 


a financial statement since Mr. Anmann's Conservatorship and his failure 


to account. We de not know what basis to use for such of the assets 
as Ammann left, of what liability there is against the assets we have 
since acquired. 


It is my understanding that if this Board of Directors adopt a 
resolution authorizing settlement to be made by the Association by 


assuming the obligation for and paying the amounts heretofore specified 


subject to the approval of the U. S. Court, and such resolution is 
submitted to the Federal Home Loan Bank Board in Washington, that 


such Board will approve such resolution and that thereafter the Associa. 


tion may submit it to the U. S. Court as a basis of settlement and as 
a basis of determining the assets and liabilities of the Association, 
by requesting the Court to issue an Order te Show Cause, with the 
appropriate notice being published to the Shareholders, creditors, 
any other claimants and thereby providing a cut-off for liabilities 
created by Ammann and his Associates which might have thereafter been 
asserted. In spite of the handicaps under which ve have operated ent 
the constant harassing for the past several years, the Association 
has increased its reserves in extraordinarily substantial proportion; 
otherwise, we could not assume and pay the more than $8,636 723.03 
Bureaucratic-created liabilities herein enumerated, as a price to 
evert the threat continued attrition as has been our experience. 


It is your President's further view that if the same amount of 
energy could be spent in-community service rather than defending the 


Association against continued threatened confiscation, that the Associs- 


tion Suareholders would all fare far better in the long run and vith 


greater benefit than if.we were to attain judgments against Bureaucrat: 


officials only to be confiscated to prevent the collection thereof, 
With the lack of integrity in the National Government, it is my reca- 
mendation that we adopt an appropriate resolution for settlement, as 
herein outlined, and thus determine whether or not the Federal Hame 
Loan Bank Board is in truth and fact willing to conclude the matter on 
any basis, or if there remain in its staff those who wish to further 
their personal welfare at the expense of the savings investors. 


Mr. Robert Wallis-moved the adoption of the following resolution: 
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RESOLUTION 


WHEREAS the officers of Long Beach Federal Savings and Loan 
association have been negotiating with members of the Federal Hame 
oan Bank Board for the purposes of terminating litigation arising 
out of the seizure of the Association in 1946 and the appointment 
of a Conservator therefor and to establish a financial basis 
gutually agreeable to said Association and said Board upon vhich 
the Association may rely in making financial statements and to cut 
off, by appropriate legal notice, claims which may arise, as yet 
wimown, by reason of such Conservatorsnip and subsequent events 
related thereto; 

NOW THEREFORE be it hereby resolved that the Board of Directors 
of Long Beach Federal Savings and Loan Association do hereby 
guthorize and direct the officers of said Asscciation, as a can- 
promise and settlement of the aforesaid litigation, to: 

Step. 1. Submit a certified copy of the within resolution to 
the Federal Home Loan Bank Board, Washington, D. C., and upon the 
approval thereof, to proceed as follows: 

’ Step 2. File an appropriate motion or proceeding in the U. 

§, District Court, Los Angeles, California, requesting said Court 

to issue an Order To Show Cause, or other appropriate order, stating 
that the Association proposed to campromise the pending litigation 
and controversies as hereinafter stated and to establish a financial 
basis upon which the Association might tnereafter function and cut 
off any and all claims against the Association not reflected on 

the books of said Association and to approve the campramise and 
settle said litigation as hereinafter set forth and to request said 


Court to direct the manner of notice and time cf notice to the 
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Shareholders, Borrowers, Creditors, and others who might be affecteq 
thereby, excepting that the Federal Home Loan Bank Board or Federa] 
Savings & Loan Insurance Corporation and other Federal Defendant 
Officials shall not be made parties thereto. 
Step 3. Upon the approval of the within resolution by said 
Court, after notice and hearings thereon aforesaid, the Directors 
of this Association shall make the following entries in the books 
of the Association, to wit: 
@. Charge to the General Reserves of the Association the sum 
of $365,279.17 to charge off the amounts heretofore paid by the U, 3. 
Courts from and out of the funds held in Court, whether or not such 
amounts were a charge by Order of the Court against the Association, 
b. Charge to the General Reserves of the Association the 
sum of $167,605.86 to charge off the amount of litigation expense 
capitalized by the Association as a result of the litigation afore- 
said. pang 
ce Charge to the General Reserves of the Association a check 
in the amount of $50,000.00, which has been deposited in the U. 3. 
Court, originally payable to Robert Wallis. 
ad. Deposit in the U. S. Court an additional $100,000.00 to 
be paid to such attorneys as the Association may direct and the Court 
may approve, as full and camplete compensation for their services, 
which shall include the following: 
1. Counsel for the Shareholders Committee who commenced 
the Maloney vs. Fahey litigation on May 27, 1946. 
2. Counsel for Title Service Campany, Trustees under the 


Association's Deeds of Trust. 
>. Robert H. Wallis and his Counsel. 
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e. Upon determination by the Federal Home Loan Bank Board’ 
of the amount due, if any, on said Board's claims of $89,780.54, to 
charge such portions, if any, to the General Reserves of the Associa- 
tion. (The Federal Home Loan Bank Board has requested that a de- 
termination of this item be "deferred pending’ the Board's council 
yith other Governmental Departments concerned. After such council, 
the Board will determine what amount, if any, shall be charged the 
association and it will pay such amount.") 

f. Pay the Federal Savings and Loan Insurance Corporation 
the amount of insurance premiums due said Corporation, taking into 
consideration the sum claimed by the San Francisco Bank to be an 
indebtedness of the Association, which said premium is estimated to 
pe $403,015.41, and pay the sum of 23% interest per annum on any 
portion of said sum not deposited in the U. S. Court fram the date 
vhen such sum was due to the date of payment to said Insurance Corpo- 
ration. 

ge Charge to the General Reserves of the Association the 
sum of $17,300.82 as an adjustment on U. S. Government Bonds account. 

h. Upon the condition that the Federal Home Loan Bank of San 
Francisco deliver to the Association $5,300,000.00 of U. 8. Govern- 
ment Bonds, heretofore held by it for said Association, together 
with interest coupons attached, or credit therefor be given for said 
coupons, the Association shall pay the Federal Home Loan Bank of San 
Francisco for notes created by Ammann totaling the sum of $6,300,000.00, 
together with interest thereon at the rate of 2% per annum, from 
January 1, 1948, to the date of payment, less the following: 


1. The amount of cash delivered to said Bank by the U. 
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3. Court, amounting to the sum of $994,856.16. the 7 
2. Less the amount of interest coupons on said U. S. payad: 
Government Bonds due and payable on or after January 1, 1948, to shall 
date hereof. All coupons due on and after date hereof shall be mittec 
attached to said Bonds. cone ur 
3. Less dividends declared and accrued since January 1, 1938 | ™ vi 

to date on stock owned by said Association in the Federal Home Loan , the ot 
Bank of San Francisco. Chane 
That said payment shall be made and conditioned, that upon the the As 
payment of said net sum aforesaid and the delivery of said Bonds as quent 
aforesaid to this Association, that all claims of said San Francisco | eon 
Bank against the Association shall be terminated and compromised ani to sad 
that all claims by the Association against said San Francisco Bank assets 
and its directors shall be terminated and campromised, excepting condit 
that the Association shall own 6,084 shares of the capital stock of —- 
said San Francisco Bank, unencumbered. The net amount of the afore- soe 
said payment shall be deducted from the General Reserves of the | oe 
Association. c ot 
That the Association will concurrently with such settlement, on 
purchase and pay for additional stock in the Federal Home Loan Bank wee: 
of San Francisco in an amount when added to its present stock owner- mall, 
ship shall equal not less than the minimum requirements pursuant to awing 
rules and regulations. | J 
i. The Association shall create a Trust into which it shall ate 

assign and deliver borrower obligations totaling $750,000.00 from we te 
and out of the assets of the Association, which have heretofore been 6 Somme 
to male 


designated by the Federal Hame Loan Bank Board as umearned profits. 





iT. 


0 


een 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1067 


me Trust sitell provide that 2/3 of the incame therefrom shall be 
payable to Charles K. Chapman during his lifetime and 1/3 thereof 
shall be payable to the Association. The form of said Trust is sub- 
nitted herewith, is approved by the Association, and shall be executed 
concurrently with or after the District Court Order of Approval of 
the within compromise. That upon the establishment of said Trust, 
the obligation for the Association to pay further fees to said 
Charles K. Chapman for his services in connection with recovery of 
the Association and its assets from the seizure in 1946 and subse- 
quent litigation in connection therewith to and including the date 
of approval hereof by the U. S. Court aforesaid shall be transferred 
to said Trust. The establishment of said Trust and the transfer of 
assets therein are part and parcel of the within campramise and are 
conditioned upon the Federal Home Loan Bank Board consenting by 
approval hereof, to the Association showing said assets so trans- 
ferred into said Trust as an asset of the Association for the full 
face value thereof and that it shall not be required during the life 
of said Trust to establish a loss reserve or impairment of its re- 
serve because the title to said assets are held by said Trust pur- 
suant to the conditions thereof. Future investments in said Trust 
shall, pursuant to its terms, be legal investments for Federal 
Savings & Loan Associations. 

j. Upon the approval of the campromise and settlement on the. 
basis herein set forth and the Order of the Court therefor determining 
the financial basis upon which the Association may thereafter make 
a financial report, the officers of the Association are authorized 


to make monthly and annual reports to the Federal Home Loan Bank 
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Board, as required by the rules and regulations. 

k. Upon the Order of the Court becoming final, it shall be 
conditioned upon the full and complete discharge from suit, claim, 
or liability, except as hereafter stated, by reason of any of the 
actions commenced by the Long Beach Federal Savings and Loan Associa. 
tion as complainant or cross-complainant and by the Mallonee Share. 
holders' Committee of Long Beach Federal Savings and Loan Association 
and/or the Trustees under the Deeds of Trust of the said Association, 
either as camplainant or cross-complainant, against the Federal 
Savings & Loan Insurance Corporation, and each and all of the officig) 
defendants of the Federal Hame Loan Bank Board and each and all per. 
sons now or heretofore members thereof, each of the personnel of the 
Federal Home Loan Bank Board named in any such suits, excepting in 
the claims upon which J. D. Willnhoit, et al. has sued the Associa- 
tion, et al. for the recovery of documents which claims shall stand 
upon their own merits as to all parties thereto and not be affected 
by settlement herein. 

1. The Bond furnished to Long Beach Federal Savings and Loan 
Association by A. V. Ammann in the original amount of $100,000.00 
shall be exonerated, insofar as Long Beach Federal Savings and Loan 
Association claims thereunder, excepting as to such liability as 
said Company may have in connection with said claims made by said 
J. D. Willhoit, et al. aforesaid. 

m. Approval of this resolution by the Federal Hame Loan Bank 
Board shall be its consent to the release of all funds now deposited 
in the U. S. Court in connection with each and every of the lawsuits 


above referred to, insofar as said Board, Federal Savings and Loan 
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Insurance Corporation, A. V. Ammann, as Conservator or former Con- 
gervator, or any other official defendants have an interest therein 
ani said funds shall be paid pursuant to the Order of said Court to 
the persons entitled thereto, primarily to Long Beach Federal Savings 
and Loan Association, upon Association's compliance herewith. 

The sale of this Association's interests in Trusts L-l through 
j, this resolution and all actions hereunder have been made and done 
in efforts to meet the requirements of a letter of Federal Home Loan 
pank Board to this Association dated June 12, 1957 and to remove all 
spervisory criticism of the Association by said Board. 

In the event the Federal Home Loan Bank Board or any of its 
agencies or corporations yet have any objections or criticism to 
the Association, its reserves or operation, this resolution shall be 
null and void. 

In the event the Court shall reject the compromise and settle- 
mot of the litigation as herein authorized by the Association 
Board and as approved by the Federal Home Loan Bank Board before 
submission to said Court, then and in that event, the within reso- 
lution shall thereafter be null and void and of no further force 
and effect. 
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Said motion was seconded by Chester Gruber. After an extended wate 
discussion of the resolution and its effect upon the Association, the Be: 
Resolution was unanimously adopted. 


There being no further business, the meeting adjourned. Thi 


cm 
3 


Respectfully submitted, 
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Exhibit F-l--Telegram from H, Chamberlain, superintendent of building, city 
of Buena Park, Calif., to Hon. John E, Moss, June 15, 1960, re status of 
Bellehurst construction 


ene | WESTERN UNION 622 


gniess its deferred char- 


NL = Night Lerrer 
— emer a SF-1201 (4-00) | 7 _Irvernaional 
proper symbol. 
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Letter Telegram 
W. P. MARSHALL, Paesioent 


The filing time shown in the date | ine on domestic telegrams s LOCAL TIME at pai 
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0 FNAO11 OLPD FULLERTON CALIF 15 840A POT 
HON JOHN E HOSS 
ROOM 541 HOUSE OFFICE BLOG 
WASHINGTON DC 
AS REQUESTED BY IR JAMES A LANIGAN THE FOLLOWINGS: 





UNION STRIKE Spa ttneertien STOPPED - oN VARIOUS BUILDINGS 3 IN VARIOUS 

STAGES COMPLETION SPECIFICALLY AMONG THESE IN SCCtEHURST WERE , 
74 DWELLINGS UNDER BUILDING PERMIT WHICH HAD REACHED THE CONCRETE ¥ 
*9.AB AND GROUND PLUIMBING STAGE GROUND PLUMBING BEING THAT LIMITED s 
TO BELOW THE GROUND AND THROUGH THE CONCRETE SLAB STOP UP To — 
THIS POINT INSPECTION SHOWED CONSTRUCTION TO BE SATISFACTORY 

stop AS NO WORK HAS BEEN DONE SINCE AND A REQUIREMENT OF WORK 

PERFORMANCE WITHIN A CONTINUOUS 60 DAY PERIOD IS NECESSARY 


BUILDING PERMITS HAVE BECOME INVALID STOP HOWEVER NO CONDEMNATION 
OF THE CONSTRUCTION IS CONTEMPLATED AT THIS TIME AS NO REASON 


00 SO STOP DETERMINATION OF CONDITION WILL BE MADE WHEN PERMIT 
RENEWAL REQUESTED 


H = CHAMBERLAIN SUPERINTENDENT OF BUILDING CITY OF BUENA 
PARK 


195960. 
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a” 
Ameriees [natives 


PHONE HE 6.3236 
Tomes epee 


Nactonel A semcbetion Real Eat ae Boards 


A. G. Maspero, M.A. 
REALTOR ~ APPRAISER 
COUNSELOR 
+ 


423 Sscuarry BumDoOV 
Lomo Baace 2, Caupoania 


May 15, 1988, 


Mr, T, A. Gregery, President, 

Leag Beach Federal Savings and Lean Association, 
328 American Avene, 

Leag Beach 12, Califernia. 


Dear Mr. Gregery: 


Pureuaat to your instructions | have inspected, considered, aad 
appraised the property knewn as Los Coyotes Country Club, 8888 
Les Ceyetes Drive, Buens Park, California, legal description of 
which is more fally covered in the accompanying brief, and it is 
my opinion that as of even date the fair value is Three Millica, 
Gue Mundred Tweaty-five Thousand Dellars (§3, 125, 006, 00). 


These figures are predicated upon the preperty being free and clear 
ef all encumbrances except conditions, restrictions, reservations, 

rights, and rights of way of vecord, and subject te all proposed im- 
provements being completed in a satisfactery way; alse except min- 
eral rights, 


1 certify that my employment in making this apprabdal is in ne manner 
contingent upen the ameunt ef the valuation, and that I have ae interest 
in the property, past, preseat, or contemplated future. 

Attached herete aad made a part of this repert are seme data upon which 


the conclusions are predicated, and a discussion of seme of the factors 
iavelved in arriving at this estimate ef valuaticn. 


Years wy teply, 
LEA: 

i & SA: gee, ' 

AGM FED 
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A. @. MASPERO, M. A. |... APPRAISER-REALTOR, Lome BEACH, CALIFORNIA 


Appraisal F or: Mr, T, A, Cregory, President, 


Long Beach Federal Savings and Loan Association, 
328 American Avenue, 
Long Beach 12, California, 


Purpose of Aprrs isal: 


To establish fair value as of even date, 


Type of Prope rty: 


Golf courses and club house known as 
Los Coyotes Country Club, 8888 Los Coyotes Drive, 


Buena Park, California, 


Legal Description: 


2tle 


Laowe portions of Sections 24 and 25, Township 
3 South, Range 11 Weat, in the Rancho Lus Coyotes, City of 
Huena Park, County of Orange, State of California, as per 
tnap recorded in iscuk 51,, sage 8 of Miscellaneous Maps, 
in the office of tne County <ccorder of said County, 
aescrived as a whole as follows: 

beg nuing ata peint on the east line of said 
Section 25, North 0° 23" 10" West 3800, 09 feet from the 
southeast corner thereof; thence South 52° 15' 53" West 
702, 85 feet; therce South 30° 17' 53'' West 388, 10 feet; 
thence South 14° 34' 23' West 636, £5 feet; thence South 
44° 43' 08" West 1118, 64 feet to a pcint South 86° 18! 


50" West 47, 186 feet from a point North 3° 41' 10" 


waship 
ty of 
per 


8, 


aid 


th 
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West 140, 00 feet from the easterly terrm:nus of that certain 
center line course cited «8 “South 86° 17' West 623, 38 feet" 
in the deed for a 90, 00 foot easement for drainage purposes, 
to the County of Crange, rocorded July 25, 1934 in Book 
692, page 140 of Cfficial Records; thence South 86° 18' 50" 
West 234, 88 feet; thence North $0° 42' 29" West 153, 77 
feet; thence North 26° 33' 47" East 856, 9" feet to the in- 
tersection of the southeasterly prolongation of that certain 
course cited as ‘North 21° 30' 00" West 620, 00 feet" in 

the deed to Metrim Corporation recorded July 10, 1956 

in Book 3572, page 201 of Official Records; thence North 
21° 30' 00" West 677, 84 feet along said prolongation aad 
said course to the northerly terminus of said course; 
thence North 26° 51' 51'' West 427, 71 feet; thence North 

0° 09' 00" West 193,93 feet; thence North (6° 30' 50" East 
288, 69 feet; thence South 37° 40' 40" East 924, 00 feet; 
thence North 3? 18' 35" East 1000, 00 feet; thence North 

58° 23' 35" East 163, 10 feet; thence North 0° 04' 23" West 
630, £4 feet; thence Souti: 57° 31' 40"' West 897, 27 feet; 
thence North 54° 39' 50"' West 160, 90 feet; thence North 

0° 05' 45" East 376, 38 feet; thence North 40° 46' 45" Fast 
635, 14 feet, thence south 72° 40' 30" West 579, 93 feat; 


thence North 0° 00' 00" West 1145, 53 feet; thence North 








1082 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 





10° 25' 15" Fast 798, 24 feet; thence South 899 58! 45" Fag: 
368, 09 feet; thence South 5° 14° 44" East 441,97 feet; thence 
South 11° 38' 20" Weet 692, 55 feet; thence South 32° 40' 49" 
East 102, 30 feet; thence North 55° 39° 26" East 1124, 50 feet; 
thence South 747 28' 00" Eaet 225, 11 feet; thence North $90 
01' 33" East 471, 63 feet to the southwest corner of the land 
described in Parcel 2, in Lis Pendens Case No, 6733) in 
the Superior Court of the State of California, in aad for 
Orange County, a copy of which was recorded December 21, 
1955 in Book 3325, page 585 of Official Records; thence 
North 59° 01' 33'' East 80, 37 feet along the southeast line 

of said Parcel 2 to the East line of said Section 24; thence 
South 0° 29' lv" East 2112, 20 feet along the East line of 
said Section 24, and the East line of said Section 25; thence 
South 89° 30' 50" West 500, 00 feet; thence South 0° 29! 10' 
East 710, 31 feet; thence North 58° 12' 50" East 585, 17 feet 
to the East line of said Section 25; thence South 0° 29' 10" 
East 337, 94 feet to the point of beginning, 

EXCEPT that portion, if any included within 
the land described in Parcel 3, in Lis Pendens Cast No, 
67331, in the superior Court of the State of California, in 
and for Orange County, a copy of which was recerded in 


Book 3325, Page 585 of Official Reeords, December 21,1955, 


al, 


in 


1,1955, 
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ALSO those portions of Sections 19 and 30, 
Township 3 South, Range 10 West in the Rancho Los 
Coyotes, City of Fullerton, Cousty of Orange, State of 
Califorsia, as per Map recorded in Book 51, page 7 of 
Miscellaneous Maps in the office of the County Recorder 
of said County, described as follows: 

Beginning at a point on the north line of 
the southwest quarter of said Section 19, North 89° 32' 
30" East 774, 63 feet from the northwest corner of said 
southwest quarter, said point being the most northerly 
corner of the land described in Parcel 2A of the 2nd 
amendment and Supplement to complaint in Case No, 
67$31 of the Superior Court of the State of California 
in and for said Orange County, a certified copy of the 
original complaint of said case was recorded December 
Zi, 1955, in Book 3325, page 585 of Official Records; 
thence following the boundary lines of said Parcel 2A 
South 19° 57' 40° East 13, 80 feet; thence South 2° 42! 
40'' East 530, 00 feet; thence South 29° 02' 20" West 485, 00 
feet; thence South 57° 12' 46"' West 663, 40 feet to the west 
line of gaid Section 19; thence South 0° 29' 19" East 1517, 32 
feet along the west lines of said Sections 19 and 30; thence 


North 18° 50' 20" East 757, 14 feet; thence North 25° 39! 00" 
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East 774 70 feet; taence couth 51° 51 30" Fast 416, 74 

feet; thence Sout. 9° 13' 02" East 641,57 feet; thence 

South 11° 34* 20" West 167, 00 feet; thence south 39° 35! 44" 
West 654, 56 feet; the ace South 31° 39' 20" West 174, 32 

feet; thence South 25° 26' 35" Vest 260, 26 feet; thence 

South 47° 41! 05" West 77, 33 feet; thence South 69° 16! 20) 
West 162, 00 feet; thence South 34° 17' 20" Weot 248, 35 feet to 
the west line of said Section 30; thence South 0° 29' 19" Eas: 
313.51 feet; thence North 43° 05* 05" East 396, 55 feet; thence 


North 40° 21' 35" East 237, 06 feet; trence North 38° 37! 5: 


oti} 
East 208. 24 feet; thence Nortn 66° 08' 05" East 176, 09 feet; 
thence North 54° 04' 05"" Fast, 103. 43 feet; thence North 4° 
Li* 50" East 62, 93 feet; thence North 90° 00' 00" East 430, 42 
feet to the east liue of the land described in the deed to Metrim 
Corporation recorded December 7, 1956 in Book 3735, page Imp 


593 of Official Records; thence North 09 29' 10" Weet 3197, 17 
feet along said east line to the northeast corner thereof; thence 
South 89° 32' 30" West 490,17 feet along north line of said 


land to the point of beginning. 


Size of Property: 


209.140* acres, 


Location and Distriet: 





155, 163 * acres are located in the north- 
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easterly portion of Buena Park and 53,977 * acres in the 
westerly portion of Fullerton, 

, California Highway 39 is a little to the 
north and an extension of Rosecrans Avenue ia contem- 
plated adjacent to the northerly side of the property, 


Surrounding the golf course is a nicely laid 


et to out high type resijential subdivision known as Bellehurst, 
bat There is a difference i: elevation of approximately 290 
ence feet between the high and low points, 

“ Dritities: | 

et; Gas, electricity, water and sewer are a!l 
connected to the property, 

0, 42 Surfaced streets, concrete curbs and gutters, 
letrim and street lights, 

hge Improvements: 

}7, 17 A standard 18 hole golf course has been 
thence completed and is in operation, It has a very fine and 

id complete sprinkler system. 


A 9 hols golf course is under construction 
and sprinkler system is being installed, 

There is a most attractive club house of 
frame and stucco construction, with some walls around 
the cooling and transformer enclosures being of cement 
vbloca, 


Attached is an analysis of the layout. 
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Cutsiie of porches the floor area is roughly 

23, 75) square feet end the basement |, 750 square feet, 
Analysis 


Observations, and Valuation: 





Apparently it is tne intention to develop 
this Course 13 4 private club, the club house being used 
for community ectivities, The management reports over 
490 rnembers as of March lst, There is parking for 
a oproaimately 450 cars and an overflow of 250 more 
could be taken ca’ of alony the uversized roads, 

There is air conditioning throughout 
the batidioag. 

in additinga to the above mentioned im- 
provements itis: ntemplited having three swimming 
poola, three tennis ~ndi two hadminton courts, a 10,000 
aquare foot buildin, coutaining dressing rooms, showers, 
voack bar, nursery, ctc, The esetirnated cost of these is 
between $250, 000, 00 and $390, 000, 00, 

Inasn uch ae this is to be a private club, 
the logical approach to valuation is the summation analysis, 

In estimating the replacement cost of the golf 
course, in addition to other data I have been guided by the 
cout of bua dig au 18 hele cauran by the City of Lony 


‘Veach near the airport, 
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hly The land value is derived by comparison 
with acreage sales. 
On this basis it is my opinion that the 
development of the 27 hole layout fully sprinkled, and 
1 including all deferred charges will be $ 675, 000, 00 
er Replacement cost of club house. . . « « 575, 000, 00 
Roads, Parking facilities, landscaping, etc, 55,000, 00 


Swimming pools, tennis aad badminton 
courts, et, oe o2eceeeecee 250,000, 00 


Land, roughly $7500, 00 per acre. ... I, 570,000, 00 


3, 425, 000, 00 


These figures are predicated upon the 


property being free and clear of all encumbrances exe 


0 
) cept conditions, restrictions, reservations, rights, and 
ers, 
; rights of way of record, and subject to all proposed im-~ 
is 
5 provements being completed ina satisfactory way; also 
except mineral rights, 
'» 
lysis, 
he golf 


y the 
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LOS COYOTES COUNTRY CLUB 


Starting from west side: 


Men's Loczcer Room 


(398 Lockers) 


Starter House 


Bag Sto rage 


Storage Room 


Porter 


Phone Booth 


Janitor Room 


Pro Office 


Mea's Room 5 urinale 
4 toilets 
12 Ghowers 


Floor 
Walls 
Ceiling 


Floor 
Wallis 
Ceiling 


Floor 
Walls 
Ceiling 


Floor 
Walls 
Ceiling 


Floor 
Walls 
Ceiling 


Floor 


Floor 
Wallis 
Ced ling 


Floor 
Walls 
Ceiling 


Flocr 
Walis 
Ceiling 


Floor 
Walis 


6 lavateries & Mirrors. 


Concrete carpeted 
Plaster 
Plaster 


Asphalt tile on concrete 
Plaster 
Plaster 


Asphalt tile on concrete 
Plaster 
Plaster 


Asphalt tile on concrets 
Plaster 
Plaster 


Asphalt tile om concrete 
Plaster 
Plaster 


Asphalt tile on concrete 


Ceramic tile 
Plaster 
Plaster 


Concrete (carpeted) 
Plaster 
Plaster 


Concrete carpeted 
Wood and Plaster 
Accoustical tile 


Ceramic tile 
Marble Wainscot, Plaste 
above 


Li 


Women's 
(rie 1 


| Powder RB 
See 


Lavatory 


Matron's 
eee 


Phone Bo 


Cot Roorr 


Snack “a) 


North sid 


Men's Re 


Women's 


Coat Keo: 


Lounge - 


59258 | 


ete 


ete 


ete 


‘Tete 


rete 


> Laster 


| 
| 
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Women's Locker Room 
(112 Lockers) 


| Powder Room 
wt————— 


Lavatory & Toilets 4 toilets 


3 lavatories 
with mirrors 
3 showers 


Matron's Room & Storage 


Phone Booth 
pe ne 


Cot Room 
———— 


Snack “ar 


North side of Lounge: 


l toilet 
3 urinals 
2 lavatories 


Men's Reat Room 


3 toilets 
2 la vatories 


Women's Rest Room 


Coat Keom with Dutch Door 


Lounge - Stone Fireplace 


59258 O—60—pt. 1 70 


Floor 
Walls 
Ceiling 


Floor 


Floor 
Walls 
Ceiling 


loor 
Walls 
Ceiling 


Floor 


Floor 
Walls 
Ceiling 


Floor 
Walls 
Ceiling 


Floor 
Kells 
Cefling 


Floor 
Walls 


Ceiling 


Floor 
Walle 
Ceiling 


loor 
Walis 
Ceiling 
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Concrete carpeted 
Plaster 
Plaster 


Concrete carpeted 


Cerainic tile 
tMiarbcle Wainscot 
Plaster 


Asphalt tile on concrete 
Plaster 
Plaster 


Asohalt tile on concrete 


Concrete carpeted 
Plaster 
Plaster 


Asphalt tile on concrete 
Plaster 
Plaster 


Ceramic tile 
Ceramic tile 
Plaster 


Ceramic Tile 
Ceramic tile 
Plaster 


Asphalt tile on concrete 
Plaster 
Plaster 


Concrete carpeted 
Wood & plaster 
Accoustic Plaster 
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Bar Lounge - Stone fireplace Floor 
Walls 
Ceiling 

Grill Room - Stone Fireplace Floor 
Walle 
Ceiling 

Folding Doors 

Dining Room - Stone Fireplace Floor 
Walle 
Ceiling 


Covered Concrete Terrace 


3 Offices, 1 with electric panel Board Floor 


Concrete carpeted 
Wood & plaster 
Accoustic pla ster( suspen, 
Drop ceiling 8'10# + 


Terraza 
Wood 
Accoustic Plaster 


Concrete carpeted 
Plaster 
Accoustic Plaster 


Concrete - | carpeted 


Walls Plaster 
Ceiling Plaster 

Storage Floor Asphalt tile 
Walls Plaster 
Ceiling Plaster « 

Phone Booth 

Entrance to Kitchen 

Buffet Floor Asphalt tile 
Walls Wood k Plaster 
Ceiling Accoustic tile 

Double Entrance tu Kitchen Traffic actuated doors 


Linen Closet 
The above off Main Hallway. 


Kitchen Flour 
Walis 


Quarry tile 
Plaster 


Ceiling Metal Accoustic tile 


Bar Floor 
Walls 
Ceiling 


Cashier Booth 


Asphalt tile 
Plaster 
Accoustic tile 


| 


Storag 


Men's 


Worne 
oom 


Entry 


North 


Ice Ma 


Va gots 


Meat F 
4 Prefi 


Rear 0 


To the 


Baseme 
pe 


1s ml 
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. Floor Concrete 
Storage 
Walls Plaster 
Ceiling Plaster 
Men's Rest & Locker Rooms Floor Ceramic Tile 
nD ° 
1 shower Walls Ceramic Tile 
1 toilet Ceiling Plaster 
2 lavatories Entrance walls Plaster 
2 urinals 
Wornen's Rest & Locker Rooms Floor Ceramic Tile 
7 2 toilets Walls Ceramic Tile 
2 lavatories Ceiling Plaster 
Entry & Cot Room Floor Ceramic Tile 
Walls Plaster 
Ceiling Plaster 
North side of Kitchen: 
See gaat eeementenmmnnanas 
3 offices Floor Asphalt tile on concrete 
Walle Plaster 
Ceiling Plaster 
Ice Machine Floor Concrete 
Walls Plaster 
Ceiling Plaster 
Va gota: + Storage Floor Concrete 
Walls Plaster 
Ceiling Plaster 
Meat Freezer Floor Quarry Tile 


4 Prefab Walk-in Boxes Floor Quarry tile 


Rear of above - Trash & Mechanical equipment, 
and main switch boards, 


To the rear : 


Cooling Tower, Ramp down to Loading Docks, and 
Transformer Enclosure - 3 Cement block walls, 


concrete floors, etc. 


Basement Concrete floor aad walls 


Air Conditioning Equipment 
Hot Water Tank, etc. 
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Las CG MYOES Country Chib 


6666 Los Covores Omive «. Buenas Parmw CaciroRnia . LAwRence 2.6171 





June 


We are happy to give you the information you requested regarding 
membership in our Los Coyotes Country Club and have enclosed an 
application blank for your consideration. Effective this date 
two types of memberships will be available. 


Se MEMBERSHIP - (Initiation Fee $125.00 per year plus $25.00 

eral Tax). All members mst be approved by the Membership 

Committee and will be entitled to all privileges of the elub and 

golf course including the swimming pools, tennis and badminton Jan, 16, 
courts, putting greens and driving ranges. Monthly dues will be 

$25.00 plus 20% Federal Tax. 


BAIN MEMBERSHIP - (Initiation Fee $50.00 per year includes Federi| | 
ax). All members mst be approved by the membership Committee and | 
will be entitled to all privileges of the club with exception of th 
golf course. Monthly dues will be $10.00 plus 20% Federg] Tax. | Sept, 19 
In the future, Bellehurst residents will have first priority for 
memberships with former members in good standing to have second 

priority. 


If you are interested in applying for membership, please fill out : 
completely the enclosed application form and submit with a check Jan, 24, 
for the full amount of the membership you desire. 


As each applicant will be given a personal interview, you will be 
contacted as soon as possible by our Membership Comnittee. 


Sincerely, 


3/29/56 
LOS QOYOTES COUNTRY CLUB 


W. D. WINDISCH 
President 


WOW spmk 
Enclosure 
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June 4, 1952 


. 


nd 
Jan, 16, 1958 
| 


Federal | 
pe and | 
of th 


- Sept, 1957 


for 
nd 


at Jan24, 1956 


3/29/56 


A, G. MASPERO, M. A. 1., APPRAISER-REALTOR, LONG BEACH, CALIFORNIA 


SOME MARKET DATA 


Los Angeles County leased fram the Lakewood 
Park Corporation, the Lakewood Country Club 
for twenty-five veire for a rental of $9810, 60 
per month, or $117, 728. 16 net per year. ‘inis 
Course was laid sut ‘on 1933 and contains 175, 47 
acres, Attractive Club rlouse and well-tenced 
fairways and greens, The above rental in- 
dicates a valae of zpproximately Two Million 
Dollars, 

The Clib .touse is not so large and 
there is lesser acreage; however the location 
is closer tc a large population area, 


The County of Los Angeles bought from the 
Capital Co, 173,643 acres on Crest Road in 
Palos Verdes fer $1, 360, 000, 00, or $7837, 10 
peracre, This ie roiling land not unlike the 
subject property, 


The Federa] Government sold 58, 32 acres 
of Haster Air Field in Garden Grove for 
$5350. 00 ver acre, This is level land and 
not as good as subject property. 


Forest Lawn Cemetery Assn. sold to Uncharted 
Homes 18, 67 acres at Northeast corner 

Knotts & Crescent for $148, 000, 00 or $7927. 00 
peracre, J evel land now improved with tract 
homes, 


Same sellers anc buy*rs consummated a sale 
of 20, 19 acras on north side of Crescent 700 
feet east of Knott for $148, 500, 00 or $7335, 00 
per acre, Level land with high water table, 
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Exhibit G-l--Letter from C,E, Ault, supervisory representative in charge 
of Long Beach Federal Savings & Loan Association, to Charles K, Chapman, 
April 23, 1960, terminating his services as association attorney 


FEDERAL HOME LOAN BANK BOARD 
WASHINGTON 25. 0. C 


ree OE LOA Beret OTETER 





10! INDIANA AVENUE WW . "counenas comenenon 
FEDERAL GAVENRS AND LORH SVETES 
April 23, 1960 


Long Beach, California 
Charles K. Chapman, Attorney 


\ Qcean Center Building 
110 West Ocean Avenue 
Long Beach 2, California 


Gent lemen: 


You are hereby notified that the undersigned has taken 
charge of the affairs of the Long Beach Federal Savings and 
Loan Association, Long Beach, Californis, as Supervisory Representa- 
tive in Charge, pursuant to Order No. 13372, \issued April 19, 1960, 
by the Federal Home Loan Bank Board, Washington, D. C. A certified 
copy of that order is attached hereto. 


All outetanding authority of any persons to act in any 
capacity for or on beha 


of the Long Beach Federal Savings and 

Loan Association, Long Beach, California, is revoked. You are di- 
rected not to honor the request of any one other than the undersigned 

or persons duly authorized in writing by him for the removal, transfer, 
) disbursement or other disposition of any documents, papers, funds or 

property of any kind of the Association, or in which the Association 

has an interest, which may be held by you as depository, trustee, 

escrow agent or in any other capacity. 


@ 2. a uws® 
Cc. BE. Ault 
Supervisory Representative in Charge 


Long Beach Federal Savings and 
Loan Association 


Respectfully yours 


Ate / 


Ww: Pas 

On t , at PS7 AM., I received a true copy of the foregoing 
notice together with ean attached certified copy of Federal Home Loan 
Bank Board Order No. 13372, issued April 19, 1960. 


CE: 
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FEDERAL HOME LOAN BANK BOARD 


Order Bo. 13,372 


Date: April 19, 19m 


WHEREAS, in the opinion of the Federal Home Loan Bank Board, grounds 
exist for the appointment of a conservator for the Long Beach Federa) 
Savings and Loan Association, Long Beach, California, which grounds 
are (1) violation of law and regulations and (2) unsafe or unsound 
operation in that: 


(a) said Association has failed, since 1947, to pay the 
premium charges for insurance of the Association's 

accounts of ineured members, in violation of Section 404(a) 
of the National Housing Act, as amended, and in violation 
of Section 563.15 of the Rules and Regulations for Insurance 
of Accounts; 


(b) said Association has failed, since 1948, to acquire, 
hold and maintain its stockholdings in the Federal Home Loan 
Bank of San Francisco in the required amount, in violation of 
Section 6(1) of the Federal Home Loan Bank Act; 


(c) said Association declared and paid dividends on savings 
capital during the years 1958 and 1959 when its net income 
and undivided profits were insufficient to make required 
additions to loss reserves and to pay the said dividends; 


(d) said Association, during the month of December, 1959, 
declared as a policy a current dividend rate of 44% per 
annum commencing January 1, 1960, to be credited on share 
accounts as of the close of business June 30, 1960, when 
ite undivided profits and earnings were insufficient to 
justify such declaration of policy or payment of such 
dividend; 


(e) said Association has taken into income and has used for 
the purpose of paying expenses and dividends large amounts 
of proceeds of loans made for, and necessary to finance to 
completion, the construction of houses which were specified 
security for the loans, the construction of many of which 
houses has been suspended or abandoned; and has refinanced 
and increased loans to seriously delinquent borrowers for 
the same purpose; 





, 196 


al 
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(f) said Association has concentrated a high percentage of 

its lending activity in long-term construction loans to a 

emall number of borrowers wherein the Association is taking a 
disproportionate share of the risks of the speculative real 
estate ventures financed by said loans. The Association has 
failed to make available to Federal Home Loan Bank Board 
examiners, and has refused to comply with the requests of the 
Federal Home Loan Bank Board to obtain and make available to 
the examiners, credit reports or financial statements pertaining 
to said borrowers; 


(g) said Association in the period August through December, 
1959, made long-term construction loans aggregating approxi- 
mately $6,000,000 to a corporate borrower which was then sub- 
stantially delinquent in payments due on other Association 
loans. At the time such new loans were made, the Association 
knew that the record owner of all the borrower's stock had 
executed a trust agreement early in 1959 for the benefit of 
certain creditors, among whom was the Association, and that 

in July, 1959, all or nearly all the property of said record 
owner, including the stock in the borrower corpotation, had 
been attached in a suit for approximately $2,800,000. The 
Association has failed to comply with the request of the 
examiners of the Federal Home Loan Bank Board to make available 
for their inspection financial statements or credit reports 
pertaining to said corporation or the record owner of its stock; 


(h) said Association's books and records fail to reflect its 
true financial condition and the Board is unable to ascertain 
therefrom whether its assets are more or less than its obliga- 
tions to its creditors and others including its members; 


(i) said Association has a management which is unsafe and unfit 
to manage a Federal savings and loan association, in that its 
management has caused the Association to violate law and regula- 
tions and engage in unsafe or unsound operation; 
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WHEREAS, on the basis of the foregoing violations of law and 
regulations and unsafe or unsound operation, the Federal Home 
Loan Bank Board has determined that an emergency exists re- 
quiring immediate action for the reason that the Association's 
interest, and the interest of its members and of the public are 
in jeopardy and will be further jeopardized unless the action 
herein provided is immediately taken; 


NOW, THEREFORE, C. BE. Ault is hereby appointed Supervisory 
Representative in Charge to take charge of the Long Beach Fad- 
eral Savings and Loan Association, Long Beach, California, and 
ite affairs, pending further disposition of said Association 
and ite affeirs, and, as such Supervisory Representative in 
Charge, to have and exercise all the powers and rights, enjoy 
all the privileges, and assume and perform all of the duties 
and responsibilities of a conservator accorded or imposed by, 
and subject to the provisions of, law, the Rules and Regulations 
for the Federal Savings and Loan System, and orders issued by 
the Federal Home Loan Bank Board. 


I, Harry W. Caulsen, do hereby certify that I am Secretary 
to the Federal Home Loan Bank Board, that as such Secretary | 
em keeper and have charge of the files, records, and proceed- 
ings of said Federal Home Loan Bank Board, and that the fore- 
going is a true and correct copy of Order No. 13,372, issued 
by the Federal Home Loan Bank Board on April 19, 1960. 


IN WITNESS WHEREOF I have hereunto set my hand and caused 


the seal of said Federal Home Loan Bank Board to be duly 
affixed hereto this the 20th day of April, 1960. 


ae hanuprrlaulon. 
Seal 


Lu 


Bhibit G 
of Lon 
April 
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whibit G-2--Letter from C,E, Ault, supervisory representative in charge 
of Long Beach Federal Savings & Loan Association, to Charles K, Chapman, 
April 29, 1960, confirming the termination of attorney services 


re 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


328 LONG BEACH BOULEVARD ° TELEPHONE HEsioca 7-1201 


LONG BEACH 12, CALIFORNIA 


April 29, 1960 


Charles K. Chapman, Esq. 
Ocean Center Building 
Long Beach, California 


Dear Mr. Chapman: 


This is to confirm our understanding that your services 
as net for this Association have been terminated 
as of April 22, 1960 after business hours of the 
Association on that date. 


It is our further understanding that within a reason- 
able time you will furnish to us a list of the Associa- 
tion property in your possession and, aiso, a list of 
your property which may be on the Association's premises, 


As you mentioned to Mr. Fenderson, the matter of fees 


due you by the Association will be the subject of further 
discussion. 


Very truly yours, 


LONG BEACH FEDERAL SAVINGS 
AND LOAN ASSOCIATION 


e) £. ma 


C. E. Ault 
Supervisory Representative in Charge 
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ghibit G-3--Letter from Charles K, Chapman, attorney for Long Beach Federal 
Savings & Loan Association, to C,E, Ault, May 3, 1960, asserting the right 
to continue as the Association's attorney in certain litigation 


LAW OFrFrices 


CHARLES K. CHAPMAN i 
OCEAN CENTER BUILDING 
LON@ BEACH 2, CALIFORNIA o 4 
PRONE HE 2.3447 
May 3rd, 1960 


Mw. C. E. Ault 


Supervi sory sentative in Charge 
of Long; Beach Petenes 
and Loam Association 


Deer Mr. Ault: 










Your ter of 21 J 
. Pg nen ty received. You are nct 


longer represent Long Beach 
tion aw ite attorney. 


I vould not in 
nor attempt to bind the Associa! 
I think 
Asecciat 


CHARIZS XK. CHAYPAN, Attorney for 
ed long Beech Federal Savings 


ené Loan Asecoiaticn. 


REORIVED the original of the above letter this 


Gs -fQ AF ey Gh BC 
day of May, 1960. ad 
‘Let 6 >, Le} Ext dex cr 


. ? s 
tive in of Long Beach Federal 
Savings end Association. 








1102 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Exhibit G-l)--Motion to compel substitution of attorneys in the Suverior ( 
Court of the State of California in and for the county of Orange re 
‘The People of the State of California v. Metrim Corporation, Title { 


‘Service Company, as Trustee, Long Beach Federal Savings and Loan 
Association, et al., No. “826L3 a 


re 





- sv 


UUPT,| cxoce sARSTHAR & 


Poet feos Setine Bea 7 
¢ 8047 oaglt fom Leverd | 
Bees) 7, Califernia 


3] Telephone: GArfield &0-417 


2 


fee 
Savings and Lean iatien 


6 IN THE SUPERIOR COURT GP THE STATE CF CALIVOREIA 
IN AND FOR THE COUNTY GF GRANGE 
| 


his 
| 





the above emtitied matter ané erdering nid CHARLES K. GLAM 
te turn ever the file ef LOMO BEAGH VERERAL SAVINGS AND Lam 
ABACCIATION im waid matter te CLOCK, MARBTNAN & CLOCE. This 
,, | motiem is made om the ground that GHARLZS K. GHAPHAN bes berm 
digelerge’ en attegney for the LORS BEACH FEUWRAL SAVINGS AMD 
eS SPLAT and 3, 8, ARLE, Sepeewinery Pours ity. be 


29 


ig | eet by and through the Departacnt 15 
SUnaYTYOTICH OP 
ey Plaineitr, } _ sETORNEYS , 
19 | wETRIN CORPORATION, a corporaticn, \8 
ie | TIPLE SERVICE COMPANY, a corporation, 
as Trustes, LOMO BEACH PEDERAL | 49 
17 | SAVINGS AND LOAN ASSOCIATION, 0 
| corperation, et al., 20 
3 Sem e 
Lg . | 
r | 2 
20 
2, | TO CMARLES K. GHAPHAN: | 2% 
22 be the above wumbered and entitled sauce ecm: sow the | 2 
23 | @efendant, LOMO BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, by 2] om 
og | and through C, B, AULE, ite Supervisory Representative in Charge, | 26 
- and moves this Court fer an order compelling the substitution of | a7 
oe | CLOCK, WARSTMAN & CLOCE im the place of CRARLES K. CHAPHAN, in | r 
| 
| 








20 


21 


es 
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Charge of said Association, appointed wader and pursuant to 
the provisions of the Home GQumers’ Lean Ast, by the Federal 
llome Loan Bank Board, and that under the provisions of the Rules | 
and Regulations fer the Pedera) Savings and Leen Asseciatiens, | 
the Bupervisery Repreesmtative in Gharge has succceéed te all of 
the rights, pewers and privileges ef the menbers of the Peéeral 
Aseociatien, ite efficers and diresters, or any of then, ané that 
they shall net have er exercise any such rights, powers or 
privileges, er act in commestion with any assets or property 

ef any nature of the Association. 


CLOGE, WAESTMAN & CLOCK 





By @. GLOCE 
fa for LOMO BEAGH 


SAVIsGS AND Losn 
AABOCLATION. 


RECEIVED copy of the feregeing NOTIGH TO CONFEL 
SERSTITUTICN GF ATTORNEYS this day of May, 1960. 





CARLER Eo ie 
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Exhibit G-5--Reporter's Transcript of Court's ruling made May 18, 1960, in 
the Superior Court of the State of California in and for the County of 
Los Angeles re Federal Home Loan Bank of San Francisco, et al., 
Plaintiffs, vs, Long Beach Federal Savings and Loan Association, et al,, 
Defendants, and Long Beach Federal Savings and Loan Association, Cross. 
Complainant, vs, Federal Home Loan Bank of San Francisco, et al., 
Cross Defendants, No. 597,402. (This exhibit is retained in the 
subcommittee files, ) 


Exhibit G-6--Federal Home Loan Bank Board Order No. 13373, April 19, 1960, 
authorizing supervisory représentative in charge of Long Beach Federal. 
Savings & Loan Association to take certain actions 


FEDERAL HOME LOAN BANK BOARD 


Order No. 13,373 


Date: April 19, 1960 


RESOLVED, That the Supervisory Representative in Charge of the Long 
Beach Federal Savings and Loan Association, Long Beach, California, 
pursuant, and subject, to the provisions of Parts 547, 548, and 549 
of the Rules and Regulations for the Federal Savings and Loan System, 
is hereby authorized: 


(1) To employ and to terminate the services of such assistants 
and employees as he may deem necessary for the proper administration 
of his office as Supervisory Representative in Charge; 


(2) To issue orders to all banks, depositories, business entities, 
or individuals having possession, custody, or control of any property, 
funds, or assets of the Association not to take any action in connection 
with or disburse, remove, transfer or dispose of such property, funds, 
or assets without written authorization from the Supervisory Representa- 
tive in Charge or of such other persons as he may from time to time 
authorize in writing; 


(3) To stop payment on checks of the Association, to permit checks 
of the Association issued prior to the time he takes charge of the Asso- 
ciation and its affairs to clear through the bank accounts of the banks 
on which they were issued, or to issue checks in redemption thereof; 


(4) To continue existing depository accounts of the Association 
without the necessity of closing and transferring the same, to close 
out any existing accounts, and to establish such new accounts in the 
name of the Association or in his name as Supervisory Representative 
in Charge of the Association as the operations of the Association may 
require and as he may deem necessary; 


(5) To obtain advances from the Federal Home Loan Bank of San 
Francisco in an amount not to exceed the maximum amount permitted by 
Section 525.1 of the Regulations for the Federal Home Loan Bank System, 
without further authorization, and to execute, acknowledge and deliver 
notes, certificates and other evidences of indebtedness therefor and 
secure the repayment thereof by pledging or assigning such security as 
said Bank shall require; 


(6) To obtain such loans from the Federal Savings and Loan Insurance 
Corporation as the Board may from time to time authorize the Federal 
Savings and Loan Insurance Corporation to make, and upon such terms and 
conditions and with such security, if any, as the Board shall require, 
and to execute and deliver such notes, other evidences of indebtedness 
and security or other instruments as may be necessary or appropriate 
in connection therewith; 


( 
the As 
loans 
tion @ 
system 
ing th 


Direct 
board. 


Federa! 
have cl 


copy of 
on Apri 


seal of 
this th 


1 


ce 
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(7) To honor loan commitments and other contracts under which 
the Association is obligated to make disbursements, and to make such 
loans within the limitations provided by the Charter of said Associa- 
tion and the Rules and Regulations for the Federal Savings and Loan 
gystem which are for the purpose of preserving, protecting or salvag- 
ing the interests of the Association provided, however, that immediately 
upon making @ loan he shall forthwith make a report thereof to the 
Director of the Division of Supervision of the Federal Home Loan Bank 
Board. 


I, Harry W. Caulsen, do hereby certify that I am Secretary to the 
Federal Home Loan Bank Board, that as such Secretary I am keeper and 
have charge of the files, records, and proceedings of said Federal 
Home Loan Bank Board, and that the foregoing is a true and correct 


copy of Order No. 13,373, issued by the Federal Home Loan Bank Board 
on April 19, 1960. 


IN WITNESS WHEREOF I have hereunto set my hand and caused the 
seal of said Federal Home Loan Bank Board to be duly affixed hereto 
this the 20th day of April, 1960. 














1106 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


Exhibit G-7--Federal Home Loan Bank Board Order No. 1337h, April 19, 1960, 
authorizing supervisory representative in charge of Long Beach Federa] 
Savings & Loan Association to limit deposit accounts to $10,000 


FEDERAL HOME LOAN BANK BOARD 


Order No. 13,374 


Date: April 19, 1960 


IT IS HEREBY ORDERED That the Supervisory Representative 
in Charge, who is in charge of the Long Beach Federal Savings 
and Loan Association, Long Beach, California, is authorized and 
directed to receive payments on share accounts, to honor re- 
purchase requests, and pay out such funds as are necessary in 
connection therewith, and he is further authorized to sign 
membership certificates and to make share loans to members; 


any existing share account of $10,000 or over, nor shall he 
receive payments on any new or existing share account which 
will result in any such account exceeding $10,000. 


PROVIDED, HOWEVER, That he shall receive no payments on / 


By the Federal Home Loan Bank Board 


Harry W. Caulsen 
Secretary 
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ghibit H-1--Deposition of Carl H, Jacobson, controller of Home Investment 


Co, of Long Beach, Calif.,, June 19, 1960, giving the status of loans as 


of April 22, 1960 made to the company by Long Beach Federal Savings & 
Loan Association 


STATE OF CALIFORNIA ) 
) ss. 
COUNTY OF LOS ANGELES ) 

Carl H. Jacobson, being first duly sworn, deposes and 
says; 

That he is the Controller of Home Investment Co. of Long 
Beach; 

That on April 22, 1960, the unpaid balance of certain loans 
made by Long Beach Federal Savings and Loan Association to Home 
Investment Co. of Long Beach totaled $600, 044. 10; 

That as of April 22, 1960, all of the payments on said loans 
were currently paid to April 1, 1960; 

That as of April 22, 1960, there were two loans which had 
been made by Long Beach Federal Savings and Loan Association to Home 
Investment Co. of Long Beach, secured by property in Bellehurst area 
with unpaid principal balances totaling $70, 000. 00; 

That the payments on these two Bellehurst loans had been 
deterred pending consummation of the offer which Bel-State Sixth, Inc. 


had made concerning the entire Bellehurst project. 





STATE OF CALIFORNIA ) 


) ss. 
COUNTY OF LOS ANGELES ) 


in7 

On this 19th day of June, 1960, before me, the undersigned, 
a Notary Public in and for said County and State, personally appeared 
CARL H. JACOBSON, known to me to be the person whose name is 
subscribed to the within instrument, and acknowledged to me that he 
executed the same. 


WITNESS my hand and official seal. 


’ 


4/9 a ee 
Y Jiu, (P c ip ne 
Notary Public in and for said County and State 
HELEN L. BOLSTER 
My Commission Expires March I@ 1988 


4 
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Exhibit H-2--Deposition of Carl H, Jacobson, controller of Bel-State Sixth 


Inc., June 20, 1960, giving the status of loans as of April 22, 1960 


made to the corporation by Long Beach Federal Savings & Loan Association 


STATE OF CALIFORNIA ) 
) ss. 
COUNTY OF LOS ANGELES ) 

Carl H,. Jacobson, being first duly sworn, deposes and 
says: 

That he is the Controller of Bel-State Sixth, Inc.; 

That on April 22, 1960, the unpaid balances of certain loans 
made by Long Beach Federal Savings and Loan Association to Bel-State 
Sixth, Inc., totaled $68, 840. 63; 

That as of April 22, 1960, all of the payments on said loans 
were currently paid to April l, 1960, and April 15, 1960, respectively; 

That on April 22, 1960, the unpaid principal balances of 
certain other loans made by Long Beach Federal Savings and Loan 
Association to Bel-State Sixth, Inc., secured by property in Tract 
No. 2707, Orange County, California, and on which the original 
principal amount was $3,751, 804.00 and on which the principal balance 
had been accelerated, was $1, 308, 477. 80; 

That as of April 22, 1960, all of the above loans were 
currently paid to April 1, 1960, in addition to the substantial principal 
payments; 

That as of April 22, 1960, there were certain construction 
loans made by Long Beach Federal Savings and Loan Association to 
Bel-State Sixth, Inc., with balances totaling $5, 923,400.00, on which 
interest was currently paid to April, 1960; and that no principal payment 
had yet become due on said loans; 

That as of April 22, 1960, there were three loans which had 
been made by Long Beach Federal Savings and Loan Association to Bel- 
State Sixth, Inc., secured by property in the Bellehurst area, with 


unpaid principal balances totaling $97, 000. 00; 
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h, | That the payments on these three Bellehurst loans had 
Lon been deferred pending consummation of the offer which Bel-State 
Sixth, Inc., had made concerning the entire Bellehurst project; 
That the loans above referred to were not obtained prior 


to obtaining the construction loans herein before mentioned. 





ns 


STATE OF CALIFORNIA ) 
ns ) ss. 
COUNTY OF LOS ANGELES ) 


ly; 
On this 20th day of June, 1960, before me, the undersigned, 
a Notary Public in and for said County and State, personally appeared 
CARL H,. JACOBSON, known to me to be the person whose name is 
| subscribed to the within instrument, and acknowledged to me that he 
nce executed the same. 


WITNESS my hand and official seal. 


\ 4 f )) = AY ’ Fee 
pal 


JHA wn HK f- Cy AL 
Notary Public in and for said County and State 





HELEN L. BOLSTER 
My Commission Expires Merch 18, 1964 
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Exhibit H-3+--Derosition of Carl H. Jacobson, controller of various interest, 
of Lloyd S, Whaley, June 19, 1960, giving the status of payments on 
certain accounts 


STATE OF CALIFORNIA 


) 
, @n. 
) 


COUNTY OF LOS ANGELES 


Carl H. Jacobson, being first duly sworn, deposes and 
That he is the Controller of various interests of Lloyd S, 


That as of April 22, 1960, such records indicated that the 
payments on the following accounts were currently paid to April 1, 1960, 
and April 15, 1960, respectively: 


Los Altos Investment Company, showing a balance 
of $5, 838. 05; 


L. S. Whaley Lumber Co., showing balances of $48, 254, 58; 


Lloyd S. Whaley and LaVere Whaley, showing a balance of 


$3,798, 822. 33. 


STATE OF CALIFORNIA ) 
) ss. 
COUNTY OF LOS ANGELES ) 


On this19°th day of June, 1960, before me, the undersigned, 
a Notary Public in and for said County and State, personally appeared 
CARL H. JACOBSON, known to me to be the person whose name is 
subscribed to the within instrument, and acknowledged to me that he 
executed the same, 


WITNESS my hand and official seal. 


/ a ) 4 


4/ / é i 
ye As “A DR Shey Ya, 
Notary Public in and for said County 


es, 


HELEN L. BOLSTER 
My Commission Expires March 18, 1968 








